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[bookmark: _g7svqjopfu8a][bookmark: _Toc213759696]1.0 Introduction
This report has been prepared on behalf of the newly appointed Chief Financial Officer (CFO) to propose a solution to a very risky financial situation facing General Electronics, which is an international company in the consumer electronics industry. The fundamental focus is to have a strict five year retrospective study on the financial performances so as to effectively diagnose the systemic vulnerabilities that lead to the crisis at hand. The resulting methodology is organized in four crucial sections: a overall financial health check with the help of predictive models; the evaluation of working capital efficacy; the recommendation of a financially viable and ethically sound strategic restructuring plan; and, lastly, a critical capital budgeting recommendation provided under conditions of capital rationing, therefore, providing the Board with an evidence-based roadmap to organizational renewal.
[bookmark: _xd3bv4yx5epl][bookmark: _Toc213759697]2.0 Financial Health Check and Diagnosis 
[bookmark: _as05bc6f6k21][bookmark: _Toc213759698]2.1 Overview of Five-Year Financial Performance

Figure 1: 5 Years Trend
General Electronics has a very grave and worrying five year financial trend. Net Sales have gradually been declining, as in 2020 they amounted to £614,680, whereas in 2024, they are in the form of 394,879, a decline of more than one-third of the revenue base. This sales downturn has directly reflected on Net income which dropped to heavy losses in 2023 (£98,238) and 2024 (24,029) of the year showing core failure in operations. At the same time, the Total Assets have dropped significantly, by £510,290 to £323,354. Although Total Current Liabilities have been volatile, largest in 2021/2022 and after which it has decreased, the general tendency is the shrinking size, declining profitability, and declining asset base, which confirm the troubled position of the firm (Dainelli, Bet and Fabrizi, 2024).
[bookmark: _xd44byc54to1][bookmark: _Toc213759699]2.2 Comprehensive Ratio Analysis
[bookmark: _7ye7yjntixil][bookmark: _Toc213759700]2.2.1 Profitability Analysis

Figure 2: Profitability Ratio
The profitability ratios will measure the efficiency of the firm in terms of generating revenues relative to sales, assets and equity. The Net Profit Margin of the company was seriously decreasing. The Net Sales and the corresponding negative Net Profit/ (Loss) ratio decreased as well, leaving a loss of -6.09 in 2024. On the same note, ROCE declined to -9.27, compared to 6.28. The main connotation is that General Electronics has ceased to generate marginal returns but instead it is actively decimating shareholder value. The inability to produce good returns on investment capital utilized reflects the inherent problems of core operating costs management and pricing policy (Salesforce Staff, 2024).
[bookmark: _an2akkns2il8][bookmark: _Toc213759701]2.2.2 Liquidity Analysis

Figure 3: Liquidity Ratio
Liquidity ratios evaluate ability to cover temporary liabilities. The Current Ratio dropped to 1.53 in 2024, compared to 1.82 in 2020, and a loss of the Quick Ratio of 1.15 to 1.03. The trend is an indication that the sources of readily available assets are declining against the instantaneous liabilities, probably because of weak sales performance that affects current asset realization. The implication is that the margin of creditors diminishes. Although the company technically is not in cash crunch (ratios above 1.0), the negative trend requires specific attention to the fact that in the case of further slowdown in the collection of receivables, the risks of the cash crunch decrease (ZarMoney, 2025).
[bookmark: _f62us01yjswp][bookmark: _Toc213759702]2.2.3 Efficiency Analysis

Figure 4: Efficiency Ratio
Efficiency ratios indicate the management of assets in a well-managed way. The Inventory Turnover Days deteriorated to 53 days as compared to 35 days indicating a slow rate of inventory movement and this may be due to low demand in the market which has been encountered through low sales. The number of days of average Receivables rose by 38 to 52 days implying that it is slowing down in customer payment. The tendencies indicate unproductive working capital in which cash is kept longer in stock and accounts receivable. What this means is that working capital required to sustain sales are draining increased amounts of cash which are out of reach of the distressed company (FundThrough, 2024).
[bookmark: _5drogvcey6jk][bookmark: _Toc213759703]2.2.4 Gearing (Leverage) Analysis

Figure 5: Gearing Ratio
Gearing measures indicate financing structure, which indicates the balance between debt and equity. There was a serious deterioration in the Debt/Equity Ratio where it rose to 1.88 as compared to 0.63. This increase can mainly be explained by the fact that the Total Equity has fallen quickly because of prolonged losses, as opposed to intensive new borrowing. In line with this, the Interest Coverage Ratio has fallen to a negative (0.41) as the EBIT was negative. This means that there is a sharp rise in monetary risk. The company has become very dependent on debt financing compared to its declining equity capital and more desperately is unable to afford its interest payment using the operating income (CGap, 2024).
[bookmark: _wy6lvssu7xyh][bookmark: _Toc213759704]2.2.5 Investment Analysis

Figure 6: Investment Ratios
Investment ratio shows the value of the firm in the outside market. The earnings per share (EPS) reduced dramatically and turned to a loss of £1.85 as compared to the previous level of 2.78. This resulted in the Price/Earnings (P/E) Ratio going negative/ undefined that reflects a total lack of confidence in the prospects of profitability by the market. This is an actual change of the operating losses which have been incurring regularly in the Net Profit line. The fundamental implication is extreme undermining of shareholder equity and the presence of substantial impediments to the future equity money following the adverse performance outlook (Fiorillo et al., 2024).
[bookmark: _y4lm5c3nvtus][bookmark: _Toc213759705]2.2.7 Market Ratio

Figure 7: Market Ratios
Market ratios indicate that there is a major loss of investor confidence. Earnings per share (EPS) have fallen to -1.85, or half its 2020 level, and the market price per share has fallen to £11.81 compared with £22.55. The low P/E ratio highlights the pessimism of the investors and lack of profitability, and is a pointer of business distress and a volatile business climate. The market reaction indicates that the expectation of the shareholders is structural reforms or possibility of shares being diluted. The company should show the recovery of profits and multiples of valuation by showing that it is able to recover and show strategic clarity and investment in innovation in order to achieve investor trust and confidence in the long-term (Ulbert, Takakacs and Csapi, 2022).
[bookmark: _Toc213759706]2.2.6 Cash Flow Analysis

Figure 8: Cashflow Ratio
Cash flow ratios are used to determine sustainability of performance. The Operating Cash Flow to Net Sales ratio decreased to almost zero (0.01 in 2024), however, it was in the negative (-0.06) in 2023. This is a reflection of earnings unconversion. The implication which stands out is that the core line of business is not turning in enough optimistic cash flow to keep operations running, and that is straining the company in the short term to keep afloat, as it will not even be able to finance the rudimentary running expenses (Ramp, 2024).
[bookmark: _rn8hmixlc300][bookmark: _Toc213759707]2.3 Analysis of Key Trends and Inter-relationships
The company is in its worst decline ever starting with a five-year decline in Net Sales of 36 percent. This caused Net Income losses in 2023 which depleted the equity, shot the Debt/Equity Ratio to 1.88, and caused the Interest Coverage Ratio to become negative (-0.41). Working capital is being overstretched by operational failures demonstrated by negative Operating Cash Flow and declining efficiency (increased Inventory and Receivables days) (Bailey, 2025). This self-perpetuating situation of poor performance through lackluster operations, elevated solvency risk, and overreliance on an external funding source is reflected in the poor Liquidity Ratios (Quick Ratio is 1.03).
[bookmark: _5i23iisdeb3m][bookmark: _Toc213759708]2.4 Identification of Core Financial Strengths and Threats
The financial profile of General Electronics is also highly unsustainable with massive threats having dominated. But there are two latent strengths that cut a thin thread of hope of recovery. Threats related to Collapse of Operational Profitability (ROCE at -9.27%) owes the greatest authority which is verified by the very high Default Risk reported by Altman Z-Score of 1.29. The cause of this operating loss is chiefly the unabated Accelerating Revenue Contraction, through the Net Sales per 5 years reduction by 36 percent (Saha and Ahmed, 2024).
Adding to this existential threat is the Worsening Working Capital Cycle whereby, both Inventory and Receivables Days are over 50 days. This traps the need for cash and directly compromises the short-term liquidity, despite the High Financial Gearing (Debt/Equity Ratio of 1.88) reduction along with the negative interest cover puts the firm immediately at risk of credit and refinancing risk. In spite of this crisis, there are two financial benefits that are lightly concealed that offer a starting point of action. The company has a small, initial Liquidity Buffer (Current Ratio is not below 1.5), which gives it a brief span on strategic change, and Total Current Liabilities have dwindled since its high, which softens the grounds of the immediate duty to repay debts (EuroFinance , 2025).
[bookmark: _dcgui8q05og3][bookmark: _Toc213759709]2.5 Corporate Failure Prediction Modelling
[image: ]
Figure 9: Altman Z-Score of General Electronics
Using the Altman Z-Score model with General Electronics' financial information, 2024 generates a critical score of 2.98. This score puts the company at the very high-risk end of the "Grey Zone" (between 1.81 and 2.99), but still slightly lower than the official Safety Zone of 2.99. It means that the likelihood of corporate failure, within two years, is significant, and measurable, which requires immediate action. It is slightly justified by high asset turnover (X5 = 1.22) indicating that the company is operating its asset position effectively despite the declining revenue. The score is, however, highly limited to inefficient operation performance as indicated by low scale (-0.06) and negative EBIT/Total Assets ratio (CFI Team, 2023). This wavering status indicates that General Electronics has very little financial strength, and some form of decisive strategic and financial reengineering is an unconditional requirement to keep Jetstar out of the Bankrupt Zone.
[bookmark: _p0p7zwi1hacr][bookmark: _Toc213759710]3.0 Working Capital Management Analysis 
[bookmark: _1168cbnxe0a][bookmark: _Toc213759711]3.1 Assessment of the Cash Operating Cycle (CCC)

Figure 10: Cash Operating Cycle
General Electronics Cash Conversion Cycle (CCC) has an unstable and eventually alarming trend, which proves the already detected efficiency problems in the ratio analysis. The main reason why the cycle could not perform well is that the two collection periods were lengthened concurrently. Inventory Turnover Days deteriorated by 50 days to 52 days, and Receivables Turnover Days increased dramatically by 38 days to 53 days during the same period. Although the company had made significant success in the rate of its Payables Turnover Days (35 to 47 days), successfully parading on the supplier credit, the effect of the lofty increase was fully absorbed in the customers that abruptly fell (Corporate Finance Institute, 2024). 

Figure 11: Working capital
General Electronics is committing cash up to almost two months before sales proceeds are being realized. This working capital deficit is all substantiated by the decrease in the total Working Capital, getting to only 84.2 million in 2024 compared to 147.3 million in 2020. The long cycle leads to the increases of short-term finance requirements, liquidity stress, and unsustainability due to negative profitability and high default rate of the company (Chen, Zhang and Yang, 2025). The current capital needs to be brought forward through urgent change to release the working capital amount of 63.1 million that is locked up since 2020.
[bookmark: _wpkwv9odulx4][bookmark: _Toc213759712]3.2 Recommended Strategies for Working Capital Reform
[bookmark: _quejh7dmij8t][bookmark: _Toc213759713]3.2.1 Inventory Management
The high Inventory Turnover Days (52 days) indicates bad sales prediction. There is a possibility of waste inventory in the consumer electronics industry. A proposal that is recommended is a strict SKU rationalisation to determine and drop slow-paced products, hence cutting down inventory holding expenses and risk. Moreover, an adulterated Just-in-Time (JIT) or inventory run by suppliers of high-volume parts will decrease buffer inventory, decreasing the inventory duration and liberating substantial money (Susanti et al., 2025). This has to be traded off but with the global supply chain volatility.
[bookmark: _gdwh73yrnj7h][bookmark: _Toc213759714]3.2.2 Accounts Receivable Management 
A significant cash leakage is the drastic rise in the number of Receivables Turnover Days (to 53 days). The company should also call on the urgent basis and amend credit policy and concentrate on the risky customers and provide incentives such as small discounts upon early payment. General Electronics needs to consider non-recourse factoring or invoice securing of most promising prompt accounts receivable to generate an instant cash inflow. This sells the current assets at a price, which gives cash flow access to stabilize the firm, which is essential due to the high default risk (Mendiondo, 2024).
[bookmark: _z1dbbz6pgk6y][bookmark: _Toc213759715]3.2.3 Accounts Payable Management 
The company has also made improvements in Payables Days (to 47 days) to a moderate degree yet it needs a more strategic method. Achieving this is to ensure that the maximum utilization of the supplier credit does not harm the important supply relationships. This will include centralised and strategic term negotiation with the aim of 60 to 90 days industry standard where possible. Supply Chain Finance (SCF) is an option to consider with key, trusted suppliers, where a third party (typically a bank) covers the cost of early payments to the supplier, and General Electronics continues to enjoy longer payment terms in addition to enabling its suppliers to remain liquid (Rijanto, 2021).
[bookmark: _ncalh2toccsa][bookmark: _Toc213759716]3.3 Evaluation of Short-Term vs. Long-Term Financing Options
[bookmark: _9j3t3fszojr6][bookmark: _Toc213759717]3.3.1 Suitability of Short-Term Options 
Bridging the short-term fluctuating gap caused by long CCC would be appropriate through short-term financing options. Liquidity management is best done with bank overdrafts and revolving lines of credit because it offers flexibility, quick cash, but the high-interest debt is prohibitively expensive and harder to secure because of the negative interest cover ratios (Johan et al., 2024). Trade credit which is the least expensive source of short-term financing is already maximized (47 days) and can not be extended beyond it riskily. These alternatives are to be fast but with a high risk of cost considering the financial position of the firm.
[bookmark: _pv4m44qb81tf][bookmark: _Toc213759718]3.3.2 Suitability of Long-Term Options 
Since the issues faced by the firm are chronic (long-term losses and loss of revenues), a significant part of the deficit should be subsequently addressed long-term. Additional debt is not to be encouraged because of high crippling gearing and non-existent interest coverage. Significant Equity Injection is the most viable, but difficult option, in the long term. Despite the negative EPS (pessimistic), the balancing sheet can only be deleveraged via new equity and this should be done in order to provide non-repayable cash to restructure the company and to provide a message to the market and creditors that the company is undergoing a turnaround (FreshBooks, 2023).
[bookmark: _xr8sa6v1zdrp][bookmark: _Toc213759719]3.3.3 Recommendation on Financing the Working Capital Deficit
The solution is a two-step process. Non-recourse factoring receivables should be implemented to get cash being liquidated urgently and immediately. It is an expensive, short term measure and it thwarts default in the short term. At the same time, the inherent capital shortage needs to be resolved through a high-strategy, though at a discount, equity capital injection. This offers the required long term capital to finance the turn-around plan without adding more fuel to the already burdening debt finances (eCapital Corp, 2021).
[bookmark: _ufmqurpvm7vg][bookmark: _Toc213759720]4.0 Strategic Financial Restructuring Plan
[bookmark: _l4piks1smlcu][bookmark: _Toc213759721]4.1 The Case for Radical Financial Restructuring
The financial analysis of General Electronics (negative ROCE: -9.27, Interest Coverage Ratio: -0.41) and Altman Z-Score (2.98) show that it is not only in a cyclical decline but also is going to bankruptcy. The debilitating debt position (Debt/Equity: 1.88) demands radical financial restructuring to accomplish three goals; recapitalise the balance sheet (debt to equity, more equity to less debt), concentrate on high-margin, high cash flow activities and earn back market confidence to invest and finance again (Corporate Finance Institute, 2025). The current framework is evidently unstable and it needs aggressive intervention to stabilize it.
[bookmark: _16ak3qwtnxtd][bookmark: _Toc213759722]4.2 Critical Evaluation of Restructuring Options
[bookmark: _6knyos764cun][bookmark: _Toc213759723]4.2.1 Option 1: Divestiture  
Divestiture is the quickest path of producing high non-debt cash flow that instantly enhances liquidity and lowers the Total Assets base, which will swell major profitability and efficiency ratios. It is also a way to help management focus on the core and the most viable consumer electronics segments. The limitation is that it may sell assets that are undervalued and under distress and reduce the overall size of the firm when it comes to its potential growth prospects. Since there is a pressing cash requirement to finance the working capital to cover the debts of operation, divestiture of non-performing units is very appealing (Wafa Khémiri, Eman Fathi Attia and Chafai, 2024).
[bookmark: _gvj0735vjxbo][bookmark: _Toc213759724]4.2.2 Option 2: Merger or Strategic Acquisition (M&A)
The turnaround of revenue and profitability would be through conducting a merger with a financially healthy competitor or a strategic acquisition of a growing technology. Merger will enable instant scale, synergy, and a much-needed cash influx by the partner which will address the liquidity and debt issues at a single move. Nevertheless, M&As are time-consuming, complicated and have a high risk of integration (Donnelly, 2024). Considering that General electronics was in a very bad position financially, it would probably be the weaker party in any of these negotiations and therefore it could be lowly valued and lose the strategic control.
[bookmark: _itlte6i6th6j][bookmark: _Toc213759725]4.2.3 Option 3: New Equity Injection  
Equity injection is a direct solution to the two most important problems: raising the base of the Total Equity is an immediate de-gearing of the balance sheet (the decrease of the D/E ratio), and an essential source of non-debt funds. According to a strategic investor, a private to a strategic investor would be faster than the rights issue. The biggest barrier is the poor market image (poor EPS), i.e. new issues would be issued at a significantly discounted price, with a great dilution on the old ones. Dilution is rather expensive, yet out of pure bankruptcy has to be prevented (Aradhana Gotur, 2021).
[bookmark: _8lr3kwr3t4yz][bookmark: _Toc213759726]4.2.4 Option 4: Debt Restructuring  
Debt restructuring aims to overcome crippling debt interest. Refinancing is intended to obtain lower interest rates and longer maturity rates. But since General Electronics has a negative Interest Coverage Ratio, new loans will be very expensive or even unavailable. A Debt-for-Equity (D/E) Swap is an effective tool of converting part of the creditor debt to equity. This will decrease the main debt and interest payments per year significantly and also enhance the D/E ratio. The downside is that creditors will become shareholders and they might interfere with the management autonomy and strategy. It is an important means of survival (Fund, 2021).
[bookmark: _jgvn84xzsv41][bookmark: _Toc213759727]4.3 The Proposed Restructuring Strategy
[bookmark: _r3meqebt2g9j][bookmark: _Toc213759728]4.3.1 Projected Impact on Shareholder Value  
The effect that will be realized on the immediate Earnings Per Share (EPS) will be negative because of the dilution caused by the D/E swap and the privateness placement. The long-term effect on shareholder value is, however, very good. The cut in the interest bearing debt reduces the cost of debt, and the clean balance sheet reduces the perceived risk of the firm thereby decreasing the Weighted Average Cost of Capital (WACC) (Dato et al., 2025). The decreasing WACC will raise Net Present Value of all future projects making intrinsic firm value high and recovery of positive EPS in three years.
[bookmark: _8l7tkh5ckdlo][bookmark: _Toc213759729]4.3.2 Projected Impact on Debt Structure and Credit Rating
The hybrid strategy will alter the debt make-up. The D/E swap substantially lowers the principal debt and the financing mix stays away from the debt cadre to equities. This will instantly deleverage this Interest Coverage Ratio (which is currently at -0.41). More importantly, this will cause stabilization or even an increase in the credit rating of the firm, which will make future borrowing cheaper and allow the firm to retain its access to essential trade credit and short term facilities which were threatened by the high Z-Score (Nuri Ersahin, Giannetti and Huang, 2024).
[bookmark: _70tn1vxr2zcl][bookmark: _Toc213759730]4.3.3 Enhancing Operational and Strategic Flexibility
Sale of non-core assets leads to a greater flexibility in operations by being less complex, and it gives the senior management freedom to concentrate on high potential product lines within the core consumer electronics market. The financial flexibility provided by the decreased debt load and cash infusion is seen to enable the firm to: 1) invest freely in new projects that come with good returns (as evaluated in Section 5.0), 2) mingle the required working capital improvements quickly, and 3) react quickly to market developments without facing the issue of debt covenants and urgent liquidity issues (I. R.Team, 2025).
[bookmark: _x69jyk9jmfhl][bookmark: _Toc213759731]4.4 International and Ethical Considerations of the Strategy
[bookmark: _2k3pm0efekec][bookmark: _Toc213759732]4.4.1 Global Financial Risks  
General Electronics being an international company, there are various global risks that it has to deal with in the restructuring process. The disposal of the foreign assets has to consider the Currency Risk, where the proceeds of hedging is made in other currencies other than the base currency (pounds), and which has to be converted back to the base currency to ensure it is not susceptible to the fluctuation of the exchange rates (Ayadi, Walid Ben Omrane and Panah, 2025). Moreover, the company would need to keep track of the Inflation worldwide, since an increase in the costs of materials and labour in major manufacturing areas may swiftly destroy the margins earned due to operational restructuring. There is the need to use derivatives and a multi-currency budgeting strategy (Sap.com, 2025).
[bookmark: _71yrh9mpwj5t][bookmark: _Toc213759733]4.4.2 International Taxation and Transfer Pricing Implications
Any cross-border divestiture or change of operations attracts complicated international taxable liabilities. The plan should provide services of an expert in organizing the sale of the assets so that capital gains taxes can be reduced. General Electronics needs to make sure that the price setting processes between the subsidiaries that remain internationally after the implemented restructuring should follow the Transfer Pricing rules (the arm length principle) (Chokhawala, 2024). Non-compliance could attract severe punishments and also damage her reputation in numerous jurisdictions.
[bookmark: _hogmr8ixzwks][bookmark: _Toc213759734]4.4.3 Corporate Social Responsibility (CSR) and Ethical Obligations 
Ethical Obligations are very high in the restructuring plan particularly as it involves the divestiture phase. Even in times of dire financial need, the CFO has to continue with a focus on the responsible treatment of employee effects of the divestiture, paying fair severance packages and outplacement services. Any decisions taken should be in line with CSR principles whereby supply chains should not be characterised by unethical labour practices and that environmental standards are upheld which reflects willingness to serve stakeholders outside creditors and new investors in the short term (Nguyen et al., 2024). Ethical behavior of the firm in the crisis will be a long-term reputation for the firm.
[bookmark: _qri4vbu0bf3z][bookmark: _Toc213759735]5.0 Investment Appraisal and Capital Budgeting 
[bookmark: _4gts8wcznbtm][bookmark: _Toc213759736]5.1 Introduction to the Proposed Investment Projects
General Electronics should plan on how to use its limited capital to ensure its profitability and growth in future after this critical financial restructuring. The current section is an analysis of three suggested and mutually exclusive investment plans (A, B and C) in a 5 year horizon under a required discount rate of 10. Project A will need an initial investment of £40m with front-loaded cash flows. Project B is a more stable, small investment needing the availability of 30 million pounds of money and with the annual cash inflow of 6 million pounds. Lastly the Project C is the biggest and requires investment of 50 million pounds though it has a very inconsistent and volatile pay back in the later years. The recovery will be analyzed with the help of PBP, ARR, NPV, PI, and IRR and recommend the best allocation of capital within a restriction limit of 60 million pounds.
[bookmark: _e1lst2rgorq4][bookmark: _Toc213759737]5.3 Project Evaluation: Non-Discounted Cash Flow Methods
[bookmark: _u9upwp42mwkc][bookmark: _Toc213759738]5.3.1 Payback Period (PBP)

Figure 10: Payback Period (PBP)
Payback Period (PBP) is an important liquidity-risk measure, to the financially troubled company such as General Electronics, since it is estimated to be the time period within which initial investment is recovered. The PBP of project A is the lowest and at 3.4 years, the project has front-loaded cash flows. Project C is almost 3.6 years old. Project B has the longest combination of the PBP, after which it is only able to recover the investment after 5.0 years, having a lower annual returns. By using the PBP alone, Project A represents a better option because it will reduce the amount of capital that will be at risk and also gives the highest amount of cash to reduce the liquidity stress of the firm. Nevertheless, PBP is a rough estimate, because it does not take into consideration cash flow beyond the payback date or any consideration of the time value of money and therefore requires discounting techniques to make the final investment decision (Oyetola Oyelakun et al., 2025).
[bookmark: _qcscdcwrun00][bookmark: _Toc213759739]5.3.2 Accounting Rate of Return (ARR) 

Figure 11: Accounting Rate of Return (ARR)
Accounting Rate of Return (ARR) is used to value the percentage of the first investment that the project generates an average annual accounting profit, which uses non-cash-flow data. According to straight-line depreciation, Project C would be the best choice based on ARR, which is 10.00. Project A comes next with 7.00 and project B with 0.00% since in project B the cumulative cash inflows equalize investment thus no average accounting profit. Still, despite ARR being a measure of the intrinsic overall profitability of a project without taking into consideration the time value of money, its use of accounting profit and failure to remove the discount rate of 10 percent associated with a firm make it a secondary measure (Vipond, 2025). Discounted cash flow techniques should be given the first priority in the main investment decision.
[bookmark: _vr0x3yw04jv2][bookmark: _Toc213759740]5.4 Project Evaluation: Discounted Cash Flow (DCF) Methods
[bookmark: _uij816qo0hbp][bookmark: _Toc213759741]5.4.1 Net Present Value (NPV) 

Figure 12: Net Present Value (NPV)
The method that is theoretically valid in evaluating the growth in shareholders wealth through 10 percent cost of capital is the Net Present Value (NPV). Project C has the best absolute NPV of 9.31 million that is why this is of greatest benefit to the firm. Project A also values NPV +1.32m. Importantly, Project B has a negative NPV of 7.26M. According to the wealth maximisation principle, the best investment will be Project C since Project B will destroy the value of the shareholders. Project A is not bad but has much less value compared to Project C. This discussion confirms that the payback period of projects at the rate of 10% discount can be positive (Shou, 2022). The absolute effect of projects on the value of a firm differs significantly, making Project C the best financial choice.
[bookmark: _oog8s0o3zbx1][bookmark: _Toc213759742]5.4.2 Internal Rate of Return (IRR)

Figure 14: Internal Rate of Return (IRR)
A zero Net Present Value (NPV) is the discount rate (the Internal Rate of Return). The projects should be acceptable when they have higher IRR than the cost of capital of the firm (10%). The most profitable project, which is financially viable, is project C (IRR 12.72) then Project A (IRR 11.33). Project B (IRR 0.00) cannot be accepted because it needs an amount of zero cost of capital to be even off. IRR proves that Project C should be superior to Project A in terms of expected return, whereas NPV is chosen better in case capital is scarce (Kaiser and McAllister, 2023).
[bookmark: _5av2e8fgxrn2][bookmark: _Toc213759743]5.4.3 Profitability Index (PI) 

Figure 15: Profitability Index (PI)
Profitability Index (PI) plays a very important role in general electronics capital rationing since it is used to measure the worth created in relation to each unit of investment by dividing the present value of the future cash flows by an original investment. PI measures efficiency of capital. Project C is the most efficient and the PI of the project is 1.08, which means that the amount of money one is likely to get back after investing in a project is 1.08. Project A could also be acceptable with PI of 1.03. But Project B is not acceptable, having a PI of 0.76, which means that as much as is spent on it, which is pound, it will lose 24pounds in present value. As PI is connected with the Net Present Value (NPV), that is why the top position of Project C proves that it is the most effective and value-based project of the company (Kitov, 2024).
[bookmark: _pkcew09y205v][bookmark: _Toc213759744]5.5 Recommendation Under Capital Rationing 
Given the capital budget limit of £60 million:
1. Project B must be rejected outright due to its negative NPV and PI below 1.0.
2. The highest-ranked remaining project is Project C, which requires £50 million.
3. If Project C is selected, the remaining budget is £60 million -£50 million = £10 million.
4. Project A requires £40 million, which exceeds the remaining £10 million.
Therefore, the only feasible and value-maximising combination is to choose Project C exclusively.
[bookmark: _nw9g9rk8c3gw][bookmark: _Toc213759745]5.6 Final Investment Recommendation and Justification
[bookmark: _zcshavvm2ztc][bookmark: _Toc213759746]5.7.1 Linking the Decision to the Turnaround Strategy
This suggestion is closely connected with the Strategic Financial Restructuring Plan. The objective of the turnaround strategy is to leverage and concentrate on the high value and profitable activities. Project C, which has the largest NPV (£4.23 million) and the best PI (1.08) is the most efficient means to create the value of the future economic value and guarantee a return to profitability (positive ROCE). The huge investment reflects how the management may be assured of a specific, high potential growth channel after divestiture (Corporate Finance Institute, 2023).
[bookmark: _xx1cfmke0bsz][bookmark: _Toc213759747]5.7.2 Aligning with the Firm's Financial Performance
Although the liquidity problems (CCC of 58 days) on the one hand initially supported the quick Payback Period of Project A (3.4 years), on the other hand, the project is not a quick saving of the cash needed by the firm, but long-term solvency. The high NPV of project C will ensure that maximum wealth is created, which will in effect be the final remedy to the high D/E ratio (1.88) and low rating of this firm. Taking a negative NPV project such as B would only hasten the financial collapse of the firm (Ro, Lee and Kim, 2024).
[bookmark: _nksiz8glihvo][bookmark: _Toc213759748]5.7.3 Evaluating Project Risk Characteristics
The cash flow profile of project C is very volatile. Year 4 and Year 5 huge inflows of the Particular contributions have a substantial amount of £40 million, which is the majority of the total contribution of 75 million pounds. The fact that the cash flows in the later years concentrate increases the risk of execution over the executed cash flows in the Project A. Nevertheless, the better PI shows that this risk is worth much less than the possible reward. The reason why the firm chooses the more risky but more lucrative Project C is explained by the fact the 2.98 Z-Score means that the firm needs the maximum possible returns in the future, and Project C has the most chances to make a significant change in the company and guarantee its survival (wallstreetprep, 2022).
[bookmark: _jxxlt32gqlch][bookmark: _Toc213759749]6.0 Conclusion and Final Recommendations to the Board
Summing up, General Electronics is experiencing a terminal financial crisis, which is manifested by its chronic inability to make profits, excessive financial leverage, and quantifiable high probability of corporate insolvency. The Hybrid strategy that is required is the integrated turnaround strategy, that is based on selling the non-core assets immediately, carrying out a highly essential Debt-for-Equity Swap, and obtaining an additional targeted Equity Injection to finance the firm accordingly. The ultimate suggestions require the urgent enhancement of cash flow efficiency by active working capital restructuring, and the capital allocation of Project C as a priority. This project represents the most value additive option though it is large in size, and necessary to create the returns which are necessary to enable the firm to survive in the long term financially. The next analytical target should be on the correct definition of the real cost of capital. The sensitivity of the later cash flows of the recommended project need to be thoroughly tested.
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Profitability Ratios

Net Margin	C/A	
2020	2021	2022	2023	2024	6.2751350296089026E-2	8.8114733661124791E-3	7.4988346405626153E-4	-0.23364577114901167	-6.0851551994408414E-2	Return on Capital Employed (ROCE)	B/(D-E)	
2020	2021	2022	2023	2024	0.11266400628816736	7.9210113059977313E-2	5.0568320066738504E-2	-0.43806105051252031	-9.2673706403009759E-2	



Liquidity Ratios

Current Ratio	A/C	
2020	2021	2022	2023	2024	1.8207509330956493	1.5551947303113194	1.5615804280441441	1.6062935934668752	1.5319506478574272	Quick Ratio	(A-B)/C	
2020	2021	2022	2023	2024	1.1498690880730877	0.93491307135575474	0.9140123710578224	1.0585176359619728	1.0306271360974408	



Efficiency Ratios

Inventory Turnover Days	365/(B/E)	
2020	2021	2022	2023	2024	50.130638377461089	57.259435679186907	65.520406752053361	49.891521135222689	51.55949053883262	Receivables Turnover Days	365/(A/H)	
2020	2021	2022	2023	2024	38.428975239148826	39.198236541766818	37.776337583901274	48.872464960745091	52.771140020107424	Payables Turnover Days	365/(B/K)	
2020	2021	2022	2023	2024	34.645212169041841	39.476388636119708	33.359642113512557	32.234807074701834	46.800852662121514	



Gearing Ratios

Debt/Equity Ratio	A/B	
2020	2021	2022	2023	2024	0.62875317984941004	0.84942869878129657	0.87835964918817011	0.98900067069081155	1.1119754416903431	Interest Coverage Ratio	C/D	
2020	2021	2022	2023	2024	1.8633500000000001	0.41523214285714288	0.16531818181818181	-1.5509272727272727	-0.41387987012987015	



Investment Ratios

Return On Assest (ROA)	A/B	
2020	2021	2022	2023	2024	8.6039310980030967E-2	3.150791224811305E-2	2.2597850298415392E-2	-0.25923365704522977	-5.7515911354119632E-2	Return On Equity	D/C	
2020	2021	2022	2023	2024	0.1231148320624575	1.9210071426241804E-2	1.5163595448685946E-3	-0.54906103286384977	-0.1569445805166389	



Market Ratios

Price/Earnings Ratio	B/A	
2020	2021	2022	2023	2024	8.1118693902576062	52.548201890942323	704.31131753654006	-1.8217695968525296	-6.3862535272366276	



Cashflow Ratios

Operating Cash Flow Ratio	A/B	
2020	2021	2022	2023	2024	0.43759679126511059	0.20705577363956326	0.18355637885556167	-5.7400650333854594E-2	1.8636561775464178E-2	Sales Ratio	A/C	
2020	2021	2022	2023	2024	0.12779495021799961	7.4612451421371601E-2	7.3210367184952219E-2	-2.1999871568317331E-2	7.4706429058015236E-3	




Cash Conversion Cycle	
2020	2021	2022	2023	2024	53.914401447568068	56.981283584834017	69.937102222442064	66.529179021265946	57.52977789681853	



Working Capital (£m)	
147333	120359	121567	97703	84203	



Payback Period (Years)	
A	B	C	3.4	5	3.6	



ARR	
A	B	C	7.0000000000000007E-2	0	0.1	



Net Present Value (£m)	
A	B	C	1.32	7.26	4.2300000000000004	



Internal Rate of Return	
A	B	C	0.11327177468961591	1.9499957204516249E-12	0.12719763370558868	



Profitability Index	
A	B	C	1.0331044203388986	0.75815735388168948	1.0845073920683508	


Trend Analysis

Net sales	2020	2021	2022	2023	2024	614680	601602	542751	420457	394879	Total current liabilities	2020	2021	2022	2023	2024	179510	216787	216473	161148	158291	Net income (loss)	2020	2021	2022	2023	2024	38572	5301	407	-98238	-24029	Total assets	2020	2021	2022	2023	2024	510290	510348	504163	355872	323354	
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Company Name

General Electronics

X1 0.26

Date performed 11/11/2025

X2 1.01

X3 -0.06

Company Type

Public company (Original Z-score)

X4 0.38

X5 1.22

Total Assets

323,354                                        

Total Liabilities

170,249                                        

Z-Score 2.98

Current Assets

242,494                                         Z = 1.2 * X1 + 1.4 * X2 + 3.3 * X3 + 0.6 * X4 + 1 * X5

Current Liabilities

158,291                                        

EBIT

18,598  -                                       

Zone Grey Zone

Retained Earnings

324,990                                        

Net Sales

394,879                                        

Z > 2.99 SAFETY ZONE

Market Capitalization

64,800                                         

1.81 < Z < 2.99 GREY ZONE

Share Capital

313,301                                        

Z < 1.81 BANKRUPT ZONE

Altman Z-Score Analysis 
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Particulars Details 2020 2021 2022 2023 2024

Revenue (£m) A 614,680.00      601,602.00      542,751.00      420,457.00      394,879.00     

Operating Profit/(Loss) (£m) B 37,267.00        23,253.00        14,548.00        (85,301.00)      (15,297.00)     

Net Profit/(Loss) (£m) C 38,572 5,301 407 -98,238 -24,029

Total Assets (£m) D 510,290 510,348 504,163 355,872 323,354

Current Liabilities (£m) E 179,510 216,787 216,473 161,148 158,291

Net Margin C/A 6.28% 0.88% 0.07% -23.36% -6.09%

Return on Capital Employed 

(ROCE)

B/(D-E) 11.27% 7.92% 5.06% -43.81% -9.27%

Profitability Ratios
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Particulars Details 2020 2021 2022 2023 2024

Current Assets (£m) A 326,843 337,146 338,040 258,851 242,494

Inventories (£m) B 120,430 134,469 140,181 88,273 79,355

Current Liabilities (£m) C 179,510 216,787 216,473 161,148 158,291

Current Ratio A/C 1.82                 1.56                 1.56                 1.61                 1.53                

Quick Ratio (A-B)/C 1.15                 0.93                 0.91                 1.06                 1.03                

Liquidity Ratios
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Particulars Details 2020 2021 2022 2023 2024

Total Liabilities (£m) A 196,989 234,399 235,757 176,952 170,249

Total Equity (£m) B 313,301 275,949 268,406 178,920 153,105

Operating Profit/(Loss) (£m) C 37,267.00        23,253.00        14,548.00        (85,301.00)      (15,297.00)     

Finance Costs (£m) D 20,000 56,000 88,000 55,000 36,960

Debt/Equity Ratio A/B 0.63                 0.85                 0.88                 0.99                 1.11                

Interest Coverage Ratio C/D 1.86                 0.42                 0.17                 (1.55)               (0.41)              

Gearing Ratios
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Particulars Details 2020 2021 2022 2023 2024

Revenue (£m) A 614,680.00      601,602.00      542,751.00      420,457.00      394,879.00     

Cost of Sales (£m) B 438,424 428,586 390,459 322,897 280,885

Average Inventories (£m) E 60,215.00        67,234.50        70,090.50        44,136.50        39,677.50       

Average Receivables (£m) H 64,716.50        64,607.50        56,173.00        56,298.00        57,091.00       

Average Payables (£m) K 41,614.50        46,353.50        35,686.50        28,516.50        36,015.50       

Inventory Turnover Days 365/(B/E) 50                    57                    66                    50                    52                   

Receivables Turnover Days 365/(A/H) 38                    39                    38                    49                    53                   

Payables Turnover Days 365/(B/K) 35                    39                    33                    32                    47                   

Efficiency Ratios
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Particulars Details 2020 2021 2022 2023 2024

Earnings/(Loss) per Share A 2.78 0.39 0.03 -7.64 -1.85

Market Price per Share B 22.55               20.49               21.13               13.92               11.81              

Price/Earnings Ratio B/A 8.11                 52.55               704.31             (1.82)               (6.39)              

Market Ratios
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Particulars Details 2020 2021 2022 2023 2024

EBIT A 43,905 16,080 11,393 -92,254 -18,598

Total Assets (£m) B 510,290 510,348 504,163 355,872 323,354

Total Equity (£m) C 313,301 275,949 268,406 178,920 153,105

Net Income (£m) D 38,572 5,301 407 -98,238 -24,029

Return On Assest (ROA) A/B 0.09                 0.03                 0.02                 (0.26)               (0.06)              

Return On Equity D/C 0.12                 0.02                 0.00                 (0.55)               (0.16)              

Investment Ratios
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Particulars Details 2020 2021 2022 2023 2024

Cash From Operations A 78,553 44,887 39,735 -9,250 2,950

Current Liabilities B 179,510 216,787 216,473 161,148 158,291

Net Sales C 614,680 601,602 542,751 420,457 394,879

Operating Cash Flow Ratio A/B 0.44                 0.21                 0.18                 (0.06)               0.02                

Sales Ratio A/C 0.13                 0.07                 0.07                 (0.02)               0.01                

Cashflow Ratios
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Particulars Details 2020 2021 2022 2023 2024

Inventory Turnover Days A 50                   57                   66                   50                   52                  

Receivables Turnover Days B 38                   39                   38                   49                   53                  

Payables Turnover Days C 35                   39                   33                   32                   47                  

Cash Conversion Cycle A+B-C 54                   57                   70                   67                   58                  

Particulars Details 2020 2021 2022 2023 2024

Current Assets (£m) A 326,843.00 £  337,146.00 £  338,040.00 £  258,851.00 £  242,494.00 £ 

Current Liabilities (£m) B 179,510.00 £  216,787.00 £  216,473.00 £  161,148.00 £  158,291.00 £ 

Cash Conversion Cycle

Working Capital (£m)
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Project

Initial 

Investment 

(£m)

Year

Annual Cash 

Inflow (£m)

Cumulative 

Cash 

Inflow (£m)

Payback 

Period (Years)

1 10 10

2 12 22

3 14 36

4 10 46

1 6 6

2 6 12

3 6 18

4 6 24

5 6 30

1 5 5

2 10 15

3 20 35

4 25 60

3 + (4 

remaining/10) 

= 3.4 years

5.0 years

3 + (15 

remaining/25) 

= 3.6 years

A

B

C

40

30

50
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Year Cash Flow (£m)

Initial Investment 40.00 £                    

1 10.00 £                    

2 12.00 £                    

3 14.00 £                    

4 10.00 £                    

5 8.00 £                      

Total Cash Flow 54.00 £                    

Average Annual Cash Inflow (£m)

10.80 £                    

Annual Depreciation (£m)

8.00 £                      

Average Annual Accounting Profit (£m)

2.80 £                      

ARR

7.00%

Project A
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Year Cash Flow (£m)

Initial Investment 30.00 £                    

1 6.00 £                      

2 6.00 £                      

3 6.00 £                      

4 6.00 £                      

5 6.00 £                      

Total Cash Flow 30.00 £                    

Average Annual Cash Inflow (£m)

6.00 £                      

Annual Depreciation (£m)

6.00 £                      

Average Annual Accounting Profit (£m)

- £                        

ARR

0.00%

Project B
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Year Present Value (£m)

Initial Investment 50.00 £                    

1 5.00 £                      

2 10.00 £                    

3 20.00 £                    

4 25.00 £                    

5 15.00 £                    

Total Cash Flow 75.00 £                    

Average Annual Cash Inflow (£m)

15.00 £                    

Annual Depreciation (£m)

10.00 £                    

Average Annual Accounting Profit (£m)

5.00 £                      

ARR

10.00%

Project C
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10%

YearCash Flow (£m) Discount Factor (10%) Present Value (£m)

0 40.00 -£                  1.00                                40.00 -£                    

1 10.00 £                  0.91                                9.09 £                      

2 12.00 £                  0.83                                9.92 £                      

3 14.00 £                  0.75                                10.52 £                    

4 10.00 £                  0.68                                6.83 £                      

5 8.00 £                    0.62                                4.97 £                      

1.32 £                      

10%

YearCash Flow (£m) Discount Factor (10%) Present Value (£m)

0 30.00 -£                  1.00                                30.00 -£                    

1 6.00 £                    0.91                                5.45 £                      

2 6.00 £                    0.83                                4.96 £                      

3 6.00 £                    0.75                                4.51 £                      

4 6.00 £                    0.68                                4.10 £                      

5 6.00 £                    0.62                                3.73 £                      

7.26 -£                      

10%

YearCash Flow (£m) Discount Factor (10%) Present Value (£m)

0 50.00 -£                  1.00                                50.00 -£                    

1 5.00 £                    0.91                                4.55 £                      

2 10.00 £                  0.83                                8.26 £                      

3 20.00 £                  0.75                                15.03 £                    

4 25.00 £                  0.68                                17.08 £                    

5 15.00 £                  0.62                                9.31 £                      

4.23 £                       Net Present Value

Discount Rate

Discount Rate

Discount Rate

Project A

Project B

Project C

Net Present Value

Net Present Value
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Year Cash Flow (£m)

0 40.00 -£                    

1 10.00 £                    

2 12.00 £                    

3 14.00 £                    

4 10.00 £                    

5 8.00 £                      

Internal Rate of Return 11.33%

Year Cash Flow (£m)

0 30.00 -£                    

1 6.00 £                      

2 6.00 £                      

3 6.00 £                      

4 6.00 £                      

5 6.00 £                      

Internal Rate of Return 0.00%

Year Cash Flow (£m)

0 50.00 -£                    

1 5.00 £                      

2 10.00 £                    

3 20.00 £                    

4 25.00 £                    

5 15.00 £                    

Internal Rate of Return 12.72%

Project C

Project A

Project B
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10%

YearCash Flow (£m) Discount Factor (10%) Present Value (£m)

0 40.00 -£                  1.00                                40.00 -£                    

1 10.00 £                  0.91                                9.09 £                      

2 12.00 £                  0.83                                9.92 £                      

3 14.00 £                  0.75                                10.52 £                    

4 10.00 £                  0.68                                6.83 £                      

5 8.00 £                    0.62                                4.97 £                      

41.32 £                    

1.03                         

10%

YearCash Flow (£m) Discount Factor (10%) Present Value (£m)

0 30.00 -£                  1.00                                30.00 -£                    

1 6.00 £                    0.91                                5.45 £                      

2 6.00 £                    0.83                                4.96 £                      

3 6.00 £                    0.75                                4.51 £                      

4 6.00 £                    0.68                                4.10 £                      

5 6.00 £                    0.62                                3.73 £                      

22.74 £                    

0.76                         

10%

YearCash Flow (£m) Discount Factor (10%) Present Value (£m)

0 50.00 -£                  1.00                                50.00 -£                    

1 5.00 £                    0.91                                4.55 £                      

2 10.00 £                  0.83                                8.26 £                      

3 20.00 £                  0.75                                15.03 £                    

4 25.00 £                  0.68                                17.08 £                    

5 15.00 £                  0.62                                9.31 £                      

54.23 £                    

1.08                         

Profitability Index

Project A

Discount Rate

Present Value

Project B

Discount Rate

Present Value

Project C

Discount Rate

Present Value

Profitability Index

Profitability Index
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