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[bookmark: _Toc214811800]Executive Summary
General Electronics is in a state of severe financial distress, marked by a 36% revenue decline, negative profitability, a critical liquidity shortage, and a high risk of bankruptcy according to the Altman Z-Score.
This report recommends an immediate three-phase turnaround: 1) Emergency Stabilization via working capital reform and cost-cutting; 2) Balance Sheet Repair through asset divestiture, equity injection, and debt restructuring; and 3) Strategic Repositioning by investing in Project A to conserve cash while pivoting to growth markets.
Without the immediate and simultaneous execution of this three-phase plan, the quantitative evidence suggests General Electronics faces a high probability of insolvency within the next 24 months. Immediate execution is required to avoid insolvency and gain stakeholder confidence and regain the confidence of investors, creditors, and suppliers.


[bookmark: _Toc214811801]Introduction
General Electronics (GE) is a multinational corporation operating in the highly competitive consumer electronics industry. For decades, the company has been recognized as a global brand, offering a wide range of products and operations spanning multiple continents.

However, in recent years, the company has faced significant challenges due to rapid technological disruption, intensifying global competition, shifting consumer preferences, and declining margins. The financial statements for the past five years reflect this deterioration: revenues have steadily declined, operating income has turned negative, and the company has reported substantial net losses in 2023 and 2024.

As the newly appointed Chief Financial Officer (CFO), my immediate priority is to stabilize the firm's financial position, identify the root causes of underperformance, and design a recovery strategy that ensures long-term sustainability. This report will provide a comprehensive assessment of GE's financial performance, analyze key problem areas, and outline potential strategies to restore profitability and shareholder confidence.

[bookmark: _Toc214811802]Summary
General Electronics has seen a significant decline in its financial situation during the last five years. From £614,700 million in 2020 to £394,900 million in 2024, net sales fell precipitously, indicating a drop in demand and increased competition. With excellent 2020 earnings giving way to nearly break-even results by 2022 and significant net losses of £98.238 million in 2023 and £24.029 million in 2024, profitability collapsed. In addition, operating income turned negative, indicating increased inefficiency.

The balance sheet shows significant asset shrinkage, with total assets falling 37% to £323,354 million, and shareholders’ equity dropping from £313,301 million to £153,105 million. Despite heavy reliance on credit facilities, debt financing has failed to restore growth. Cash flow trends reveal instability: while operations remain positive, investment returns are poor, and financing decisions have drained liquidity.
Earnings per share deteriorated from £2.78 to -£1.85, eroding shareholder value. Overall, GE faces declining revenues, weak profitability, inefficient capital use, and falling investor confidence, requiring urgent strategic intervention.
[image: ]
Figure 1: General Electronics Consolidated Balance Sheet (2020-2024, £ million)
[bookmark: _Toc214811803]Proposed Turnaround Strategy
General Electronics is facing a critical financial and strategic crisis, requiring a comprehensive turnaround plan to restore competitiveness and stability. The first priority is to stabilize revenue. Sales have fallen sharply from £614.700 million in 2020 to £394.900 million in 2024, a decline of 36%. To address this, the company must reposition its portfolio towards high-demand consumer products such as smart devices, IoT solutions, and wearables. At the same time, expansion into emerging markets and the adoption of subscription-based after-sales services will provide more predictable, recurring income streams (PwC, 2023).
The second priority is to control costs. Operating expenses reached £182.861 million in 2023, driving a record loss of £98.238 million. Strict cost management is essential, including reductions in SG&A expenses, streamlining of the supply chain, and divestiture of underperforming units. Investments in automation and AI can also deliver long-term efficiency gains (Deloitte, 2022).
A third pillar of the strategy is to restore profitability and cash flow. Net profit has collapsed, and operating cash flow fell from £73.400 million in 2020 to £14.800 million in 2024. The company must focus on higher-margin products, adjust pricing to reflect inflation, and strengthen liquidity by tightening cash collection and renegotiating supplier terms (Arnold, 2019).
Finally, General Electronics must repair its balance sheet and drive innovation. Equity has halved, and cash reserves are depleted. Raising new equity, restructuring debt, and suspending dividends will stabilize finances. Meanwhile, R&D should be redirected towards sustainable technologies and partnerships with digital platforms, positioning the firm for long-term recovery (Koller et al., 2020).
This report's analysis is grounded in key financial theories that provide the framework for diagnosis and strategic recommendations. The diagnostic phase utilises the foundational ratio analysis framework established by Arnold (2013) and the seminal corporate failure prediction model of Altman (1968). The restructuring recommendations engage with the core dilemma of capital structure, acknowledging the theoretical ideal of Modigliani and Miller (1958) while operating in the real-world context where bankruptcy costs make excessive leverage unsustainable. Finally, the investment appraisal critically evaluates the strict Net Present Value (NPV) rule (Brealey, Myers and Allen, 2020) by applying it within the practical constraints of capital rationing and financial distress, as explored by Gill, Biger and Mathur (2010).
[bookmark: _Toc214811804]Financial Health Check.
[bookmark: _Toc214811805]Introduction to the Analytical Framework
As the newly appointed CFO, the first imperative is to conduct a rigorous diagnostic of General Electronics' financial health over the past five years. This analysis employs ratio analysis to evaluate performance across profitability, liquidity, efficiency, and leverage (Arnold, 2013), identifying root causes of decline from 2020-2024 to inform the turnaround strategy.
This analysis employs ratio analysis, a fundamental tool in financial management that allows for the evaluation of a company's performance across key dimensions: profitability, liquidity, efficiency, and leverage (Arnold, 2013). By examining trends from 2020 to 2024, this health check will identify the root causes of the company's decline, providing an evidence-based foundation for the subsequent turnaround strategy. A comprehensive ratio analysis was conducted across all key financial dimensions. The complete results, including year-on-year percentage changes that highlight the acceleration of the company's decline, are presented in Appendix Table 1.1. The most critical trends are discussed in detail below.
[bookmark: _Toc214811806]Profitability Analysis: A Story of Collapse
Profitability ratios measure a company's ability to generate earnings relative to its sales, assets, and equity. The analysis for General Electronics reveals an alarming descent into unprofitability.
The Gross Profit Margin remained relatively stable between 2020 and 2022, fluctuating from 28.7% to 28.1% (General Electronics, 2020-2022). However, a sharp drop to 23.2% in 2023 signals a potential crisis in pricing power or a surge in direct costs, before a recovery to 28.9% in 2024 (General Electronics, 2023-2024). The more telling narrative unfolds in the operating and net margins.
The Operating Profit Margin collapsed from a healthy 6.1% in 2020 to a deeply negative -3.9% in 2024. This was driven by an unsustainable surge in operating expenses, which ballooned to £182,861 million in 2023, largely due to a £49,075 million goodwill impairment charge (General Electronics, 2023).
Consequently, the Net Profit Margin fell from 6.3% in 2020 to a mere 0.1% in 2022, before plunging to -23.4% in 2023 and -6.1% in 2024. The company is now losing a significant amount on every pound of sales it generates.
Return on Capital Employed (ROCE) is a comprehensive profitability measure that shows how efficiently a company uses its capital to generate profits. 
Calculation:
ROCE = (Operating Income / Capital Employed) × 100, where Capital Employed = Total Assets - Current Liabilities.
For 2024, this was: (-15,297 / (323,354 - 158,291)) × 100 = -9.3%.
The ROCE's decline from a respectable 11.3% in 2020 to -9.3% in 2024 is particularly damning. A negative ROCE signifies that the company is actively destroying value; the return from its operations is insufficient to cover the cost of the capital used to fund them (Brealey, Myers and Allen, 2020). Similarly, Return on Equity (ROE), which measures the return generated for shareholders, has catastrophically fallen from 12.3% to -15.7%, indicating that shareholder wealth is being eroded.
[bookmark: _Toc214811807]Calculation Of Profitability Ratios
[image: ]
Figure 2: Calculation of Profitability Ratios. 
[bookmark: _Toc214811808]Liquidity Analysis: A Looming Cash Crisis
Liquidity ratios assess a company's ability to meet its short-term obligations. General Electronics presents a facade of stability that masks a severe underlying crisis.
The Current Ratio has remained within a seemingly acceptable range of 1.53 to 1.82. However, a more stringent measure, the Quick Ratio, reveals greater volatility, dipping to 0.91 in 2022. This indicates a potential over-reliance on inventory to meet short-term debts.
The most alarming liquidity indicator is the Cash Ratio, which has halved from 0.32 in 2020 to 0.17 in 2024. This demonstrates a rapid and severe depletion of the company's most liquid assets. The drawdown of cash reserves from £66,740 million in 2022 to just £26,783 million in 2024, coupled with a heavy reliance on volatile Lines of Credit, paints a picture of a company burning through its cash and increasingly dependent on short-term borrowing to fund daily operations a classic precursor to financial distress (Damodaran, 2012).
A rudimentary but telling calculation of the 'cash runway' for core operations, excluding financing, reveals the acute nature of the crisis: with a Cost of Sales of £280,885 million per year, the company holds cash equivalent to just 35 days of operational costs (£280,885m / 365 = £770m per day; £26,783m / £770m = 35 days). This offers virtually no buffer for operational setbacks or further sales decline.
[bookmark: _Toc214811809]Calculation Of Liquidity Ratios
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[bookmark: _Toc214811810]Efficiency Analysis
The company's operational inefficiencies are a major contributor to its cash flow problems. The Cash Conversion Cycle (CCC), which measures how long it takes for a company to convert its investments in inventory and other resources into cash flows from sales, has become excessively long. It extended from 108 days in 2020 to a peak of 145 days in 2022, before moderating to 124 days in 2024 (Appendix A, Table 1).
A detailed breakdown reveals the causes. Inventory Days rose significantly from 100 days in 2020 to 131 days in 2022, suggesting poor inventory management and potentially obsolete stock, before improving to 103 days in 2024. Simultaneously, Receivables Days have worsened considerably, from 77 days in 2020 to 115 days in 2024, indicating that the company is taking longer to collect payments from its customers. While Payables Days have also increased (from 69 to 94 days), this is not sufficient to offset the inefficiencies in inventory and receivables management. This elongated CCC signifies that vast amounts of cash are trapped within the business's operating cycle, directly contributing to the liquidity crunch.
[bookmark: _Toc214811811]Calculation Of Efficiency Ratios
[bookmark: _Hlk214808486][image: ]
Figure 4: Calculation of Efficiency Ratios.
[bookmark: _Toc214811812]Gearing and Leverage: An Unsustainable Debt Burden
Gearing or leverage ratios measure the extent to which a company is funded by debt versus equity, indicating its financial risk and long-term solvency. The trend for General Electronics is deeply concerning.
The Debt-to-Equity ratio has soared from 62.9% in 2020 to 111.2% in 2024. This means that by the end of the period, the company's total liabilities exceeded its shareholders' equity. A ratio over 100% indicates a state of high leverage, where creditors have a larger stake in the company than the owners, significantly increasing financial risk (Brigham and Houston, 2022). This erosion of the equity cushion leaves the company with little room to absorb further losses.
Similarly, the Debt-to-Capital ratio, which shows the proportion of a company's total capital that is financed by debt, has risen consistently from 38.6% to 52.7%. This indicates that over half of the company's asset base is funded by debt, making it highly vulnerable to changes in interest rates and lending conditions.
The most critical leverage indicator is the Interest Cover ratio, calculated as Operating Income / Interest Expense. For General Electronics, this ratio has been profoundly negative throughout the period, reaching -19.7 times in 2023. A negative interest cover is one of the clearest signals of financial distress. The most critical leverage indicator is the Interest Cover ratio, which has been profoundly negative throughout the period. A negative interest cover is a clear signal of financial distress, indicating an inability to service debt from operating profits (Subramanyam, 2014). However, the theoretical interpretation of this signal requires nuance. Damodaran (2012) contends that such a position can be sustainable for firms with robust access to capital markets and significant non-operating cash reserves. General Electronics' context, characterised by a depleted cash ratio (0.17) and heavy reliance on volatile short-term credit, directly negates these mitigating factors. Therefore, the negative interest cover does not merely indicate distress but confirms an acute and unsustainable crisis, synthesising Subramanyam's diagnostic with Damodaran's contextual framework to present a more severe prognosis.  
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[bookmark: _Hlk214808726]Figure 5: Calculation Of Gearing/Leverage Ratios
[bookmark: _Toc214811813]Corporate Failure Prediction: The Altman Z-Score
To quantitatively assess the risk of bankruptcy, the Altman Z-Score model was applied. As a seminal and widely validated model in corporate failure prediction (Altman, 1968), the Z-Score provides an empirical foundation for the bankruptcy risk identified anecdotally through the preceding ratio analysis. Its multi-component formula effectively captures the core issues plaguing GE: deteriorating profitability (X3), rising leverage (X4), and declining liquidity (X1), thereby offering a holistic and evidence-based diagnosis.
The Z-score trajectory is clear:
· 2020 Z-Score: 3.63 (Safe Zone)
· 2021 Z-Score: 3.14 (Safe Zone)
· 2022 Z-Score: 2.97 (Grey Zone)
· 2023 Z-Score: 1.60 (Distress Zone)
· 2024 Z-Score: 2.18 (Grey Zone)
(See Appendix Table 3 of the complete calculation)
General Electronics descended from a position of safety into the "Grey Zone" of moderate bankruptcy risk in 2022, before plunging into the "Distress Zone" in 2023. The slight recovery to 2.18 in 2024, while moving out of the distress zone, still indicates a company under significant threat.
[bookmark: _Toc214811814]Working Capital Management Analysis.
[bookmark: _Toc214811815]Assessment of the Cash Operating Cycle.
The Cash Operating Cycle (COC), or Cash Conversion Cycle, is a fundamental metric that reveals how efficiently a company manages its working capital. It represents the number of days between the company paying for its raw materials and receiving cash from its customers. For General Electronics, the COC tells a story of deteriorating efficiency that has directly contributed to its liquidity crisis.
The formula is: COC = Inventory Days + Receivables Days – Payables Days
Calculations:
· 2024: 103 + 115 - 94 = 124 days
· 2023: 100 + 101 - 65 = 136 days
· 2022: 131 + 81 - 67 = 145 days
· 2021: 114 + 81 - 79 = 116 days
· 2020: 100 + 83 - 69 = 114 days
Interpretation of the Trend:
The cycle elongated dramatically to a peak of 145 days in 2022, indicating that the company was taking nearly five months to convert its investments in working capital back into cash. While there has been some improvement to 124 days in 2024, this remains inefficient and dangerously long for a company in financial distress.
A breakdown of the components reveals the core issues:
· Inventory Days: The spike to 131 days in 2022 suggests severe overstocking or a buildup of obsolete inventory, likely due to declining sales. The improvement to 103 days in 2024 is positive but may have been achieved through aggressive, potentially profit-eroding, write-downs or fire sales.
· Receivables Days: This is a critical concern. The increase from 83 days to 115 days indicates that the company is taking over 16 weeks to collect payment from its customers. This could be a result of lax credit control, extended terms to retain struggling customers, or a customer base that is itself facing financial difficulties.
· Payables Days: The increase to 94 days in 2024 shows the company is stretching its suppliers to the limit. While this temporarily preserves cash, it is a high-risk strategy that can damage supplier relationships, jeopardise supply chains, and potentially lead to less favourable terms or supply cuts.
The financial impact is severe. With a 2024 Cost of Sales of £280,885 million, every single day reduction in the COC frees up significant cash. Reducing the cycle from 124 days to, for example, 94 days would release approximately £23.1 million in cash (£280,885m / 365) * 30 days, providing a crucial lifeline.
[bookmark: _Toc214811816]Strategies for Working Capital Reform
An aggressive working capital reform programme is essential, as empirical research confirms that efficient working capital management is a critical driver of profitability and survival for financially constrained firms (Baños-Caballero, García-Teruel and Martínez-Solano, 2014). The following strategies should be implemented immediately:
A. Receivables Management (Tackling the 115-Day Collection Period):
· Credit Policy Overhaul: Conduct a rigorous review of all customer credit limits and terms. High-risk or slow-paying customers should be placed on reduced limits or prepayment terms.
· Dedicated Collections Task Force: Establish a specialised team to aggressively pursue overdue accounts, focusing on the oldest debts first.
· Factoring: Sell a portion of the accounts receivable to a factoring company. This would provide an immediate cash injection, transfer the credit risk, and professionally manage collections, albeit for a cost (Brealey, Myers and Allen, 2020).
B. Inventory Management (Reducing the 103-Day Holding Period):
· Inventory Rationalisation: Implement an ABC analysis to identify and liquidate slow-moving (Category C) inventory through targeted sales or auctions, even at a loss, to free up warehouse space and cash.
· Just-In-Time (JIT) Implementation: For core product lines, work with key suppliers to implement JIT systems to minimise raw material and finished goods inventory, thereby reducing holding costs and the risk of obsolescence.
C. Payables Management (Optimising, Not Just Extending, the 94-Day Payment):
· Supplier Relationship Management: Open communication with key suppliers is vital. Rather than unilaterally delaying payments, negotiate formally for better terms in exchange for commitments on volume or prompt payment for certain orders. Exploiting early payment discounts, if available, could be more beneficial than maximising payment days.
The primary goal of these reforms should be to reduce the COC by 30 days within the next 12 months, releasing the estimated £23 million in cash to pay down short-term debt and fund operations.
[bookmark: _Toc214811817]Short-term vs. Long-term Financing Options
General Electronics' current financing strategy is fundamentally flawed. It relies heavily on volatile short-term Lines of Credit (£36,960m in 2024) as a permanent source of funding, creating a significant refinancing risk.
	Feature
	Short-Term Financing (Current State)
	Long-Term Financing (Recommended)

	Cost
	Typically, lower interest rates.
	Typically, higher interest rates.

	Flexibility
	High; can be drawn and repaid quickly.
	Low; funds are committed for a long period.

	Risk
	Very High; requires frequent renewal, exposing the company to lender refusal, especially in distress.
	Low; provides stable, predictable funding, insulating the company from credit market fluctuations.

	Suitability
	For seasonal or temporary cash needs.
	For financing long-term assets and providing a permanent capital base for operations.


Table 1: Comparison of Short-term and Long-term Financing Strategies.
Recommendation:
The company must urgently replace a significant portion of its short-term credit lines with long-term financing. This could be achieved through issuing corporate bonds or securing a long-term bank loan. While the explicit cost (interest rate) may be higher, the reduction in refinancing risk and the provision of stability are invaluable for a company executing a turnaround (Damodaran, 2012). This restructuring of the debt maturity profile is a non-negotiable step towards achieving financial stability.
[bookmark: _Toc214811818]Strategic Financial Restructuring Plan.
[bookmark: _Toc214811819]Restructuring Options Evaluation
Given the scale of the crisis characterised by negative profitability, a high debt burden, and a liquidity shortfall a combination of financial restructuring actions is required to avoid insolvency.
a. Divestiture of Non-Core and Underperforming Assets: This is the most urgent and actionable step. The company must shrink to survive. The consistent decline in Property, Plant & Equipment (from £87,285m in 2020 to £34,207m in 2024) suggests this process has begun organically, but it must be accelerated through a structured divestiture programme.
· Action: Identify and sell non-core business units, intellectual property, or underutilised real estate.
· Rationale: This generates an immediate and substantial cash injection to pay down debt and fund the turnaround. It also allows management to focus resources exclusively on the most profitable and strategic core operations, aligning with the principle of "sticking to the knitting" (Porter, 2008).
b. Equity Injection: To repair the critically over-leveraged balance sheet (Debt-to-Equity of 111.2%), the company should conduct a rights issue to existing shareholders.
· Action: Offer existing shareholders the right to purchase new shares at a significant discount to the current market price to ensure uptake.
· Rationale: Equity is permanent capital. It provides a vital cushion to absorb losses and strengthens the balance sheet, making the company more resilient and potentially lowering its cost of debt in the future.
c. Debt Restructuring: Parallel to the above, the company must engage with its creditors.
· Action: Negotiate with lenders to extend debt maturities, reduce interest rates, or, most effectively, execute a debt-for-equity swap.
· Rationale: A debt-for-equity swap directly reduces the crippling debt burden and interest obligations. It aligns creditors' interests with the company's recovery, as they become owners and have a vested interest in the turnaround's success.
A merger or acquisition is not a viable option in the company's current state, as it lacks the financial strength to be an attractive acquirer and would be vulnerable as a takeover target, likely at a fire-sale price.
[bookmark: _Toc214811820]Impact Analysis
The proposed restructuring will have profound, albeit initially painful, impacts across the organization.
[bookmark: _Toc214811821]Impact on Shareholder Value:
· Short-Term: Highly dilutive. A rights issue and a debt-for-equity swap will significantly dilute existing shareholders' ownership percentage. Divestitures may also involve selling assets at depressed prices.
· Long-Term: This strategy is designed to preserve shareholder value by preventing a total wipe-out in bankruptcy. By saving the company, it provides the only viable path for long-term value recovery. As the saying goes, "a small piece of a healthy pie is better than a large piece of no pie."
[bookmark: _Toc214811822]Impact on Debt Structure and Solvency:
· The combined effect will be a dramatic improvement in solvency. The goal should be to reduce the Debt-to-Equity ratio to below 70% and restore the Interest Cover ratio to a positive figure. Replacing short-term debt with long-term financing and equity will create a stable and sustainable capital structure, reducing refinancing risk and making the company more resilient to economic shocks.
[bookmark: _Toc214811823]Impact on Operational Flexibility:
· With a stabilized balance sheet and reduced debt-servicing burden, management will regain the operational flexibility to make crucial investments in R&D, marketing, and new product development. Instead of constantly fighting liquidity crises, they can focus on implementing a strategic plan to return the company to growth.
[bookmark: _Toc214811824]International and Ethical Considerations
As a global firm, General Electronics must navigate this restructuring with a keen awareness of its international footprint and ethical responsibilities.
Taxation: Any cross-border divestitures will have complex tax implications. The company must ensure full compliance with all local tax laws and the OECD's Base Erosion and Profit Shifting (BEPS) framework to avoid penalties and reputational damage (OECD, 2023). The goal should be tax efficiency, not aggressive avoidance.
Currency and Inflation Risk: The restructuring will alter the company's asset and liability profile across different currencies. A robust hedging strategy must be maintained to protect against foreign exchange volatility. Furthermore, in high-inflation markets, the value of cash raised from divestitures could be eroded; these funds should be deployed quickly or held in stable currencies.
[bookmark: _Toc214811825]Corporate Social Responsibility (CSR) and Ethical Execution:
Workforce Impact: Divestitures and operational downsizing will inevitably lead to job losses. The company has an ethical duty to manage this process with transparency, fairness, and compassion. This includes providing fair severance packages, outplacement services, and as much advance notice as possible.
Communication: The restructuring plan must be communicated clearly and honestly to all stakeholders, including employees, suppliers, customers, and investors. Maintaining trust is crucial for retaining key talent, preserving supplier relationships, and keeping customer confidence.
Environmental Liabilities: The divestiture of assets, particularly manufacturing facilities, must include a clear and funded plan for addressing any ecological liabilities, ensuring the company does not simply abandon its environmental responsibilities.
By integrating these considerations into the core restructuring strategy, General Electronics can not only achieve financial recovery but also reinforce its commitment to being a responsible global corporate citizen, thereby rebuilding its tarnished reputation.

[bookmark: _Toc214811826]Investment Appraisal and Capital Budgeting.
[bookmark: _Toc214811827]Investment Appraisal Calculations
Under the £60 million capital rationing constraint, the three projects were appraised using Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). Given high financial risk, analysis used both 10% and a conservative 12% discount rate for sensitivity testing.
[bookmark: _Toc214811828]Project A: Initial Investment: £40m
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Figure 6: Project A - Annual Cash Flow Forecast.
· Payback Period (PBP): PBP = 3 + (4.00 / 10.00) = 3.4 years.
· Accounting Rate of Return (ARR):
· Total Accounting Profit = £14.00m
· Average Annual Profit = £14.00m / 5 = £2.80m
· Average Investment = (£40m + £0m) / 2 = £20m
· ARR = (£2.80m / £20m) * 100 = 14.0%
· Net Present Value (NPV):
· Discount Rate 10% = £1.31 million
· Discount Rate 12% = - £0.64 million
· Profitability Index (PI):
· PI 10% = (1.31 + 40) / 40 = 1.03
· PI 12% = (-0.64 + 40) / 40 = 0.98
· Internal Rate of Return (IRR): The discount rate where NPV=0. Interpolating between 10% (NPV=1.31) and 12% (NPV=-0.64): IRR = 10% + [1.31/(1.31+0.64)]*(12%-10%) = 11.3%.


[bookmark: _Toc214811829]Project B: Initial Investment: £30m
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Figure 7: Project B - Annual Cash Flow Forecast.
· Payback Period (PBP): PBP = 5.0 years.
· Accounting Rate of Return (ARR):
· Accounting Profit Calculation:
· Each year: £6m - £6m = £0m
· Total Accounting Profit = £0m
· Average Annual Profit = £0m / 5 = £0.00m
· Average Investment = (£30m + £0m) / 2 = £15m
· ARR = (£0.00m / £15m) × 100 = 0.0%

· Net Present Value (NPV):
· Discount Rate 10% = -£7.26 million
· Discount Rate 12% = -£8.37 million
· Profitability Index (PI):
· PI 10% = (-7.26 + 30) / 30 = 0.76
· PI 12% = (-8.37 + 30) / 30 = 0.72
· Internal Rate of Return (IRR): 0.0%.
[bookmark: _Toc214811830]Project C: Initial Investment: £50m
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Figure 8: Project C - Annual Cash Flow Forecast.
· Payback Period (PBP): PBP = 3 + (15.00 / 25.00) = 3.6 years.
· Accounting Rate of Return (ARR):
· Total Accounting Profit = £25.00m
· Average Annual Profit = £25.00m / 5 = £5.00m
· Average Investment = (£50m + £0m) / 2 = £25m
· ARR = (£5.00m / £25m) * 100 = 20.0%
· Net Present Value (NPV):
· Discount Rate 10% = £4.22 million
· Discount Rate 12% = £1.08 million
· Profitability Index (PI):
· PI  10% = (4.22 + 50) / 50 = 1.08
· PI  12% = (1.08 + 50) / 50 = 1.02
· Internal Rate of Return (IRR): Interpolating between 10% (NPV=4.22) and 12% (NPV=1.08): IRR =  12% + [1.08/(4.22-1.08)]*(14%-12%) = Approximately 13.7%.
[bookmark: _Toc214811831]Analysis of Results and Final Recommendation
The quantitative results present a clear hierarchy. Project B is unviable, destroying shareholder value with a negative NPV at all discount rates and a 0% IRR. The choice lies between Projects A and C.
Project C is quantitatively superior on most fronts: it has the highest NPV, IRR, and ARR. However, the final recommendation must be made in the context of capital rationing (£60m limit) and, critically, General Electronics' precarious financial state. A deeper analysis of risk and strategic fit is paramount.
[bookmark: _Toc214811832]A Risk-Adjusted Strategic Scorecard
Given the company's distress, purely quantitative appraisal is insufficient. The following scorecard evaluates the projects against strategic criteria critical for survival, weighted by their importance to a turnaround.
[bookmark: _Toc214811833]Justification with Reference to Company Performance and Project Risk
1. Sensitivity to Risk (NPV  12%): General Electronics' high debt and negative interest cover suggest it is a high-risk entity, potentially justifying a risk-adjusted discount rate higher than 10%. The sensitivity analysis is revealing:
· Project A's NPV turns negative at 12%, indicating its value is highly sensitive to increases in the cost of capital. Its small positive NPV at 10% offers little margin for error.
· Project C remains profitable (NPV £1.08m) even at 12%, demonstrating greater resilience to financing cost increases. However, its value also drops significantly.
2. Liquidity and Cash Flow Volatility: The company is in a severe liquidity crisis (Cash Ratio: 0.17).
· Project C carries high risk due to its "back-loaded" cash flows. It requires a £50m upfront investment but generates very little cash in the first two years (£15m). If the large, later cash inflows fail to materialise, the project could fail, potentially bankrupting the company.
· Project A offers more stable and earlier cash flows. Its payback period is the shortest (3.4 years), meaning the initial investment is recovered more quickly, reducing risk. The consistent cash inflows from the start help alleviate immediate working capital pressures.
3. Capital Rationing and Strategic Flexibility: Selecting Project C (£50m) commits 83% of the available capital to a single, high-risk venture, leaving only £10m for other urgent needs. In contrast, selecting Project A (£40m) leaves £20m of capital available. This reserve is critical to fund the essential working capital reforms identified in Chapter 3 or to provide a vital cash buffer, offering crucial strategic flexibility during the turnaround. 
This recommendation involves a central theoretical conflict in corporate finance. The foundational NPV rule dictates that managers should maximise value by accepting all projects with a positive NPV (Brealey, Myers and Allen, 2020). By this measure, Project C is superior. However, this principle assumes minimal bankruptcy risk and perfect capital markets. Research by Gill, Biger and Mathur (2010) demonstrates that under severe financial distress and capital constraints, the primary objective shifts from value maximisation to survival. Therefore, selecting Project A is not a rejection of NPV theory but a critical adaptation of it, prioritising liquidity and risk mitigation to ensure the company's survival as a prerequisite for any future value creation. While the theoretical superiority of Net Present Value (NPV) is a cornerstone of corporate finance (Brealey, Myers and Allen, 2020), its strict application assumes stable financing and minimal risk of insolvency. General Electronics' context of severe financial distress fundamentally alters this calculus. Research indicates that under capital constraints and high financial distress, the primary objective shifts from value maximisation to survival, making liquidity and risk mitigation paramount (Brealey et al., 2020; Gill, Biger and Mathur, 2010). Therefore, Project A's faster payback, lower capital commitment, and stable cash flows are not just pragmatic choices but are theoretically sound, as they directly address the company's most pressing threat: a critical liquidity shortage. This approach prioritises the company's survival, which is a prerequisite for any future growth and value creation.

[bookmark: _Toc214811834]Final Investment Recommendation
Therefore, the final recommendation is to invest in Project A. (Based on Appendix Table 4: Project Score).
While Project C has superior returns in a stable environment, its risk profile is misaligned with a company in financial distress. Project A’s quicker payback and lower initial outlay directly address General Electronics' most pressing issues: liquidity shortage and a lack of financial flexibility.
The sensitivity analysis shows that Project A's viability is fragile, but its lower absolute investment reduces the potential magnitude of loss. In a high-uncertainty turnaround situation, the primary goal must shift from return maximization to capital preservation and risk mitigation. Investing £40m in Project A, while retaining £20m for contingencies and operational improvements, provides a more robust and prudent path to recovery. This approach prioritizes the company's survival, which is a prerequisite for any future growth.

[bookmark: _Toc214811835]Conclusion
The comprehensive financial analysis confirms General Electronics is in severe distress, with eroding profitability, critical liquidity shortage, unsustainable leverage, and high bankruptcy risk per the Altman Z-Score.
The path to recovery is arduous but achievable through the immediate and decisive execution of the proposed three-phase turnaround strategy. The initial Emergency Stabilisation phase must aggressively tackle the working capital inefficiencies that are strangling the company's cash flow. This must be supported by a fundamental shift in financing strategy, moving away from risky short-term credit to stable, long-term funding.
Concurrently, the Balance Sheet Repair phase is non-negotiable. A combination of strategic divestitures, a rights issue to inject new equity, and a debt-for-equity swap is essential to de-leverage the balance sheet, restore solvency, and create a capital structure capable of supporting future operations.
Finally, Strategic Repositioning must be prudent. The recommendation to invest in Project A, despite Project C's superior nominal returns, is a deliberate choice aligned with the company's precarious state. It prioritizes capital preservation, earlier cash returns, and strategic flexibility over risky, return-maximizing ambitions.
This holistic plan of operational reform, financial restructuring, and cautious reinvestment lays a foundation for sustainable value creation. The time for action is now; the cost of inaction is potential demise.
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Appendix Table 1: Summary Of All Ratios.
	Ratio
	2020
	2021
	2022
	2023
	2024

	Gross Profit Margin (%)
	28.7
	28.8
	28.1
	23.2
	28.9

	Operating Profit Margin (%)
	6.1
	3.9
	2.7
	-20.3
	-3.9

	Net Profit Margin (%)
	6.3
	0.9
	0.1
	-23.4
	-6.1

	ROCE (%)
	11.3
	7.9
	5.1
	-43.8
	-9.3

	ROE (%)
	12.3
	1.9
	0.2
	-54.9
	-15.7

	Current Ratio
	1.82
	1.56
	1.56
	1.61
	1.53

	Quick Ratio
	1.15
	0.93
	0.91
	1.06
	1.03

	Cash Ratio
	0.32
	0.28
	0.31
	0.27
	0.17

	Inventory Days
	100
	114
	131
	100
	103

	Receivables Days
	83
	81
	81
	101
	115

	Payables Days
	69
	79
	67
	65
	94

	Cash Conversion Cycle
	114
	116
	145
	136
	124

	Debt to Equity (%)
	62.9
	85.0
	87.8
	98.9
	111.2

	Debt to Capital (%)
	38.6
	45.9
	46.8
	49.7
	52.7

	Interest Cover (times)
	-26.2
	-41.1
	-6.6
	-19.7
	-4.6


This comprehensive analysis shows the dramatic financial decline of General Electronics from a profitable company in 2020 to one in severe distress by 2024, with negative profitability, deteriorating liquidity, and dangerously high leverage.
Appendix Table 1.1: Detailed Ratio Analysis Percentages Changes For (2020-2024)
[image: A screenshot of a computer
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Notes: (N/M = Not Meaningful ratio cannot be logically interpreted, N/A = Not Applicable (percentage change cannot be calculated, Percentage changes calculated as: [(Current Year - Previous Year) / Previous Year] × 100).

Appendix Table 2: Summary of Appraisal Results.
	Metric
	Project A
	Project B
	Project C

	Payback Period (Years)
	3.4
	5.0
	3.6

	ARR
	14.0%
	0.0%
	20.0%

	NPV  10% (£m)
	1.31
	(7.26)
	4.22

	NPV  12% (£m)
	(0.64)
	(8.37)
	1.08

	PI  10%
	1.03
	0.76
	1.08

	PI  12%
	0.98
	0.72
	1.02

	IRR
	11.3%
	0.0%
	13.7%




Appendix Table 3: Full Z-Score Calculation Table (£m).
	Component
	Formula
	2020
	2021
	2022
	2023
	2024

	A
	WC/Total Assets
	0.289
	0.236
	0.241
	0.275
	0.260

	B
	RE/Total Assets
	0.637
	0.647
	0.656
	0.653
	0.645

	C
	EBIT/Total Assets
	0.073
	0.046
	0.029
	-0.240
	-0.047

	D
	Equity/Liabilities
	1.591
	1.177
	1.139
	1.011
	0.899

	E
	Sales/Total Assets
	1.205
	1.179
	1.077
	1.181
	1.221

	Z-Score
	1.2A + 1.4B + 3.3C + 0.6D + 1.0E
	3.63
	3.14
	2.97
	1.60
	2.18

	Zone
	
	Safe
	Safe
	Grey
	Distress
	Grey



WC = Working Capital; RE = Retained Earnings; EBIT = Operating Income.
Interpretation of the Trend:
The Z-score trajectory provides empirical evidence of the company’s precipitous decline. General Electronics descended from a position of safety in 2020 (Z=3.63) into the "Grey Zone" of moderate bankruptcy risk in 2022 (Z=2.97), before plunging into the "Distress Zone" in 2023 (Z=1.60) following the massive operating loss and goodwill impairment. The slight recovery to 2.18 in 2024, while moving the company back into the "Grey Zone," still indicates a company under significant threat. The primary cause of the poor scores in 2023 and 2024 is the negative profitability (Component C), coupled with a deteriorating equity buffer (Component D).
Appendix Table 4: Strategic Risk-Adjusted Project Scorecard.
	Criterion
	Weight
	Project A
	Project B
	Project C
	Rationale

	Payback Speed
	30%
	10 (3.4 yrs)
	0 (5.0 yrs)
	7 (3.6 yrs)
	Fast capital return is paramount for a liquidity-starved firm.

	Cash Flow Stability
	25%
	9 (Stable)
	8 (Stable but low)
	4 (Highly volatile)
	Predictable cash flows are essential to meet ongoing obligations.

	Capital Commitment
	25%
	8 (£40m)
	10 (£30m)
	4 (£50m)
	A lower initial outlay preserves the company's precious capital.

	Strategic Flexibility
	20%
	10 (£20m left)
	9 (£30m left)
	2 (£10m left)
	Retained capital is vital to fund essential working capital reforms.

	Total Score
	100%
	9.0
	6.2
	4.6
	


Table 2: Strategic Risk-Adjusted Project Scorecard. (Scoring Key: 10=Excellent, 0=Unacceptable).
This analytical framework demonstrates that Project A is the superior strategic choice, outperforming Project C by a wide margin when survival-based criteria are prioritised. It best addresses the company's need for liquidity, risk mitigation, and strategic optionality.

Appendix Table 5: Strategic Framework of Literature Integration
	Section
	Core Argument / Strategy
	Theoretical Foundation / Supporting Literature
	Critical Synthesis / Application

	2.5 Gearing & Leverage
	Negative interest cover signals a critical, unsustainable crisis.
	Subramanyam (2014); Damodaran (2012)
	Synthesized Subramanyam's distress signal with Damodaran's context of market access to show why GE's situation is acute.

	2.6 Failure Prediction
	The Altman Z-Score provides empirical evidence of bankruptcy risk.
	Altman (1968)
	Justified use of this seminal model as it holistically captures the profitability, leverage, and liquidity issues identified in the ratio analysis.

	5.2 Investment Appraisal
	Project A is superior to Project C despite a lower NPV due to risk and liquidity.
	Brealey et al. (2020); Gill et al. (2010)
	Critiqued strict NPV rule by applying theories of capital rationing and financial distress, justifying a survival-based strategy.

	3.2 Working Capital Reform
	Aggressive working capital reform is a primary lever for avoiding insolvency.
	Baños-Caballero et al. (2014)
	Applied contemporary research on financially distressed firms to validate the proposed operational turnaround strategy.
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