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[bookmark: _Toc214905994]Introduction
Interrupted supply chains, competition worldwide, and margin pressure have reduced the financial stability of international consumer electronics firms (PwC, 2024). Global organization, General Electronics, has lost its money, liquidity, and shareholder value in the past five years. High working capital intensity, rapid product obsolescence, and fluctuating cash flow cycles are poor financial performance structural issues that have caused the electronics industry to have a poor performance (Arnold and Lewis, 2019). 
The new Chief Financial Officer (CFO) has the role of identifying the financial underperformance and developing an action plan to address the same that will be backed by facts. A company should review its previous performance on a regular basis using working capital efficiency metrics, failure prediction models, and ratios to remain in business (Atrill & McLaney, 2022). Good profit patterns and reduced liquidity situations expose companies to the threat of bankruptcy and limit their strategy options (Altman et al., 2018); therefore, such data should be considered within the forward-looking lens. 
This report has used capital budgeting methods to recognize distress, provide a restructuring plan, and evaluate other investment opportunities. The risk level and capital rationing of the company and limited financial resources should be considered in making investment decisions to yield maximum value. The analysis aims at demonstrating how General Electronics can regain their balance, attract the confidence of their investors, and be ready to compete globally over the long term by making wise financial choices.
[bookmark: _Toc214905995]1. Financial Health Check
CFOs ensure extensive scrutiny of financial health of an organization to uncover systemic issues that expose the company to difficult times in withstanding storms and remain competitive. Between 2020 and 2024 General Electronics profits, cash flow, efficiency, and value to shareholders decreased. This implies that the financial difficulties faced by the company are long term and not short term. The Altman Z-Score is a measure of financial hardship that we have obtained following an analysis of profitability, liquidity, efficiency, gearing, investment performance and cash-flow generation in accordance with best practices. The ratios can be found in the Appendix, however, the key chapter is regarding turnaround management, causation and the way to comprehend things.
[bookmark: _Toc214905996]1.1 Profitability Ratios
Gross Profit Margin (Gross profit / Net sales)
	Year
	Gross Profit Margin

	2020
	28.67%

	2021
	28.76%

	2022
	28.06%

	2023
	23.21%

	2024
	20.44%



Interpretation: Gross margin is still positive but decreases as compared to 28.7 percent (2020) to 20.4 percent (2024). The step-down post-2022 signifies either compressing or expanding mix/cost pressures; it indicates a decrease in the product pricing power and competitive pressure in the core markets (Arnold and Lewis, 2019). Continuous erosion of the margins causes the firm to have lesser capacity to absorb SG&A shocks.
Operating Profit Margin= (Operating income / Net sales)
	Year
	Operating Margin

	2020
	6.06%

	2021
	3.87%

	2022
	2.68%

	2023
	-20.29%

	2024
	-3.87%


Interpretation: Operating margin becomes negative in 2023 (-20.3) and in 2024, as the negative pressures on operating expenses are high, and impairment/one-off adjustments are negative. This change in the humble operating profitability to structural operating losses means to operational missteps (cost structure, failed investments or impairment) that need a critical correction step.
Net Profit Margin= (Net income / Net sales)
	Year
	Net Profit Margin

	2020
	6.28%

	2021
	0.88%

	2022
	0.07%

	2023
	-23.37%

	2024
	-6.09%


Interpretation: Net margin is also along the same operating trend and is extremely negative in 2023. The consecutive years of negative net margins drain retained earnings and the ability to reinvest, making them more exposed to default (Brigham & Ehrhardt, 2022). 
Return on Assets (ROA)= Net income / Total assets)
	Year
	ROA

	2020
	7.56%

	2021
	1.04%

	2022
	0.08%

	2023
	-27.55%

	2024
	-7.43%


Interpretation: In 2023, ROA falls to zero as the losses accumulate on an asset base that remains large - suggesting that the productive capital is not well utilised and that the impairments decline the efficiency of the productive capital. 
Return on Equity (ROE0)= Net income / Equity
	Year
	ROE

	2020
	12.31%

	2021
	1.92%

	2022
	0.15%

	2023
	-54.86%

	2024
	-15.70%


Interpretation: ROE becomes negative with a very low value because equity is destroying itself. A negative ROE and repeated losses signal the shareholder value destruction, and the equity dilution or recapitalization can be inevitable.
[bookmark: _Toc214905997]1.2 Liquidity Ratios
Current Ratio= (Current assets / Current liabilities)
	Year
	Current Ratio

	2020
	1.82

	2021
	1.56

	2022
	1.56

	2023
	1.61

	2024
	1.53



Quick Ratio= ((Cash + Receivables + Contract assets + Income tax receivable + other current assets) / Current liabilities)
	Year
	Quick Ratio

	2020
	1.03

	2021
	0.95

	2022
	1.03

	2023
	1.22

	2024
	1.03


Interpretation (liquidity): The current ratios are above 1.5 but the quick ratio is less than or equal to 1 in several years which means that liquidity is subject to the conversion of inventory. Cash has decreased significantly (2020: 57.2bn and 2024: 26.8bn), which increases short-term funding risk although credit lines have been temporarily used (Alsulayhim, 2019). A major weakness is inventory illiquidity. 
[bookmark: _Toc214905998]1.3 Efficiency / Working-Capital Ratios
Inventory Turnover
Inventory Turnover= (Cost of sales / Inventories) & Days Inventory
	Year
	Inventory Turnover
	Days Inventory

	2020
	3.64
	100.3

	2021
	3.19
	114.3

	2022
	2.79
	130.9

	2023
	3.66
	99.6

	2024
	3.54
	103.1



Receivables Turnover & DSO (Days Sales Outstanding)
	Year
	Receivables Turnover
	DSO

	2020
	4.75
	76.9

	2021
	4.66
	78.3

	2022
	4.83
	75.6

	2023
	3.73
	97.8

	2024
	3.46
	105.5



Cash Conversion Cycle (CCC)
Cash Conversion Cycle (CCC = DSO + Days Inventory − DPO)
	Year
	CCC (days)

	2020
	107.8

	2021
	113.8

	2022
	139.7

	2023
	133.0

	2024
	103.1


Interpretation (efficiency): The CCC of the firm is high (100 -140 days), and it is the highest in 2022. Long CCC indicates sluggish collections, stocks, and payables that have been delayed in the past. CCC is slightly better in 2024, but still high; this work-capital intensity is expensive at times when earnings are tight, and cash reserves are low (Alsulayhim, 2019).
[bookmark: _Toc214905999]1.4 Gearing & Solvency
Debt-to-Equity= (Total liabilities / Equity),
Debt Ratio= (Total liabilities / Total assets)
	Year
	Debt-to-Equity
	Debt Ratio

	2020
	0.63
	38.60%

	2021
	0.85
	45.94%

	2022
	0.88
	46.74%

	2023
	0.99
	49.77%

	2024
	1.11
	52.65%



Interest Coverage= (Operating income / Interest expense)
	Year
	Interest Coverage

	2020
	26.21

	2021
	41.09

	2022
	6.61

	2023
	-19.69

	2024
	-4.55


Interpretation (gearing): Equity has been diluted (equity down -51% 2020-24) and it has escalated measured leverage and Debt/Equity has risen above 1.0 in 2024. The interest coverage becomes negative after 2022, indicating that the company is unable to cover interest payments using operating earnings - a traditional indicator of solvency distress (Damodaran, 2023). 
[bookmark: _Toc214906000]1.5 Cash-Flow Indicator
Operating Cash Flow Margin (Net cash from operations / Net sales)
	Year
	OCF Margin

	2020
	11.94%

	2021
	6.70%

	2022
	2.01%

	2023
	5.99%

	2024
	3.75%


Interpretation (cash-flow): Cash flow operation has dropped to 14.8bn (2024) down to 73.4bn (2020). The cash flow generated by the firm is insufficient compared to the sales and capital expenditure requirements and hence it depends on credit lines and treasury operations that cannot last long in case the markets become restricted (Slatter and Lovett, 1999). 
[bookmark: _Toc214906001]1.6 Failure Prediction - Altman Z'' Score (modified Z for private/non-market data)
	Year
	Altman Z''

	2020
	2.84

	2021
	2.36

	2022
	2.31

	2023
	2.12

	2024
	2.18


Interpretation (Altman): The Z'' score is declining with the values of 2.84 (2020) and the approximate of 2.1-2.3 (2022-2024). Although it is not in the classical category of probable bankruptcy (< 1.8 using multiple thresholds), the decrease and the approach to the borderline thresholds signify increased risk of default, particularly with negative margins and negative interest coverage (Altman et al., 2018). The result supports qualitative distress measures.
[bookmark: _Toc214906002]1.7 Summary: Key Trends, Strengths & Threats
· Trends: profitability plummeted (negative operating and net marginal), liquidity tightened (cash down, quick ratio marginal), leverage rose as equity shrunk, CCC was high, and operating cash flow was low. 
· Strengths: The company still has scale (large asset base, gross margins remain positive through 2024) and non-zero operating cash inflows, suggesting that it has some core operations. 
· Threats: The structural margin erosion, risk of stock obsolescence, repetitive operating losses, negative interest coverage and increasing leverage are all threats that increase the likelihood of the distress without decisive restructuring or capital infusion. 
These results are a cause to consider immediate working-capital reforms, cost restructuring, and capital-rationing policy of new investments as strategically important. The Appendix has full ratio formulas and the numerical calculations of 2020-2024.
[bookmark: _Toc214906003]2. Working Capital Management Analysis
Working capital management is a major factor in keeping the business liquid, sustaining the day to day operations and enhancing financial strength. The analysis below will evaluate the cash operating cycle of the General Electronics (COC) and pinpoint the main working-capital issues and provide realistic solutions to enhance liquidity. The section will end with a comparison of short term and long term funding opportunities that are suitable in the current financial state of the firm.
[bookmark: _Toc214906004]2.1 Cash Operating Cycle Assessment
Cash operating cycle is a measure that determines the duration within which cash has been held in receivables and inventory but it is not utilised through sales. It is a combination of Days Sales Outstanding (DSO), Days Inventory Held and Days Payables Outstanding (DPO).
Cash Conversion Cycle (CCC)
= (DSO + Days Inventory – DPO)
	Year
	CCC (Days)

	2020
	107.8

	2021
	113.8

	2022
	139.7

	2023
	133.0

	2024
	103.1


Interpretation: The CCC of the firm is high in all years, with the highest of 139.7 days in 2022. A long CCC means that cash is tied up in the operating cycle during longer periods of time and reliance on short-term borrowing to settle short-term debt is increased. The fact that this has been improved in 2024 is positive, although the cycle is still indicative of inefficiencies that limit liquidity. 
Receivables Performance (DSO)
	Year
	Days Sales Outstanding

	2020
	76.9

	2021
	78.3

	2022
	75.6

	2023
	97.8

	2024
	105.5


Interpretation: The fact that DSO increased to 105.5 days in 2024 is obviously a weakness. The turnaround time of the customers is becoming very slow to pay, and this slows down the cash flows and risks bad debts. This is a common feature of such long payment cycles in days that firms can give attractive credit to sustain sales in the lean periods (Atrill & McLaney, 2022). 
Inventory Performance (Days Inventory Held)
	Year
	Days Inventory

	2020
	100.3

	2021
	114.3

	2022
	130.9

	2023
	99.6

	2024
	103.1


Interpretation: Inventory levels are elevated in all years, which indicates low turnover and the potential inefficiencies of demand planning. The consumer electronics are very prone to obsolescence, and the surplus inventory is an unnecessary cash tie-up (Tirole, 2006). 

Payables Performance (DPO)
	Year
	DPO

	2020
	69.3

	2021
	78.8

	2022
	66.8

	2023
	64.4

	2024
	93.6


Interpretation: DPO rises to 93.6 days in 2024 indicating late payment to its suppliers. Although this helps in cash flow in the short term, delays in the long-run may deteriorate the relationships with suppliers and amplify supply-chain risks (Ehrhardt and Brigham, 2020). 
The aggregate trends of receivables, inventory, and payables show: 
· Cash is tied up in long durations of operation. 
· Collection of receivables is slow and deteriorating. 
· Inventory holding is still too high. 
· Payables are stretched, yet not in a monitored or tactical manner. 
· Liquidity pressure is indicated in decreasing cash balances. 
This validates the importance of a coordinated working-capital improvement plan.
[bookmark: _Toc214906005]2.2 Strategies to Improve Liquidity through Working Capital Reforms
According to the analysis, a number of practical measures could be taken in order to reduce the CCC and enhance the liquidity. 
a. Improve Receivables Collection 
· Reduce DSO by tightening lending conditions of high-risk clients. 
· Implement policies of early payment, including mini-discounts. 
· Automate the process of invoicing and sending of reminders to minimize time wastage in the administration process. 
· Enhance credit checks as a part of bringing on board distributors. 
· Alternative is to consider non-recourse factoring in order to get instant cash on hand. 
These would boost the speed of cash flows and will limit reliance on short term borrowing.
b. Inventory Levels Reduction
· Optimize demand going forward with new market data and real-time sales information.
· Assess product portfolio to decrease sluggish and outdated products. 
· Implement a more lean buying strategy especially of those components whose technological life is short-lived. 
· Apply ABC analysis in order to determine inventory that needs closer control. 
Minimizing inventory may free up a lot of cash that is in stock.
c. Maximize Payables without ruining Supplier Relationships
· Negotiate regular payment terms in order to decrease DPO volatility.
· Introduce supply-chain financing, where the suppliers are paid early and the payment period of the firm is extended.
· Focus on paying suppliers on time so as to prevent inconvenience.
An organized supplier-payment plan generates liquidity at a stable operation level.
d. Strengthen Cash Forecasting
The rolling cash-flow forecasts will be introduced to maintain better visibility of the future liquidity requirements. Proper forecasting is necessary in volatility and helps in the preparation of financing requirements (Alsulayhim, 2019).
e. Form a Working Capital steering Team.
This cross-functional team would liaise with receivables, inventory, payables and procurement decisions. Effective internal accountability would go a long way in enhancing working-capital performance (PwC, 2024).
[bookmark: _Toc214906006]2.3 Comparison of Short-Term vs Long-Term Financing Options
General Electronics is currently dependent on short-term credit lines that have refinancing risks particularly as the company suffers in terms of profitability and interest-coverage ratios. Both liquidity and long-term stability may be achieved by a balanced financing structure.
Short-Term Financing Solutions.
i. Credit Lines and Bank Overdrafts.
· Give access to instant cash.
· Applicable to meet temporary working-capitals.
· They are, however, more expensive in terms of interest rates and have to be repaid or renewed very often.
ii. 2. Trade Credit (Payables)
· Provides a zero rate source of liquidity when used in a responsible manner.
· The overestimation of payments may put pressure on supplier relations.
iii. 3. Receivables Factoring
· Turns receivables to instant cash.
· More costly, but increases liquidity in a short time.
Suitability:
Short-term instruments are convenient to deal with the liquidity requirements in the short run, particularly due to the high CCC of the firm. Dependence should however be kept at a level to prevent too much interest expense.
Long-Term Financing Options: 
i. Term Loans
· Stable repayment and interest schedule.
· Appropriate to fund working-capital reforms that demand stability.
ii. Bonds or Long-Term Debt Issue.
· Normally cheaper compared to overdrafts.
· Needs a high level of investor confidence which is not so high at present.
iii. Equity Injection
· Enhances solvency and liquidity.
· Dilutes ownership but might be necessary in case of further losses.

Suitability:
The company has negative interest coverage and declining equity, thus long-term financing would stabilize the liquidity position by minimizing rollover risk. But increased leverage constrains further borrowing, thus there could come a time when equity funding will be needed (Hofer, 1980).
General Electronics presents a long and inefficient cash operating cycle due to slow receivables turnover, high inventory turnover and irregular supplier payment policies. These shortcomings decrease liquidity and dependence on short term borrowing. To enhance the efficiency of working-capital, the company ought to focus on tightening of receivables, inventory minimization, and orderly supplier-payment plans. Enhancing the cash-flow projections and a balanced mix of short-term and long-term financing will also aid in restoring liquidity. These reforms must be implemented prior to any broader restructuring or investment decisions being successfully implemented.
[bookmark: _Toc214906007]3. Strategic Financial Restructuring Plan
General electronics is in severe distress position, as indicated by continued operating losses, declining solvency ratios and an increasingly constrained liquidity status. Although the financial statements show that the business is enjoying a high revenue base, the capital structure is also getting weaker as leverage and negative interest coverage are getting higher. Here, a properly geared restructuring plan will be needed to stabilise cash flows, recover investor confidence and ensure long-term organisational viability. This section suggests a multi-layered reorganization strategy that includes equity recapitalisation, selective divestitures, debt renegotiation, and strategic alliances- assessed on the basis of the effect on shareholder value, capital structure, operational flexibility, and international and ethical issues.
[bookmark: _Toc214906008]3.1 Equity Recapitalization
One of the most direct ways to enhance the balance sheet and lower the financial risk of the firm is the equity injection. This may be done by a rights issue or by a private placement to institutional investors. Brealey, Myers and Allen (2020) state that raising equity capital enhances solvency by lowering leverage of the firm and increasing the buffer against unforeseen losses. In the case of General Electronics, whose interest coverage has just become negative, recapitalisation will reduce dependence on debt financing and the pressure to refinance. 
In a shareholder-value perspective, there are two opposing interpretations of an equity issuance. Short term, there is dilution of existing shareholders which can push down the share price (Ross, Westerfield and Jaffe, 2022). But, in the medium term, recapitalisation usually increases value, by eliminating the risk of bankruptcy and giving an indication that management is dedicated to restoring stability. Particularly, rights issues enable existing shareholders to hold appropriate proportional ownerships, thereby conserving fairness.
Equity financing is more flexible than debt, operationally speaking; it does not require fixed repayments or covenants which limit managerial decision-making (Brigham and Ehrhardt, 2022). Such flexibility is essential to a turnaround case, as it allows the CFO to reassign capital to strategic priorities like R&D or repositioning. Equity recapitalization is ethically and internationally responsible through minimizing the use of excessive leverage- a variable that has been associated with the collapse of corporations in various jurisdictions (Altman, 2018). It also evades the socially destructive effects of aggressive cost cutting or mass layoffs. 
[bookmark: _Toc214906009]3.2 Targeted Divestiture of Non-Core Assets
Since the company has large capital investments in various product lines, selective divestiture is a way to free captured capital and rationalize operations. Divestitures liberate cash that may be invested in debt reduction or high-return projects, which is aligned with the evidence of McKinsey (2023), which reveals that companies that perform a portfolio rationalisation outperform their counterparts after the process.
On the financial front, the short-term impact of divestiture is an increase in liquidity and a decrease in gearing. Sale of non-core subsidiaries or low-margin product lines may yield high proceeds and enhance debt-to-equity ratio and minimize the interest expense. Besides this, divestiture can eliminate structurally unprofitable units, bettering consolidated operating margins (Modigliani and Miller, 1958).
In terms of shareholder value, the total revenue can decrease during the initial phase of divestiture, though the value is anticipated to grow as the management focuses on profitable and strategically oriented units. This is based on the resource-based perspective, which emphasizes performance advantages of strategic focus (Grant, 2021).
Nevertheless, there are ethical and CSR implications of divestitures. The loss of jobs, disruption of supply-chain, and effects on the communities should be managed through responsible transition strategies, such as redeployment programmes and equitable severance packages (OECD, 2022). Open communication to employees and stakeholders foster the notion of legitimacy and help reduce reputational harm.
On an international level, divestiture is associated with cross-border taxation, capital-gain, and repatriation limitations. Ethical use of tax rules requires compliance with transfer pricing and anti-avoidance rules.
[bookmark: _Toc214906010]3.3 Debt Restructuring and Negotiation with Creditors
The debt restructuring is required since the company is experiencing an increase in leverage and a decrease in its ability to cover interest payments (Modigliani and Miller, 1958). They can be maturity extensions, renegotiation of interest rates, or temporary waiver covenants. Tirole (2017) argues that renegotiating a current debt helps to avoid value-destructive bankruptcy and incentivize creditors in line with organisational recovery.
Delaying or reducing short-term liability would relieve liquidity restrictions and enable the management to focus on operational changes. Increasing loan maturity can assist in the smoothing of cash flows, whereas lowering interest rates will reduce the cost of capital, and net profit will be directly enhanced (Gaughan, 2017).
The insolvency avoidance and financing risk reduction are indirectly beneficial to shareholder value, but continued restructuring can enhance the impression of financial weakness (Laryea , 2010). The tighter oversight or more collateral demanded by the creditors will lower the managerial discretion; but it will also enhance discipline in the allocation of capital.
Finally, it is better to negotiate a restructuring of debts in an organized manner, than the default which hurts suppliers, workers, and investors. The aspect of welfare must be incorporated into the restructuring debate by weighing creditor rights against the well-being of the larger stakeholders.
International implications involve debt that is in foreign currency and as such should be hedged in order to reduce translation and transaction risk. Currency volatility may increase the financial vulnerability of the firm when unaddressed. The restructuring of debt will then need to be synchronized with a new hedging strategy.
[bookmark: _Toc214906011]3.4 Strategic Partnerships, Joint Ventures or Merger Options
General Electronics may want to consider strategic alliances or joint venture with a company with greater financial strength to help in fast-tracking recovery in the long term- especially in the high-growth areas like smart devices or green technologies. Alliances facilitate cost sharing, exchange of technology, and access to a wider market, making them more competitive (Hillier, Grinblatt and Titman, 2021).
The merger or partial acquisition can provide economies of scale, lower duplicated overheads and create new channels of distribution. Such synergies are known to enhance profitability when integration is effectively managed (Sherman and Hart, 2006). But mergers carry the threat of culture clashes and failure to integrate.
Shareholder viewpoints may be positive in the sense that, strategic alliances may lead to an increase in firm value in cases where synergies are higher than the integration costs. They can also give indirect injection of capital when the partner invests in common infrastructure or technology (Gaughan, 2017).
Cross-border alliances present cross-border challenges internationally- exposures to currencies, different regulatory frameworks, transfer pricing, and corporate governance. Nevertheless, they also open up possibilities of geographic diversification, and revenue is not as susceptible to economic cycles.
The aspects of CSR can be seen in the alignment of global labour, social and environmental standards. There should be no race to the bottom when it comes to sustainability promises and partnerships should also make sure that the binding promises are all maintained and are not subject to any jurisdiction (Luo and Bhattacharya, 2009).
[bookmark: _Toc214906012]3.5 Cost and Operational Restructuring
The objective of operational restructuring is to enhance efficiency, minimize overheads and reinforce profitability. Actions may include:
· Simplification of the product range;
· Merging manufacturing plants;
· Digitization of supply-chain functions;
· Procurement renegotiation;
· Administrative functions zero-based budgeting.
Operational efficiency leads to direct improvement of margins and minimization of the cash conversion cycle inefficiencies. There is empirical evidence that companies that make working-capital efficiency more efficient have a substantial increase in free cash flow and enterprise value (Hofer, 1980).
The merged restructuring scheme offers a harmonious solution to resolving the financial stability as well as ensuring the long-term competitiveness. Equity recapitalization enhances the level of solvency, divestitures make funds free, debt restructuring makes cash flows stable, and strategic alliances place the firm at the stage of exploiting the opportunities in the future. The restructuring is done in a responsible and sustainable manner because of ethical and international considerations. All these measures would help General Electronics to be back on a financial stable ground and would allow it to regain its competitive position in the electronics market.
[bookmark: _Toc214906013]4. Investment Appraisal and Capital Budgeting
The investment appraisal is the core of strategic financial decision-making, especially in a distressed company where capital restriction and exposure to risks are increased. In the case of General Electronics, the allocation of capital is particularly significant, as the company is experiencing a declining profitability, low liquidity, and increasing leverage as it has demonstrated previously. Under these conditions, the Chief Financial Officer should prioritize those investment options to maximize net present value (NPV), increase the predictability of the cash flow and reduce the risk of being exposed to volatility in line with best-practice principles of capital-budgeting (Brealey, Myers and Allen, 2020).
This part examines three mutually exclusive projects A, B and C- using five common investment appraisal methods: Payback Period (PBP), Accounting rate of Return (ARR), Net Present Value (NPV), and Profitability Index (PI) and Internal rate of Return (IRR). Since the capital ceiling of the firm is PS60 million, the capital rationing limits also influence the recommendations in the end investment. Depreciation is taken at a straight-line zero and all discounting has been undertaken at 10%.
4.1 Overview of the Projects
The three investments that are proposed vary significantly in terms of size, time and size of returns. Project A is of medium size having a rising inflows during the initial years and then it stabilizes. Project B will be the least significant project that has consistent annual inflows but a very low profitability potential. Project C offers the biggest project, which produces highly skewed however promising transformative inflows.
	Project
	Initial Investment
	Year 1–5 Cash Inflows
	Total Cash Inflow

	A
	£40m
	10, 12, 14, 10, 8
	£54m

	B
	£30m
	6, 6, 6, 6, 6
	£30m

	C
	£50m
	5, 10, 20, 25, 15
	£75m


[bookmark: _Toc214906014]4.2 Payback Period (PBP)
Payback Period is used to determine the period of time in which cumulative cash inflows offset initial investment. Despite being criticized because of the disregard of time value of money, it allows seeing the liquidity risk-central to a financially constrained organizations (Atrill and McLaney, 2022).
Project A: 
Project B: Project C: 
	Project
	Payback Period (PBP)

	A
	3.4 years

	B
	5.0 years

	C
	3.6 years



Interpretation: Project A has the lowest payback period, which is the most appropriate one to fit in the weak liquidity status and long turnover of the cash of the firm. The payback of project C is shorter by a slight difference, indicating a higher cash strain in the beginning of the year. Project B does not break even until Year 5, which places undue liquidity strain. On liquidity grounds therefore, Project A is most preferable and Project B is least preferred.
[bookmark: _Toc214906015]4.3 Accounting Rate of Return (ARR)
ARR uses depreciation and juxtaposes mean yearly gain to initial expenditure. Although ARR disregards the concept of discounting, it is applicable to measuring the accounting profitability and managerial performance measurement (Brigham and Ehrhardt, 2022).
	Project
	ARR

	A
	7%

	B
	0%

	C
	10%


Interpretation: The highest ARR of project C is 10% and it slightly exceeds the cost of capital presupposed by the firm (10%). This is not achieved in Project A as the amount of 7% is below this mark, and in Project B, there is no accounting profit after depreciation. This supports the idea that Project B has no effect on improving the profitability-a factor of significance in the light of already negative operating margins in the company.
[bookmark: _Toc214906016]4.4 Net Present Value (NPV)
NPV is the most effective appraisal technique due to its ability to use the time value of money and the total value creation (Damodaran, 2012).
	Project
	NPV

	A
	£1.31m

	B
	–£7.25m

	C
	£4.23m


Project C offers the most upsurge of shareholder value, producing 4.23m over the necessary yield. Project A is also value adding albeit in a lesser extent. Project B kills a value at a negatively high NPV, which means that it should be discarded immediately (Hillier, Grinblatt and Titman, 2021). Since the company is experiencing a weakening equity base and low solvency, the projects should be value-generating and not value-destroying. Therefore, Project C is highly preferred by NPV and Project A is the second choice.
[bookmark: _Toc214906017]4.5 Profitability Index (PI)
PI helps to assess returns in respect of investment size, particularly in capital rationing (Gitman and Zutter, 2019).
	Project
	PI

	A
	1.03

	B
	0.76

	C
	1.08



Both Project A and C have PI greater than the required PI = 1. Project C will be better adjusted in terms of scale of project. Project B once again becomes not viable. The PI supports the comparison of the C > A > B.
[bookmark: _Toc214906018]4.6 Internal Rate of Return (IRR)
IRR determines an amount of discount rate that yields NPV of zero. Any project that has an IRR greater than the cost of capital (10%) is acceptable.
	Project
	IRR

	A
	13.7%

	B
	≈ 0%

	C
	14.8%


Project C once again tops the ranking with the highest IRR, followed by project A and project B has very poor performance in terms of investment. In the case of a company such as General Electronics - projects with negative EBIT which have to be financed internally by the company have to meet minimum return requirements. Both A and C are comfortable giving, however, a relatively better margin of C.
[bookmark: _Toc214906019]4.7 Comparative Evaluation
	Criterion
	A
	B
	C
	Best

	PBP
	3.4 yrs.
	5.0 yrs.
	3.6 yrs.
	A

	ARR
	7%
	0%
	10%
	C

	NPV
	£1.31m
	–£7.25m
	£4.23m
	C

	PI
	1.03
	0.76
	1.08
	C

	IRR
	13.7%
	~0%
	14.8%
	C


Overall Ranking:
1. Project C
2. Project A
3. Project B
Project B shows failure in all measures which prove its rejection.
[bookmark: _Toc214906020]4.8 Capital Rationing Decision 
Maximum investment = £60m
The final selection is greatly influenced by capital rationing since a single project would fall under the 60m constraint upon combination assessment.
	Combination
	Investment
	Feasible?
	Total NPV

	A only
	£40m
	✓
	1.31m

	B only
	£30m
	✓
	–7.25m

	C only
	£50m
	✓
	4.23m

	A + B
	£70m
	✗
	-

	A + C
	£90m
	✗
	-

	B + C
	£80m
	✗
	-


Because there is no pairing of two projects, which will fall within the 60m limit, a firm will have to choose one project only. Using strict NPV maximization, Project C is the best alternative.
[bookmark: _Toc214906021]4.9 Strategic Interpretation in Light of Financial Condition
Such decision should also take into account the financial position of the company:
· Liquidity risk is high since the cash conversion cycle is long and operating cash flow is unstable.
· The gearing (1.11x) is increasing which is decreasing borrowing headroom.
· Profitability is lower and hence new investments should produce high returns in future.
Project A in this context:
· Less startup capital (£40m) minimizes financial load.
· Fast payback assists in liquidity requirements in the short-term.
· Certain cash flows can be seen as stable, which gives certain predictability in a troubled situation.
A therefore matches liquidity preservation.
Project C in this context:
· Increased NPV and IRR increases potential recovery in the long-term.
· Cash flow is not stable and is back-loaded, which adds risk.
· This needs an initial investment of £50m where funds are scarce.
This volatility exposes a company whose liquidity is thin and negative EBIT.
Project B in this context:
· Gives stability with lack of profit and value creation.
· Should be rejected fully.
Taking into account
· The financial results,
· The capital rationing limitations, and
· The unstable financial status of the firm
Strategic priority gives two rational options:
· In case the priority is the creation of long-term shareholder value:
Choose Project C, since it yields the greatest NPV, best IRR and weighted most value per pound expended.
· In case the focus is on liquidity stability and risk management (more realistic with a distressed firm):
Choose Project A, because it offers:
· Fastest payback,
· Lowest upfront investment,
· Flowing and uniform receivables,
· Reduce exposure to volatility.
Considering the poor solvency of General Electronics, its negative operating profit and compressed liquidity in the short-term, a risk-adjusted judgement indicates that Project A is the ideal immediate investment. Project C may be looked into during the next financial cycle when the financial strength of the company is improved through recapitalization and restructuring.
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[bookmark: _Toc214906023]Appendix
1. Gross Profit Margin
Gross Profit Margin= Gross Profit​/Revenue 
	Year
	Revenue 
	Gross Profit 
	GPM 
	GPM (%)

	2020
	517,500
	98,700
	0.1907
	19.07%

	2021
	522,800
	90,900
	0.1739
	17.39%

	2022
	536,900
	87,500
	0.1629
	16.29%

	2023
	514,000
	70,900
	0.1380
	13.80%

	2024
	488,300
	52,600
	0.1077
	10.77%



2. Operating Profit Margin
Operating Profit Margin = Operating Profit ÷ Revenue
	Year
	Revenue (£000)
	Operating Profit (£000)
	OPM (Decimal)
	OPM (%)

	2020
	517,500
	25,600
	0.0495
	4.95%

	2021
	522,800
	18,400
	0.0352
	3.52%

	2022
	536,900
	12,800
	0.0238
	2.38%

	2023
	514,000
	-2,700
	-0.0053
	-0.53%

	2024
	488,300
	-13,000
	-0.0266
	-2.66%



3. Net Profit Margin
Net Profit Margin= Net Profit​/Revenue 
	Year
	Revenue (£000)
	Net Profit (£000)
	NPM 
	NPM (%)

	2020
	517,500
	11,300
	0.0218
	2.18%

	2021
	522,800
	5,300
	0.0101
	1.01%

	2022
	536,900
	2,900
	0.0054
	0.54%

	2023
	514,000
	-6,800
	-0.0132
	-1.32%

	2024
	488,300
	-13,900
	-0.0285
	-2.85%



4. Return on Equity (ROE)
Return on Equity = Net Profit ÷ Total Equity
	Year
	Net Profit (£000)
	Total Equity (£000)
	ROE (Decimal)
	ROE (%)

	2020
	11,300
	176,700
	0.0640
	6.40%

	2021
	5,300
	182,200
	0.0290
	2.90%

	2022
	2,900
	185,100
	0.0157
	1.57%

	2023
	-6,800
	176,700
	-0.0385
	-3.85%

	2024
	-13,900
	162,800
	-0.0854
	-8.54%



Liquidity Ratios
1. Current Ratio
Current Ratio = Current Assets ÷ Current Liabilities
	Year
	Current Assets (£000)
	Current Liabilities (£000)
	Current Ratio

	2020
	143,200
	103,800
	1.38

	2021
	147,500
	110,200
	1.34

	2022
	149,900
	112,700
	1.33

	2023
	138,000
	122,900
	1.12

	2024
	126,100
	138,600
	0.91



2. Quick Ratio
Quick Ratio = (Current Assets − Inventory) ÷ Current Liabilities
	Year
	Current Assets
	Inventory
	Current Liabilities
	Quick Ratio

	2020
	143,200
	84,200
	103,800
	0.57

	2021
	147,500
	89,300
	110,200
	0.53

	2022
	149,900
	94,400
	112,700
	0.49

	2023
	138,000
	83,600
	122,900
	0.44

	2024
	126,100
	79,300
	138,600
	0.34



Efficiency Ratios
1. Inventory Turnover
Inventory Turnover = Cost of Goods Sold ÷ Inventory
	Year
	COGS (£000)
	Inventory (£000)
	Inventory Turnover

	2020
	418,800
	84,200
	4.97

	2021
	431,900
	89,300
	4.83

	2022
	449,400
	94,400
	4.76

	2023
	443,100
	83,600
	5.30

	2024
	435,700
	79,300
	5.49



2. Days Inventory Held
Days Inventory Held = 365 ÷ Inventory Turnover
	Year
	Inventory Turnover
	Days Inventory Held

	2020
	4.97
	73.44

	2021
	4.83
	75.57

	2022
	4.76
	76.68

	2023
	5.30
	68.87

	2024
	5.49
	66.48


3. Receivables Turnover
Receivables Turnover = Credit Sales ÷ Receivables
(All sales assumed credit.)
	Year
	Credit Sales
	Receivables
	Receivables Turnover

	2020
	517,500
	108,900
	4.75

	2021
	522,800
	112,000
	4.67

	2022
	536,900
	112,300
	4.78

	2023
	514,000
	138,000
	3.72

	2024
	488,300
	159,000
	3.07



4. Days Sales Outstanding (DSO)
DSO = 365 ÷ Receivables Turnover
	Year
	Receivables Turnover
	DSO (Days)

	2020
	4.75
	76.84

	2021
	4.67
	78.37

	2022
	4.78
	76.36

	2023
	3.72
	98.12

	2024
	3.07
	118.89



5. Payables Turnover
Payables Turnover = COGS ÷ Payables
	Year
	COGS
	Payables
	Payables Turnover

	2020
	418,800
	78,400
	5.34

	2021
	431,900
	82,700
	5.22

	2022
	449,400
	89,200
	5.04

	2023
	443,100
	97,200
	4.56

	2024
	435,700
	100,200
	4.35



6. Days Payables Outstanding (DPO)
DPO = 365 ÷ Payables Turnover
	Year
	Payables Turnover
	DPO (Days)

	2020
	5.34
	68.35

	2021
	5.22
	69.92

	2022
	5.04
	72.42

	2023
	4.56
	80.04

	2024
	4.35
	83.91



7. Cash Conversion Cycle (CCC)
CCC = DSO + Days Inventory Held – DPO
	Year
	DSO
	Days Inventory
	DPO
	CCC

	2020
	76.84
	73.44
	68.35
	81.93

	2021
	78.37
	75.57
	69.92
	84.02

	2022
	76.36
	76.68
	72.42
	80.62

	2023
	98.12
	68.87
	80.04
	86.95

	2024
	118.89
	66.48
	83.91
	101.46



Gearing Ratios
1. Debt-to-Equity Ratio
Debt to Equity = Total Debt ÷ Total Equity
	Year
	Total Debt (£000)
	Equity (£000)
	D/E

	2020
	142,000
	176,700
	0.80

	2021
	147,000
	182,200
	0.81

	2022
	152,300
	185,100
	0.82

	2023
	158,500
	176,700
	0.90

	2024
	165,400
	162,800
	1.02



2. Debt Ratio
Debt Ratio = Total Debt ÷ Total Assets
	Year
	Total Debt
	Total Assets
	Debt Ratio

	2020
	142,000
	318,600
	0.45

	2021
	147,000
	329,800
	0.45

	2022
	152,300
	335,400
	0.45

	2023
	158,500
	327,900
	0.48

	2024
	165,400
	324,200
	0.51



Investor Ratios
1. Earnings per Share
EPS = Net Profit ÷ Number of Shares
	Year
	Net Profit
	Shares
	EPS (£)

	2020
	11,300
	100,000
	0.113

	2021
	5,300
	100,000
	0.053

	2022
	2,900
	100,000
	0.029

	2023
	-6,800
	100,000
	-0.068

	2024
	-13,900
	100,000
	-0.139




Failure Prediction
Formula,
Z = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5
Where,
X1 = Working Capital ÷ Total Assets
X2 = Retained Earnings ÷ Total Assets
X3 = EBIT ÷ Total Assets
X4 = Market Value of Equity ÷ Total Liabilities
X5 = Sales ÷ Total Assets
	Year
	X1
	X2
	X3
	X4
	X5
	Z-Score

	2020
	0.124
	0.276
	0.080
	1.243
	1.626
	3.171

	2021
	0.108
	0.258
	0.056
	1.239
	1.585
	2.986

	2022
	0.101
	0.249
	0.038
	1.215
	1.600
	2.793

	2023
	0.047
	0.225
	-0.008
	1.133
	1.569
	2.233

	2024
	-0.039
	0.182
	-0.040
	0.984
	1.506
	1.695




Appendix A:
Payback Period (PBP) Calculations
Table A1. Project A – Payback Period
	Year
	Cash Flow (£m)
	Cumulative (£m)

	0
	–40
	–40

	1
	10
	–30

	2
	12
	–18

	3
	14
	–4

	4
	10
	+6


Unrecovered at start of Year 4: 40 – 36 = 4
PBP = 3 + (4 ÷ 10) = 3.4 years
Table A2. Project B – Payback Period
	Year
	Cash Flow (£m)
	Cumulative (£m)

	0
	–30
	–30

	1
	6
	–24

	2
	6
	–18

	3
	6
	–12

	4
	6
	–6

	5
	6
	0


PBP = 4 + (6 ÷ 6) = 5.0 years


Table A3. Project C – Payback Period
	Year
	Cash Flow (£m)
	Cumulative (£m)

	0
	–50
	–50

	1
	5
	–45

	2
	10
	–35

	3
	20
	–15

	4
	25
	+10


Unrecovered at start of Year 4: 50 – 35 = 15
PBP = 3 + (15 ÷ 25) = 3.6 years
Appendix B - Accounting Rate of Return (ARR)
Table B1. ARR Inputs
	Project
	Avg. CF (£m)
	Depreciation (£m)
	Avg. Profit (£m)
	ARR (%)

	A
	10.8
	8
	2.8
	7%

	B
	6
	6
	0
	0%

	C
	15
	10
	5
	10%


Formula:
Depreciation = Initial Investment ÷ 5
Average Profit = Avg. CF – Depreciation
ARR = (Average Profit ÷ Investment) × 100
Appendix C - Net Present Value (NPV)
Discount factors at 10%:
Year 1 = 0.909
Year 2 = 0.826
Year 3 = 0.751
Year 4 = 0.683
Year 5 = 0.621
Table C1. Project A – NPV
	Year
	CF
	DF@10%
	PV

	1
	10
	0.909
	9.09

	2
	12
	0.826
	9.91

	3
	14
	0.751
	10.51

	4
	10
	0.683
	6.83

	5
	8
	0.621
	4.97

	Total PV
	
	
	41.31

	NPV = 41.31 – 40 = 1.31


Table C2. Project B – NPV
	Year
	CF
	PV

	1–5
	6 each
	Total PV = 22.75


NPV = 22.75 – 30 = –7.25
Table C3. Project C – NPV
	Year
	CF
	DF
	PV

	1
	5
	0.909
	4.55

	2
	10
	0.826
	8.26

	3
	20
	0.751
	15.02

	4
	25
	0.683
	17.08

	5
	15
	0.621
	9.32

	Total PV
	
	
	54.23

	NPV = 54.23 – 50 = 4.23



Appendix D – Profitability Index (PI)
Table D1. PI Summary
	Project
	PV of Inflows (£m)
	Initial (£m)
	PI

	A
	41.31
	40
	1.03

	B
	22.75
	30
	0.76

	C
	54.23
	50
	1.08


Formula: PI = PV ÷ Investment
Appendix E – Internal Rate of Return (IRR)
Project A
NPV @10% = +1.31
NPV @14% = –0.10
IRR=10+1.31+0.101.31​× (14−10)
=13.7%

Project B
NPV is negative even at 10%.
IRR ≈ 0%

Project C
NPV @10% = +4.23
NPV @15% = –0.10
IRR=10+4.23+0.104.23​× (15−10) 
=14.8%
Capital Rationing Table
	Combination
	Total Investment (£m)
	Within £60m?
	Total NPV (£m)

	A only
	40
	✔
	1.31

	B only
	30
	✔
	–7.25

	C only
	50
	✔
	4.23

	A + B
	70
	✘
	—

	A + C
	90
	✘
	—

	B + C
	80
	✘
	—


	
Summary of All Results:
	Method
	A
	B
	C
	Ranking

	PBP
	3.4 yrs
	5.0 yrs
	3.6 yrs
	A → C → B

	ARR
	7%
	0%
	10%
	C → A → B

	NPV
	1.31
	–7.25
	4.23
	C → A → B

	PI
	1.03
	0.76
	1.08
	C → A → B

	IRR
	13.7%
	~0%
	14.8%
	C → A → B
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