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[bookmark: _Toc214818248]Introduction
This paper examines the financial status of General Electronics and its strategies of returning to its feet. General electronics is a global company that manufactures consumer electronics. In the past few years, the company has declined in terms of money situation as the cash, debt, and profitability are reduced. The study will examine the finances of the company in the last five years, determine the cause of its predicament and also devise a solution that is fact-based and economically viable. 
The paper discusses four key spheres of business growth and financial management. A complete health check financial analysis examines the income, cash flow, efficiency, debt equity ratio and the performance of the investments by the company. Analysts have been using the Altman Z-Score model, trends, and ratios to forecast when a company would crumble. Second, a working capital management analysis examines the running cycle on cash to identify issues and transform cash movement and activities. Third, strategic financial restructuring plan examines how to raise funds, which can be by selling assets, supporting a fresh negotiation of debt, or introducing new stock. It considers these alternatives as far as ethics, shareholder value and debt payment are concerned. Lastly, investment appraisal and capital budgeting evaluation evaluates three projects based on the Payback Period, ARR, NPV, PI and IRR. This implies that despite the small capital, it remains a good investment (Damodaran, 2012). 
Based on the evaluation brief, only the audited income statement, balance sheet, and cash flow statement of the company between the years 2020 and 2024 are taken into consideration in the research. The analysis is done by ratio calculations, trend analysis, financial modeling, and comparisons. These methods constitute a whole of instruments of identifying financial instability and enhancing the capital structure as well as making strategic decisions to keep the business afloat.
1. [bookmark: _Toc214818249]Financial Health Check
This segment both examines the audited financial reports of 2020-2024 of General Electronics (income statement, balance sheet and cash flows) and shows ratios, trends, strengths, threats and a corporate-failure analysis using the Altman Z'' model. All base figures are borrowed directly of the assessment brief financial statements.
[bookmark: _Toc214818250]1.1 Profitability Ratios
a) Gross profit margin = Gross profit / Net sales.
	Year
	Gross Profit Margin
	Gross profit margin (%)

	2024
	0.289
	28.9%

	2023
	0.232
	23.2%

	2022
	0.281
	28.1%

	2021
	0.288
	28.8%

	2020
	0.287
	28.7%



b) Operating margin = Operating income (EBIT) / Net sales
	Year
	Operating Margin (%)

	2024
	−3.9%

	2023
	−20.3%

	2022
	2.7%

	2021
	3.9%

	2020
	6.1%



c) Net profit margin = Net income / Net sales
	Year
	Net Profit Margin (%)

	2024
	−6.1%

	2023
	−23.4%

	2022
	0.07%

	2021
	0.9%

	2020
	6.3%


Interpretation: gross margin remained around 28–29% but operating and net margins collapsed in 2023–2024 as operating expenses rose substantially. The margin compression indicates that cost escalation, impairments and non-recurring charges have eroded operating profitability (Atrill and Mclaney, 2018).
[bookmark: _Toc214818251]1.2 Liquidity Ratios
a) Current ratio = Total current assets / Total current liabilities
	Year
	Current ratio

	2024
	1.53

	2023
	1.61

	2022
	1.56

	2021
	1.56

	2020
	1.82



b) Quick ratio = (Cash + Accounts receivable) / Current liabilities.
	Year
	Quick ratio

	2024
	0.89

	2023
	0.96

	2022
	0.83

	2021
	0.88

	2020
	1.04



[bookmark: _Toc214818252]1.3 Efficiency Ratios
a. Inventory turnover = Cost of sales / Inventories.
b. Days Inventory Outstanding (DIO) = 365​/ Inventory Turnover
	Year
	Inventory Turnover
	DIO (Days)

	2024
	3.54
	103.1

	2023
	3.66
	99.8

	2022
	2.79
	131.0

	2021
	3.19
	114.5

	2020
	3.64
	100.3



c. Receivables Collection Period (Days Sales Outstanding – DSO)

	Year
	AR Turnover
	DSO (Days)

	2024
	3.458
	105.54

	2023
	3.734
	97.74

	2022
	4.831
	75.55

	2021
	4.656
	78.40

	2020
	4.749
	76.86



d. Payables Period (Days Payables Outstanding – DPO)

	Year
	A/P Turnover
	DPO

	2024
	3.90
	93.60

	2023
	5.66
	64.47

	2022
	5.47
	66.72

	2021
	4.62
	78.95

	2020
	5.27
	69.29



e. Cash Operating Cycle (CCC) = DSO + DIO – DPO
	Year
	DSO
	DIO
	DPO
	CCC

	2024
	105.54
	103.12
	93.60
	115

	2023
	97.74
	99.78
	64.47
	133

	2022
	75.55
	131.04
	66.72
	140

	2021
	78.40
	114.52
	78.95
	114

	2020
	76.86
	100.26
	69.29
	108


Interpretation: the company operates a materially long cash conversion cycle (115 days in 2024), tying substantial cash in working capital. The highest levels of inventories were observed in 2022 because it was 140,181 m and reduced to 79,355m in 2024 but receivables are significant with 114,182m being the highest level in 2022, which suggests that leverages of increasing liquidity include collections and inventory (Chen and Shimerda, 2019). 
[bookmark: _Toc214818253]1.4 Gearing and Solvency
a) Debt-to-Equity Ratio= 
	Year
	D/E Ratio

	2024
	1.11

	2023
	0.99

	2022
	0.88

	2021
	0.85

	2020
	0.63



b) Interest coverage = EBIT / Interest expense
	Year
	Interest Coverage

	2024
	−4.55

	2023
	19.69

	2022
	-6.61

	2021
	-25.70

	2020
	-10.23


Interpretation: The leverage increased significantly, while it was 0.63x in 2020 and 1.11x in 2024. The firm has operating losses and negative interest coverage in 2023-24, which means that it cannot easily service debt without restructuring or capital support (Rashid, 2018).  

[bookmark: _Toc214818254]1.5 Operating Cash Flow to Net Income Ratio

	Year
	OCF to NI

	2024
	-0.62

	2023
	-0.26

	2022
	26.85

	2021
	7.60

	2020
	1.90



Interpretation: 2023-24 has positive operating cash flow in spite of accounting losses due to high non-cash charges (depreciation, impairment) and working-capital timing, though the negative ratios reflect volatility and the short-term nature of cash cushions in case operating losses should continue (Helfert and Ebrary, 2001). 
[bookmark: _Toc214818255]1.6 Investment metrics
a) Book value per share (approx.) = Total shareholders’ equity / basic shares outstanding.
b) EPS = Net Income / Shares Outstanding
	Year
	Shareholders’ equity
	Shares Outstanding
	Book Value per share
	Net Income
	EPS

	2024
	153,105
	12,959
	11.81
	-24,029
	-1.85423

	2023
	178,920
	12,855
	13.92
	-98,238
	-7.64201

	2022
	268,406
	12,703
	21.13
	407
	0.03204

	2021
	275,949
	13,465
	20.49
	5,301
	0.393687

	2020
	313,301
	13,893
	22.55
	38,572
	2.776362



Strengths and threats
The strengths encompass a large revenue base (between 395-615bn ranges) and a constant gross margin of about 28-29 implying product-based pricing strength. Threats, however, prevail since operating losses are (−£15,297m in 2024 and -85301m in 2023), impairment is large, leverage and negative interest coverage are increasing, and the average period of conversion is prolonged which along with it generate significant liquidity and solvency risk (Beaver, 1966).
[bookmark: _Toc214818256]1.7 Altman Z score
I use Altman’s revised Z'' specification for non-manufacturing firms:
	Year
	A = (CA–CL)/TA
	B = RE/TA
	C = EBIT/TA
	D = Equity/Liabilities
	Z″-Score

	2020
	0.258
	0.586
	0.089
	0.625
	6.13

	2021
	0.201
	0.557
	0.05
	0.852
	5.2

	2022
	0.189
	0.523
	0.027
	0.881
	5.11

	2023
	0.247
	0.497
	–0.215
	1.001
	3.38

	2024
	0.259
	0.645
	–0.047
	0.899
	4.44



Where 
A = (Current assets − Current liabilities) / Total assets; 
B = Retained earnings / Total assets; 
C = EBIT / Total assets; 
D = Book value of equity / Total liabilities. 
This specification is recommended for public non-manufacturing firms and uses book equity in the leverage term.
Explanation: Altman Z 2 -Score indicates a decreasing pattern of 6.13 in 2020 and 4.44 in 2024, which demonstrates the reduction of profitability and leverage increase. The drastic decrease in 2023 (Z 7 = 3.38) is due to a significant operating loss, which is taking the company to the brink of the grey zone. The 2024 recovery is too partial as the retained earnings and working cash are at its stability, still with the operating losses. Overall, General Electronics remains within the safe zone (Z″ > 2.6) but faces mounting financial pressure that warrants immediate restructuring to prevent further erosion of solvency (Altman, 2018). 
To be precise, management should set goals based on ratios. Among these objectives should be the following: increasing the quick ratio to >1.1 within 12 months through the elimination of slow inventory and acceleration of collections; decreasing the cash conversion cycle from 115 days to 80 days through elimination of slow inventory and tightening of credit terms; stabilizing the operating margin back toward positive territory within two financial periods through the review of pricing and product mix and the elimination of unnecessary operating costs; and negotiating longer-term refinancing (Knauer and Wöhrmann, 2013). 
Both Altman Z and ratio analysis look at past cash flows and involve some level of risk. In 2023, the company's income will shift a lot because of impairments and non-cash charges, but its working capital and retained earnings will stay the same. The company seems to have a short-term statistical buffer, but long-term losses in operations wear it down. Changes in the dollar value, supply chain, and consumer products market might speed up cash loss, therefore management needs to use quantitative solutions and smart business moves (Luo and Bhattacharya, 2009). 
The quantitative health check demonstrates that the company possesses high gross margins and growth, yet it possesses giant management and cash flow issues. The gross margin of the company is 28.9, operating margin is 3.9, net margin is 6.1, current ratio is 1.53, quick ratio is 0.89, cash conversion ratio is 115 days, debt/equity ratio is 1.11x and the Altman Z’ is approximately 4.44 in 2024. Our business and working capital issues are something that we must address immediately so that we can get our cash flow straightened and create a focused financial restructuring plan to ensure that we can survive to the next few years (Kaplan and Norton, 2013). This report will then address three primary areas, including a detailed working-capital management analysis, with quantifiable interventions and cash flow implications; a strategic financial restructuring plan, with equity, debt, and international tax and currency implications; and a capital-budgeting assessment, to assist the company in selecting investments that are within its constrained liquidity and risk-taking (Srivastava, 2022). At quarter end, the Board must have a plan to keep cash on hand, a report on the cost of the business, the capability to negotiate new financing facilities and prioritised list of investments that can be accommodated by higher operating profits as well as limited resources. These should be carried out now.
2. [bookmark: _Toc214818257]Working Capital Management Analysis
General Electronics should enhance its working capital management in order to be back on track financially. The cash flow has been a major issue. The business struggles with converting its sales into cash because it has longer collection times on accounts and the stocks of the business do not turn around as fast. It also relies too much on short-term loans (Hill, Kelly and Highfield, 2010). This part looks at the company's cash operating cycle (COC), finds the biggest problems, and suggests changes that will help the company get more cash. It also looks at ways to get money that work for the company's budget.
[bookmark: _Toc214818258]2.1 Cash Operating Cycle (COC) Analysis
The cash operating cycle (or cash conversion cycle) measures the average number of days required to convert inventory and receivables into cash, after accounting for the period the firm takes to pay its suppliers (Hill, Kelly and Highfield, 2010). It is calculated as: 
COC = DSO + DIO – DPO
	Year
	COC

	2024
	115

	2023
	133

	2022
	140

	2021
	114

	2020
	108



COC=105.5+103.1−93.6=114.98≈115 days 
Thus, in 2024, the company’s cash is tied up for approximately 115 days between paying suppliers and receiving payment from customers. To quantify the magnitude of this cash lock-up, we can approximate the daily revenue as:
Daily Sales = Annual Sales / 365
Daily Sales = 394, 879 / 365=1,082.1 (£m per day)
Therefore, the total cash tied up in operations is approximately:
1,082.1×115=124,442 (£m)
This means that roughly £124.4 billion of working capital is immobilized in inventory and receivables at any point, significantly constraining liquidity.
The COC is slightly better compared to the past years and is still too long. The cash cycle in 2022 was over 125 days, which was caused by high inventory (£140,181m) and long-term customer credit. The 2024 value of 115 days presents a slight improvement because inventories were reduced to the level of £79,355m. Nonetheless, the receivables stand at 114,182m, which indicates that the company continues to experience inefficiency in managing its creditors (Prasad et al., 2019).
[bookmark: _Toc214818259]2.2 Diagnosis of Working Capital Drivers
a. Inventory build-up: The stock of General Electronics decreased in 2024, although the stock turnover rate of 3.54 times indicates that the inventory is not moving very fast. The company markets various products in large quantities such as smart gadgets, home appliances, and consumer electronics. It implies that there is a high risk of products becoming obsolete. Excessive inventory in low demand categories and poor forecasting costs money and exposes the company to write-downs (Knauer and Wohrmann, 2013). 
b. Receivables management: A DSO of 105.5 days is extremely high in the electronics industry, where the average should be between 45 and 60 days. This indicates that there are weak credit policies and weak recovery practices. Given that the cash flow of the company is deteriorating, such long loan terms cannot go on. Late cash flows have most likely necessitated borrowing of money with a shorter time scale, which has increased interest rates and debt (Gitman et al., 2015).
c. Payables management: A DPO of 93.6 days indicates that the firm enjoys good credit facilities to its suppliers, yet the firm could be delaying remittances in order to save on money. When a company relies too much on trade payables, it may damage its relationship with suppliers and increased future contracts. Improving cash flow in the short term and not in the long term, extending payables increases cash flow (Kieso, Weygandt and Warfield, 2022).
[bookmark: _Toc214818260]2.3 Strategies to Improve Liquidity through Working Capital Reforms
To reduce the cash operating cycle and improve liquidity, both operational and financial policies are suggested:
1. Inventory Optimization
· Just-in-Time (JIT) and Vendor-Managed Inventory (VMI): JIT systems with major component suppliers can reduce stockholding time without affecting production.  VMI systems allow suppliers to refill and stock inventory according to demand.
· Reduce carrying costs and free up warehouse space by rationalizing SKUs by reducing slow-moving or redundant lines.
· Improved use of predictive analytics and AI-based forecasting can synchronize procurement and demand cycles, preventing stock build-up and unsold items.
 Expected Effect:  A 20-25% drop in DIO (103 to 80 days) might free up PS25-30 billion in inventory cash.
2. Receivables Management
· Tighter Credit Policies: Check the creditworthiness of customers regularly and reduce credit limits on high risk accounts.
· Dynamic Discounting: Provide early-payment discounts (e.g. 2/10 net 30) to encourage faster collection but moderate the effects on margin.
· Factoring and Invoice Discounting: Selling some of the receivables to the financial institutions would turn credit sales into cash today, at a discounted cost.
· Automated Collections: Utilize electronic invoicing and reminders to reduce the time between billing and receipt of cash.
Expected Outcomes: A 25-day reduction in DSO would release some 27 billion of liquidity.


3. Payables Management
·  Reverse Factoring (Supply Chain Financing): Collaborate with banks to finance the suppliers in advance and lengthen payment terms without the supply chain instability.
· The ones that negotiate with the strategic suppliers to identify the flexibility of payment according to the volume purchase to enhance the cash predictability without damaging the relationship. 
Proposed result: RG will result in an increase of approximately DPO (up to 100 days) by means of reverse factoring which will generate another 7 billion of liquidity in the short-term.
[bookmark: _Toc214818261]3. Strategic Financial Restructuring Plan
General Electronics is at the brink of bankruptcy following years of making losses, falling deeper into debts, and lack of cash flow. The Altman Z and financial ratios reveal that the company is stable although things may degenerate in case nothing happens. The goals of this restructuring plan include stabilizing finances, ensuring that the capital structure is as strong as possible, and maximize shareholder value by adhering to all ethical and foreign laws. The plan examines strategic relationships, reorganizing debt, increasing equity as well as reorganizing debt. A multi-level implementation plan can be a balance between the short-term survival and long-term expansion (Myers, 2001). 
[bookmark: _Toc214818262]Strategic Context and Objectives
High leverage as indicated by the debt-equity ratio of 1.11× and adverse interest coverage have caused the company to dig its own grave, and constant net losses (–£24,029m in 2024 and -85,301m in 2023) weakened the internal financing position. The operating cash flows are positive and not sufficiently adequate to finance investment or cover debt service. Thus, the reorganization plan should accomplish three goals that are interrelated:
· Rebalance the capital structure to reduce financial risk and interest burden.
· Generate liquidity through asset optimization and improved working capital efficiency.
· Restore investor confidence through governance, transparency and strategic discipline (Yoshikawa and Rasheed, 2009).
[bookmark: _Toc214818263]Option 1: Equity Injection (Rights Issue or Private Placement)
Providing more stock to existing owners or institutional investors would improve the balance sheet of the company without increasing debt. Due to the abundance of debt, the company will require new shares to demonstrate that it is not in a weak position and improve its solvency ratios.
Effect on Shareholder Value: A rights issue would have a short-term negative impact on share prices, but will preserve the ownership structure and allow existing shareholders to retain equal shareholding. In case the believable turnaround plan is executed transparently, the market might respond neutrally to positively because investors view capital reinforcement to be needed to revive it. During the middle term, the company will increase in terms of value because the risk of leverage will be reduced and the company will be creditworthy again (Tirole, 2006).
Impact on Gearing and Debt Structure: With new shares of between £50 and 70 billion, the debt-to-equity ratio would decrease to 0.8 times and thus the money would be easily obtained. Low debt amounts reduce interest rates and the payer of debts becomes easier.
Operational Flexibility: Equity financing has no payback restrictions or covenants and therefore, it is easier to finance new ideas and research and development that the electronics industry requires in order to remain competitive (Bender, 2013).
Market Perception and Signaling: A premeditated issuance of rights demonstrates that a firm will develop and be solvent in the long term. However, when the cost of shares declines or it is issued too rapidly, then it possibly could be crisis financing (Koh et al., 2015). It is possible to prevent it through clever scheduling and communication.
Ethical Considerations: Equity financing brings about avoidance of debt that may harm creditors and employees which is ethical governance. It also ensures that there will be no future dependencies of CSR programs on the cash flow (Carroll, 1991). 
[bookmark: _Toc214818264]Option 2: Debt Restructuring
Restructuring debt is a discussion with the creditors on the terms of new loans that may involve waiving of covenants, terms extension, or changing the interest rates. The current terms cannot be refinanced by the company due to negative EBIT and increasing gearing (Bender, 2013).
Impact on Shareholder Value: Turnarounds that are successful keep the firms operating and prevent them going bankrupt, which retains their value. However, conversion of debt into stock (debt-to-equity swap) or debts to a certain extent might confuse who owns what and reduce the returns of short-term shareholders. In the long run, stability and low interest rates cause the shares to do well (Modigliani and Miller, 1958).
Debt Structure and Gearing: Converting short-term loans into long-term loans will reduce the risk of refinancing and cash withdrawal. Replacing the short term debt or £30 billion with a five year term loan may reduce the debt payment by 25 to 30% in the short run. Renegotiation of the interest rates would be beneficial to the budget through reduced weighted average cost of debt (WACC). 
Operation flexibility: The fact that operations are characterized by loose covenants and payments that are due in the future allows changes. Creditor tracking could imply that it is not possible to pay dividends or sell assets, and it may render the management more difficult to exercise its judgment.
Signaling and Market Perception: Renegotiating debt might imply that a firm is experiencing solvency problems, but it might also imply that the management is performing well in the event it is a strategy of improving a situation (Koh et al., 2015). A credit-backed reorganization that is more equity based tends to stabilize markets. 
Ethical and social issues: In reorganizing the debt a company must strike a balance between safeguarding its employees and not being unjust to the lenders. Honest and transparent conversations save face and adhere to the principles of proper money management. This prevents layoffs within the supply chain and ensures that an economy remains on track (Carroll, 1991). 
[bookmark: _Toc214818265]Option 3: Strategic Joint Venture or Merger
The merger or JV with financially sound or technologically developed partner may lower costs, expand market further and share the R&D costs. Collaborations in the electronic sector can enhance innovation and stability in the supply chain (Hillier et al., 2010).
Shareholder Value: A well-planned joint venture or merger can add to the shareholder value by saving on costs, sharing marketing, and enhancing new product compatibility. Otherwise, issues related to integration, such as the cultural incompatibility, governance and brand watering, will cancel out the intended benefits (Yoshikawa and Rasheed, 2009). 
Gearing and Debt Structure: When an organization merges with a high-equity partner, the joint equity is raised, which reduces the relative leverage. Nevertheless, a JV may assist companies to share the costs of capital expenditures without pooling of loans enhancing the balance sheet. 
Operational flexibility: Joint ventures involve sharing without ceding control whereas mergers involve integration of resources but not strategic options. One is dependent on the cash requirements and decision sharing preference of the company (Bowman and Singh, 1993). 
Signaling and Market Reaction: Innovative ideas and expansion are often the result of strategic alliances which are not based on profit but technology. 
International Considerations: There may be issues with foreign exchange and transfer prices in case of a merger between two companies in different countries. The OECD BEPS guidelines necessitate profit repatriation and intra-company prices. The reason why hedging techniques are significant is that fluctuations in the exchange rates may impact combined outcomes (OECD, 2025). 
Ethics and CSR: Cross-border alliances should have a way of ensuring that their data privacy, labor and environmental practices are within the international standards of CSR. Effective communication with employees in the course of integration improves morale and eliminates uncertainty (Carroll, 1991).
[bookmark: _Toc214818266]Option 4: Cost and Operational Restructuring
The efficiency of the operations is as essential as financial recovery through capital expenditures. More costs to restructure include overhead reduction, renegotiating supplier contracts, automation and digitalization of operations (Brealey, Myers and Allen, 2020). 
· Sustainable cost savings enhance margins and EPS, and raise the shareholder value. Drastic cost-reduction which affects quality or employee wellbeing can negatively impact brand equity and long term value. 
· It is possible to simplify operations to react more quickly to market changes. Bettered cost to revenue ratios give businesses an advantage in the price sensitive markets.
· There is a need to do ethical downsizing/outsourcing. This company ought to focus on retraining and redeployment as a way of achieving the CSR objectives. Greener technology and wastage improvement enhances ethical credibility and trust by stakeholders.
[bookmark: _Toc214818267]Recommended Staged Restructuring Plan
A gradual process will guarantee instant liquidity boost without affecting long-term strategic capacity. 
	Phase
	Timeline
	Key Actions
		Primary Objectives



	




	Phase 1
	Immediate (0–12 months)
	- Get short-term liquidity through debt restructuring (stretch out maturities, relief of covenant)
- Implement receivables factoring and reverse factoring to unlock cash.
- Announce rights issue plan to strengthen equity.
	Restore liquidity, stabilize cash flows, and prevent covenant breach.

	Phase 2 
	Medium-Term (12–24 months)
	- Execute equity injection (rights issue/private placement).
- Initiate selective divestiture of non-core subsidiaries.
- Launch cost-optimization and workforce reskilling programs.
		Reduce gearing to ≤0.8×, improve profitability, and enhance operational flexibility.



	




	Phase 3
	Long-Term (24–36 months)
	- Explore strategic JV/merger with technology partner.
- Reinvest in R&D and green innovation initiatives.
- Strengthen global CSR and governance frameworks.
	Sustain long-term growth, rebuild brand trust, and ensure ethical leadership.



4. [bookmark: _Toc214818268]Investment Appraisal and Capital Budgeting
Capital budgeting helps figure out which projects are most appropriate for the investment. General Electronics can't borrow or spend as much money as it used to because of recent losses. Investments made by a company must increase the value of its shares while avoiding operational and financial risk. We use PBP, ARR, NPV, PI, and IRR, a 10% discount rate, and straight-line depreciation to zero to rate three projects (A, B, and C) in this part. The information is analyzed to come up with an ultimate funding recommendation which considers financial status of the company and its successful alignment with its turnaround objectives.
[bookmark: _Toc214818269]4.1 Payback Period (PBP)
The payback period is used to determine the time period in which cumulative cash inflows recover the initial investment. 
 
	Project
	PBP

	A
	3.4 years

	B
	5.0 years

	C
	3.6 years


Project A has the shortest payback period (3.4 years), indicating quicker recovery of invested capital. Project C comes next (3.6 years), whereas Project B payback (5 years) is equal to the entire period of the project and thus the least appealing on the liquidity basis (Ehrhardt and Brigham, 2020).
[bookmark: _Toc214818270]4.2 Accounting Rate of Return (ARR)
ARR is used to estimate the percentage obtainable in accounting of the profit on the original investment. There is straight line depreciation to zero in five years.


	Project
	ARR (%)

	A
	7

	B
	0

	C
	10



Project C is the one with the most ARR (10%), which is greater than the cost of capital (10%), whereas the 7% of Project A falls under the mark. Project B does not have any accounting profit after depreciation, which implies that it contributes little to the long-term value (Damodaran, 2023).
[bookmark: _Toc214818271]4.3 Net Present Value (NPV)
NPV discounts the future cash inflows which are considered at the present value and reduces the initial investment.

Present Value (PV) Factors @10%:
Year 1: 0.909, 
Year 2: 0.826, 
Year 3: 0.751, 
Year 4: 0.683, 
Year 5: 0.621
Project A:
NPVA​= (10×0.909) + (12×0.826) + (14×0.751) + (10×0.683) + (8×0.621) − 40
NPVA= 9.09+9.91+10.51+6.83+4.97−40
= £1.31m
Project B:
NPVB = (6×0.909) + (6×0.826) + (6×0.751) + (6×0.683) + (6×0.621) – 30
NPVB = 5.45 + 4.96 + 4.51 + 4.10 + 3.73 – 30
= −£7.25m
Project C:
NPVC= (5×0.909) + (10×0.826) + (20×0.751) + (25×0.683) + (15×0.621) − 50
NPVC=4.55+8.26+ 15.02+ 17.08 + 9.32 – 50
= £4.23m 
Projects A and C yield positive NPVs, with Project C offering the highest value (£4.23m). Project B’s NPV is negative, indicating that it would destroy shareholder value.
[bookmark: _Toc214818272]4.4 Profitability Index (PI)
The PI represents the ratio of the present value of inflows to the initial investment.

	Project
	PV of Inflows (£m)
	Initial Investment (£m)
	PI

	A
	41.31
	40
	1.03

	B
	22.75
	30
	0.76

	C
	54.23
	50
	1.08


Projects A and C exceed a PI of 1.0, indicating positive NPV and value creation. Project C is the most profitable on relative profitability, whereas Project B once again performs poorly. 
[bookmark: _Toc214818273]4.5 Internal Rate of Return (IRR)
IRR is the rate of discount on which NPV equals zero. Two discount rates are interpolated to estimate it.
Project A
At 10%, NPV = +1.31
At 12%, PV inflows ≈ 40.6, NPV ≈ +0.6;
At 14%, PV inflows ≈ 39.9, NPV ≈ −0.1
IRRA​= 13.7
Project B
At 10%, NPV = −7.25 (already negative). Even at 0% discount rate, PV inflows = £30m; NPV = 0. Hence,
IRRB≈0%
Project C
At 10%, NPV = +4.23;
At 14%, PV inflows ≈ 50.5 → NPV ≈ +0.5;
At 15%, PV inflows ≈ 49.9 → NPV ≈ −0.1
IRRC = 14.8
Project C has the largest IRR (14.8%), then Project A (13.7%), which is above the hurdle rate of 10%. The IRR of Project B is practically zero, which is a confirmation of unattractiveness of the project (Ehrhardt and Brigham, 2020).
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	Criterion
	Project A
	Project B
	Project C

	Payback Period
	3.4 yrs.
	5.0 yrs.
	3.6 yrs.

	ARR
	7.00%
	0%
	10.00%

	NPV (£m)
	1.31
	−7.25
	4.23

	PI
	1.03
	0.76
	1.08

	IRR
	13.70%
	0%
	14.80%



Ranking (1 = Best):
	Method
	1st
	2nd
	3rd

	Payback
	A
	C
	B

	ARR
	C
	A
	B

	NPV
	C
	A
	B

	PI
	C
	A
	B

	IRR
	C
	A
	B


Overall ranking:
Project C > Project A > Project B
Capital Rationing Decision
The firm will have a maximum capital to invest of 60 million under capital rationing. This is aimed at maximizing NPV. 
	Combination
	Investment (£m)
	Combined NPV (£m)
	Feasible?

	A + B
	70
	−5.94
	✗ Exceeds limit

	A + C
	90
	5.54
	✗ Exceeds limit

	B + C
	80
	−3.02
	✗ Exceeds limit

	A only
	40
	1.31
	✓

	B only
	30
	−7.25
	✓

	C only
	50
	4.23
	✓



[bookmark: _Toc214818275]4.7 Sensitivity Analysis
NPVs were recalculated with discount rates of 8, 10, and 12 to evaluate the strength of a project. 
	Project
	NPV @8% (£m)
	NPV @10% (£m)
	NPV @12% (£m)
	Change Sensitivity

	A
	2.74
	1.31
	0.12
	Moderate

	B
	−5.90
	−7.25
	−8.42
	Stable negative

	C
	7.01
	4.23
	2.01
	Moderate


Projects A and C are also positive at the increase of the discount rates at a small level and it proves that the projects are financially robust. The NPV of project C is more sensitive to rise in rates as the cash flows are long term. 
[bookmark: _Toc214818276]4.8 Discussion and Recommendation
The quantitative and qualitative outcomes all indicate the following insights:
1. Project B is never performing well in all parameters that is negative NPV, zero ARR as well as the longest payback, therefore, it should not be accepted.
2. Project C will yield the best return potential since it has the best NPV (£4.23m) and IRR (14.8%). However, its increased volatility and capital intensity may put pressure on the limited liquidity of the firm.
3. Project A has a moderate trade-off trade-off between NPV (£1.31m), fast payback (3.4 years) and investable (£40m), which would be more consistent with the short and medium term cash limits.
Since the company is financially weak, highly geared, with limited capacity to invest, the decision should focus on liquidity preservation and risk reduction and favour future profitability (Madura, 2021). 
Recommended approach:
· Primary Investment: Project A because it has a shorter payback period and smaller capital requirement, it guarantees faster liquidity recovery and less exposure.
· Contingent Future Investment: It is possible that at a later stage, Project C should be pursued after either equity injection or asset divestiture (as part of the restructuring plan) improves the capital and stabilizes cash flows.
This gradual process could also go hand in hand with the strategic goal of the firm to first regain its solvency and then proceed to invest in growth.
The assessment with various appraisal methods at a 10 percent discount rate gives the result of the following hierarchy: Project C > Project A > Project B. Nevertheless, there are capital rationing and liquidity stress, which require focusing on financial prudence rather than on the highest possible theoretical returns. 
Project A is, therefore, suggested to be the immediate investment with a positive NPV (£1.31m), reasonable IRR (13.7%), and shortest payback, which is in line with the recovery phase of the firm. Project C will be implemented in the future when the financial capacity is enhanced by means of recapitalization and debt restructuring. 
It is a balanced approach to liquidity security in the short term and shareholder value creation in the long term, by making sure that the capital allocation facilitates the turnaround plan and the long-term sustainable growth goals (Madura, 2021).
[bookmark: _Toc214818277]Conclusion
This paper has critically examined the General Electronics financial crisis and developed an elaborate solution. It includes calculations of the company finance, its working capital, re-structuring its capital and its investments. Monetary evaluation demonstrated that the company had operational losses, a high debt to equity ratio (1.11 times) and a cash conversion cycle of 115 days. These figures indicated that the company was struggling to meet its debts and that it was getting cash strapped. The reorganization plan implies the augmentation of the share of equity, the renegotiation of debts and the sale of assets, which are not crucial to the operation of the company, and the efficiency of operations. It would like to raise funds, decrease interest rates, and define the strategy of the company better. Working capital reforms such as in form of credit limits, inventory control and supplier finance release cash and ensure that things run more easily. 
Project A was the most suitable immediate investment once three capital projects had been compared applying NPV, IRR, PI, ARR, and PBP. It offset the liquidity risk and the financial returns (NPV £1.31m, IRR 13.7%). Project C that has higher chances of making money (NPV 4.23m, IRR 14.8%), should be held until more money is available to the company. The stabilizing liquidity process in a sequential manner, restructuring both debt and equity and smart investments are the key to short-term survival and value creation in the long-term. Such a course of action will assist General Electronics to earn the trust of investors, make it more competitive, and begin to make money again in the world of electronics when implemented in a fair manner.
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Full Ratio Calculations
Profitability Ratios
a. Gross profit margin = Gross profit / Net sales.
	Year
	Gross Profit
	Net sales
	Gross Profit Margin
	Gross profit margin (%)

	2024
	113,994
	394,879
	0.289
	28.9%

	2023
	97,560
	420,457
	0.232
	23.2%

	2022
	152,292
	542,751
	0.281
	28.1%

	2021
	173,016
	601,602
	0.288
	28.8%

	2020
	176,256
	614,680
	0.287
	28.7%
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b. Operating margin = Operating income (EBIT) / Net sales
	Year
	EBIT
	Net sales
	Operating Margin (%)

	2024
	(−15,297)
	394,879
	−3.9%

	2023
	(85,301)
	420,457
	−20.3%

	2022
	14,548
	542,751
	2.7%

	2021
	14,548
	601,602
	3.9%

	2020
	14,548
	614,680
	6.1%



c. Net profit margin = Net income / Net sales
	Year
	Net Income
	Net sales
	Net Profit Margin (%)

	2024
	(24,029)
	394,879
	−6.1%

	2023
	(98,238)
	420,457
	−23.4%

	2022
	407
	542,751
	0.07%

	2021
	5,301
	601,602
	0.9%

	2020
	38,572
	614,680
	6.3%



Liquidity Ratios
c) Current ratio = Total current assets / Total current liabilities
	Year
	Total current assets
	Total current liabilities
	Current ratio

	2024
	242,494
	158,291
	1.53

	2023
	258,851
	161,148
	1.61

	2022
	338,040
	216,473
	1.56

	2021
	337,146
	216,787
	1.56

	2020
	326,843
	179,510
	1.82
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d) Quick ratio = (Cash + Accounts receivable) / Current liabilities.
	Year
	Cash
	Accounts receivable
	Total current liabilities
	Quick ratio

	2024
	26,783
	114,182
	158,291
	0.89

	2023
	42,751
	112,596
	161,148
	0.96

	2022
	66,740
	112,346
	216,473
	0.83

	2021
	60,813
	129,215
	216,787
	0.88

	2020
	57,153
	129,433
	179,510
	1.04
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Efficiency Ratios
a. Inventory turnover = Cost of sales / Inventories.
b. Days Inventory Outstanding (DIO) = 365​/ Inventory Turnover
	Year
	Cost of Sales
	Inventories
	Inventory Turnover
	DIO (Days)

	2024
	280,885
	79,355
	3.54
	103.1

	2023
	322,897
	88,273
	3.66
	99.8

	2022
	390,459
	140,181
	2.79
	131.0

	2021
	428,586
	134,469
	3.19
	114.5

	2020
	438,424
	120,430
	3.64
	100.3
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c. Receivables Collection Period (Days Sales Outstanding – DSO)

	Year
	Net sales
	Accounts receivable
	AR Turnover
	DSO (Days)

	2024
	394,879
	114,182
	3.458
	105.54

	2023
	420,457
	112,596
	3.734
	97.74

	2022
	542,751
	112,346
	4.831
	75.55

	2021
	601,602
	129,215
	4.656
	78.40

	2020
	614,680
	129,433
	4.749
	76.86



[image: ]

d. Payables Period (Days Payables Outstanding – DPO)

	Year
	Cost of Sales
	Account Payable
	A/P Turnover
	DPO

	2024
	280,885
	72,031
	3.90
	93.60

	2023
	322,897
	57,033
	5.66
	64.47

	2022
	390,459
	71,373
	5.47
	66.72

	2021
	428,586
	92,707
	4.62
	78.95

	2020
	438,424
	83,229
	5.27
	69.29
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e. Cash Operating Cycle (CCC) = DSO + DIO – DPO
	Year
	DSO
	DIO
	DPO
	CCC

	2024
	105.54
	103.12
	93.60
	115

	2023
	97.74
	99.78
	64.47
	133

	2022
	75.55
	131.04
	66.72
	140

	2021
	78.40
	114.52
	78.95
	114

	2020
	76.86
	100.26
	69.29
	108



Gearing and Solvency
c) Debt-to-Equity Ratio= 
	Year
	Total liabilities
	Shareholders’ Equity
	D/E Ratio

	2024
	170,249
	153,105
	1.11

	2023
	176,952
	178,920
	0.99

	2022
	235,757
	268,406
	0.88

	2021
	234,399
	275,949
	0.85

	2020
	196,989
	313,301
	0.63
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d) Interest coverage = EBIT / Interest expense
	Year
	EBIT
	Interest Exp.
	Interest Coverage

	2024
	−15,297
	-3,361
	−4.55

	2023
	-85,301
	-4,332
	19.69

	2022
	14,548
	-2,200
	-6.61

	2021
	14,548
	-566
	-25.70

	2020
	14,548
	-1,422
	-10.23


Operating Cash Flow to Net Income Ratio

	Year
	OCF
	Net Income
	OCF to NI

	2024
	14,822
	-24,029
	-0.62

	2023
	25,190
	-98,238
	-0.26

	2022
	10,926
	407
	26.85

	2021
	40,283
	5,301
	7.60

	2020
	73,392
	38,572
	1.90



1.7 Investment metrics
c) Book value per share (approx.) = Total shareholders’ equity / basic shares outstanding.
d) EPS = Net Income / Shares Outstanding
	Year
	Shareholders’ equity
	Shares Outstanding
	Book Value per share
	Net Income
	EPS

	2024
	153,105
	12,959
	11.81
	-24,029
	-1.85423

	2023
	178,920
	12,855
	13.92
	-98,238
	-7.64201

	2022
	268,406
	12,703
	21.13
	407
	0.03204

	2021
	275,949
	13,465
	20.49
	5,301
	0.393687

	2020
	313,301
	13,893
	22.55
	38,572
	2.776362


[image: ]
1.8 Altman Z score
I use Altman’s revised Z'' specification for non-manufacturing firms:
	Year
	A = (CA–CL)/TA
	B = RE/TA
	C = EBIT/TA
	D = Equity/Liabilities
	Z″-Score

	2020
	0.258
	0.586
	0.089
	0.625
	6.13

	2021
	0.201
	0.557
	0.05
	0.852
	5.2

	2022
	0.189
	0.523
	0.027
	0.881
	5.11

	2023
	0.247
	0.497
	–0.215
	1.001
	3.38

	2024
	0.259
	0.645
	–0.047
	0.899
	4.44



Where 
A = (Current assets − Current liabilities) / Total assets; 
B = Retained earnings / Total assets; 
C = EBIT / Total assets; 
D = Book value of equity / Total liabilities. 

Working capital cycle analysis
COC = DSO + DIO – DPO
	Year
	DSO
	DIO
	DPO
	COC

	2024
	105.54
	103.12
	93.60
	115

	2023
	97.74
	99.78
	64.47
	133

	2022
	75.55
	131.04
	66.72
	140

	2021
	78.40
	114.52
	78.95
	114

	2020
	76.86
	100.26
	69.29
	108


· DSO = Days Sales Outstanding = 105.5 days
· DIO = Days Inventory Outstanding = 103.1 days
· DPO = Days Payables Outstanding = 93.6 days
COC=105.5+103.1−93.6=114.98≈115 days


Investment Appraisal Working Sheets
Project Data Summary
	Project
	Initial Investment (£m)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Total Cash Inflow (£m)

	A
	40
	10
	12
	14
	10
	8
	54

	B
	30
	6
	6
	6
	6
	6
	30

	C
	50
	5
	10
	20
	25
	15
	75



Payback Period: 
 
	Project
	Calculations
	PBP

	A
	
	3.4 years

	B
	
	5.0 years

	C
	
	3.6 years



Accounting Rate of Return (ARR)


	Project
	Initial Investment (£m)
	Average annual cash inflow
	Depreciation
	Average Profit (£m)
	ARR (%)

	A
	40
	10.8
	£8m
	2.8
	7

	B
	30
	6
	£6m
	0
	0

	C
	50
	15
	£10m
	5
	10
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