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[bookmark: _Toc214904107]Introduction
	As the newly appointed CFO, my duty is to analyze the company's financial performance over the last five years (2020–2024) to diagnose the main causes of the current instability and the company's failure. My objective is to critically analyze the factors and circumstances contributing to the financiaSl decline. This report serves as an initial financial health check, utilizing ratio analysis, trend analysis, and prediction models to assess the firm’s viability. The data reveals a concerning trajectory, including a 35.7% contraction in revenue since 2020, escalating operating losses, and decreased shareholder value. Although the balance sheet retains some structural liquidity, this analysis predicts that the company faces future bankruptcy due to several critical factors.Moreover, i need to critically evaluate several investments in the near future.




















[bookmark: _Ref214902540][bookmark: _Toc214902968][bookmark: _Toc214904108]Financial Ratio Analysis
Financial ratio analysis is a method of evaluating a company’s financial health and performance by comparing numeric values from its financial statements (e.g. balance sheet, income statement) in the form of ratios. ( BDC, n.d. )
	This report provides a comprehensive financial performance analysis of General Electronics company over the five-year period from 2020 to 2024, and the main objective of this report is to get integrated profitability, liquidity, efficiency, gearing, investment, and cash-flow ratios, and at the last Altman Z-score to get future predictions. The main purpose of this research is to identify the core financial problem of the decline and highlight areas where strategic interventions are required.
 
[bookmark: _Toc214904109]Profitability Analysis

Profitability analysis is the systematic evaluation of a company’s ability to generate profit by comparing its income (revenues) with its costs and expenses, often broken down by products, services, or business segments ( Emeritus, 2025 )
	According to the profitability ratio, the company indicates that the company's ability to generate profit from its sales is decreasing day by day, so the given data defines that the company is losing its profit year by year, and this decrease is at its peak because in the fifth year the company has the lowest profit in its entire life. There is a dramatic decrease.
[bookmark: _Toc214904110]Gross Profit Margin
	Year
	Gross Profit (£m)
	Sales (£m)
	Margin

	2024
	113,994
	394,879
	28.9%

	2023
	97,560
	420,457
	23.2%

	2022
	152,292
	542,751
	28.1%

	2021
	173,016
	601,602
	28.7%

	2020
	176,256
	614,680
	28.7%


	
	
	
	

	
	
	
	






Gross margins were stable at around 28–29% until 2023, where they dropped sharply to 23%. This decline is because of sales volume; if you see the production costs and weakened power, then you get an idea that sales are decreasing consistently, and it indicates operational inefficiency and cost-structure weaknesses.

[bookmark: _Toc214902969][bookmark: _Toc214904111]Operating Profit Margin
[bookmark: _Toc214902970]Operating profit margin is a financial ratio that shows how much profit a company makes from its core business operations after deducting operating expenses, but before interest and taxes. It measures operating efficiency. ( NetSuite, n.d. )
[bookmark: _Toc214902971]Operating Profit Margin=     x 100
	Year
	Operating Income (£m)
	Margin

	2024
	15,297
	–3.9%

	2023
	85,301
	–20.3%

	2022
	14,548
	2.7%

	2021
	23,253
	3.9%

	2020
	37,267
	6.1%

	
	
	


As you can see Operating profitability has collapsed. After positive margins through 2020–2022 and the firm is entring into losses from 2023 to 2024 and this sharp fall indecate to rising operating expenses which are peaking at £182bn in 2023 due to poor sales performance. This indecates structurally high overheads and weak managerial cost control.

[bookmark: _Toc214904112]Net Profit Margin		
Net profit margin is a profitability ratio that shows the percentage of revenue remaining as net profit after all expenses have been deducted, including operating costs, interest, taxes, and other expenses. It indicates the overall profitability of a business. ( Investopedia, 2024 )
1.1.1 Net Margin =x 100
	Year
	Net Income (£m)
	          Margin

	2024
	24,029
	6.1%

	2023
	   98,238
	23.4%

	2022
	   407
	0.07%

	2021                
	   5,301
	0.9%

	2020
	   38,572
	6.3%


In this context Net losses in 2023 and 2024 are severe, with –23% and –6.1% margins respectively, and profitability has been eroded by its weak sales and extremely high overheads and due to many changes which indicate its financial distress.



[bookmark: _Toc214904113]1.2 Liquidity Analysis
 Liquidity analysis is the process of evaluating a company’s ability to meet its short-term financial obligations using its most liquid assets (cash, receivables, near-cash items). It helps determine whether a business can pay its bills on time without needing additional financing ( Investopedia, 2024 ).

1.2.1 Current Ratio

	Year
	Current Assets (£m)
	Current Liabilities (£m)
	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
	1.55

	2020
	326,843
	179,510
	1.82


its clearly seen that the firm can meet just short term liabilities. however, the downward trend from 1.82(2020) to 1.53 (2024) highlights worsening cash availability and declining inventory turnover.
  
1.2.2 Quick Ratio

	Year
	Quick Ratio

	2024
	1.03

	2023
	1.06

	2022
	0.91

	2021
	0.94

	2020
	1.14


in this analysis its clearly visible that its liquidity is very weak and fall from .14 to arround 1.03. and the firm is increasingly relying on stock liquidation rather than cash or receivables. 




1.3.1 Inventory Days

	Year
	Inventory Days

	2024
	103 days

	2023
	100 days

	2022
	131 days

	2021
	114 days

	2020
	100 days



After analysing this, it is shown that inventory reached an unsustainable 131 days in 2022 and reflects overproduction and weak demand of the products, while in 2024 it improved, and 103 days remains high for a technology electronics firm.
1.3.2 Receivable Days

	Year
	Receivable Days

	2024
	105 days

	2023
	98 days

	2022
	75 days

	2021
	78 days

	2020
	77 days


It shows that the days have increased significantly and weak credit control, and there are collection issues.








[bookmark: _Toc214904114]1.4 Gearing Analysis
Gearing reflects the firm's financial risk. Gearing analysis shows how much a company is financially leveraging its debt against its equity or capital and indicates how much of the business is financed by debt versus owner's funds ( Investopedia, 2024 ).
[bookmark: _Toc214904115]1.4.1 Debt to Equity Ratio

	Year
	Liabilities (£m)
	Equity (£m)
	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


the gearing ratio increased from 0.63 to 1.11 and its showing that the company has more reliant on debt than equty.moreover the financial risk are contributing to interest-related losses.

[bookmark: _Toc214904116]1.5 Investment Ratios
Investment ratios (also referred to as market ratios) portray a company’s performance from an investor’s standpoint. They illustrate how attractive a company is for shareholders by analyzing earnings, dividends, and market value. Investment ratios allow for investors to evaluate a company’s profitability, risk, and expected return on investment ( Investopedia, 2024 ).
[bookmark: _Toc214904117]1.5.1 Earnings Per Share (EPS)
EPS has deteriorated sharply due to mounting losses:
· 2024: –£1.85
· 2023: –£7.64
· 2022: £0.03
Negative EPS signals poor return to shareholders and potential dividend cuts.

[bookmark: _Toc214904118]1.6 Cash Flow Analysis

here it’s clearly visible that cash flow dropped from £73bn in 2020 to £14bn in 2024 and showing falling cash generation despite high revenues. this situation concerns about declining operational efficiency and excessive costs of the company.





[bookmark: _Toc214904119]1.7 Corporate Failure Prediction – Altman Z-Score
The Altman Z-Score is a financial model used to estimate the probability of a company going bankrupt in 2 years. It combines numerous financial ratios into a single composite score, measuring a company's profitability, leverage, liquidity, solvency, and activity. A higher number indicates a reduced likelihood risk of bankruptcy ( Altman, 1968 ).
For non-manufacturing firms:

Where:
· 
· 
· 
· 
2024 Z-Score Calculation (Summary)
· Working Capital = 242,494 – 158,291 = 84,203
· 
· 
· 
· 
Hence, this shows that a Z-score below 5.85 indicates high risk of financial distress for non-manufacturing firms, and General Electronics’ score of 4.39 confirms severe financial instability and has a huge risk of default.

[bookmark: _Toc214904120]Final review
This company (General Electronics) shows financial troubles, but this company has some strengths like maintaining liquidity, which is above 1.0, which is like recovering its gross margin in 2024, and has a strong history in its past. But the company has faced major and net losses in 2023–2024. However, the Altman Z-score also suggests a high risk of failure. Overall, this company is in serious financial condition and mainly due to poor profitability and low cash flow is also the cause of its decrease, even its management is poor, and immediate financial restructuring is needed to stabilize its operations.


[bookmark: _Toc214904121]Question 2: working Capital Management Analysis
	
	As a new chief financial officer, my duty is to ensure that General Electronics has enough cash to survive in the market. I record a dramatic net loss of over £24 billion in 2024. If the company loses money like this, then the cash is trapped day by day, and it becomes a serious issue for the company. So, my duty is to get the main purpose of this situation, and this is the most important task. This report looks at where our business money is stuck, what could be the solution to this situation, and how we should fund our business to avoid going bankrupt.

[bookmark: _Toc214904122]Analysis of the Cash Operating Cycle (COC)
	First we have to analyse the cash operating cycle (COC) so we get an idea. The cash operating cycle tells us how many days company employees take to buy raw material and, through raw material, how much time and investment we take to make products from this raw material and sell the products and get cash from customers. Because of this reason I have compared the numbers from 2023 to 2024 to see where we get the best results and where the actual problem is in managing cash. And here is the table that describes how fast we turn operations into cash.

	Metric
	What it means
	2023
	2024
	Trend

	Days Sales Outstanding 
	How long customers take to pay us.
	97.7 days
	105.6 days
	Worse (Slower)

	Days Inventory Outstanding 
	How long goods sit in the warehouse.
	99.8 days
	103.1 days
	Worse (Slower)

	Days Payables Outstanding 
	How long we take to pay suppliers.
	64.5 days
	93.6 days
	Increased

	Total Cash Operating Cycle
	The gap we need to fund with cash.
	133.0 days
	115.1 days
	"Improved"



(Note: These figures are calculated using the Sales, Cost of Sales, and Balance Sheet totals from the 2023 and 2024 financial statements)

What these numbers actually mean: on paper it looks like we improved, but actually our total cycle dropped from 133 days to 115 days. Here we get an idea that a short cycle is good because it means cash is coming in fast, and a long cycle means cash is coming in slow and we lose day by day. However, if we look closer, we realize this little bit of improvement is dangerous for the company, and below I shall define why this situation is dangerous for the company.
Customers are paying us too slowly
	Here is the breakdown: now it takes nearly 106 days to get paid after we make a sale, and this has increased from 98 days in the last year. So it looks like the company is acting like a bank for our customers by giving them our product for over three months for free. This ties up cash we desperately need.
	Same, our inventory sales have dropped from £420bn to £394bn, and our product is taking more time to sell, and it has increased to 103 days. Eventually, we are holding £79 billion worth of stock in our warehouse, and it's like we are making a product nobody wants, and it has consequences that our sales team is struggling to move units.
We are delaying payments to suppliers
	Due to low sales, we are delaying payment to suppliers, and this is the only reason our cash cycle is decreasing. We stopped paying our bills on time, and we pushed payment times from roughly 64 days to nearly 94 days. This situation ruins our relationship with customers and suppliers, and it also ruins our reputation, which is a critical disaster for the company. If they stop sending us parts, then our company will shut down soon.
[bookmark: _Toc214904123]Strategies to Fix Our Cash Flow
We need to free up cash by running the business better, not just by refusing to pay bills. Here is my plan:
Fix Collections (Receivables).
Firstly, we have £114 billion in our receivable accounts, and we need to convert this amount into real cash as soon as possible. After this, we have to sell our unpaid invoices to banks or any other finance companies and get roughly 80%–90% of the cash immediately, and they collect this amount from customers later. Through this way we will lose some percentage, but we will get cash to run the company, and this cash is enough to pay debts.
	We should offer our customers a deal that if they pay us within 10 days, then we will give them a 2% discount. This encourages them to pay sooner rather than waiting 106 days, and we save our time and get money faster.
Stricter Credit Checks:
	We must stop selling to customers who take 3+ months to pay. The sales team must prioritize cash, not just sales volume.
Reduce Inventory
	We’re sitting on £79 billion worth of inventory.
Clearance Sale: We need to establish the old products which are not moving sell them off at a discount. It’s better to have gotten some cash than to be sitting on electronics that are now obsolete and worthless.”
Just-In-Time Manufacturing: What you have in mind is a place where when you want to build, you order the parts and only then are they delivered. But we can’t do this for now since our suppliers are paid 93 days late. Just in time delivery will occur only if we pay on time.
Repair Supplier Relationships: 
We have to repair our relationship with customers and reduce the time that we take to pay suppliers and change this back to the normal level of paying. If we do not do that, they will get frustrated with us and they will move to a different company, and we will take a loss. Or what happens if they demand cash on delivery? Then we will need billions of pounds, which we do not have.
[bookmark: _Toc214904124]Financing Strategy: Short-term vs. Long-term and current problem
	How do we pay for our day-to-day operations? We currently use a risky strategy that needs to change. Right now, General Electronics uses short-term borrowing from banks and credit lines and overdrafts to fund the business. According to the data, we borrowed £102 billion and repaid £120 billion on credit lines in 2024, and at the end of the year we still owed nearly £37 billion on these credit lines. It means we are using an aggressive strategy because short-term loans have to be renewed constantly. We lost £24 billion this year, and this situation is scaring us, because if the bank refuses our loan application for next month, then we will lose, and if that happens then the company collapses instantly.
The Solution: 
[image: Image of Cash Conversion Cycle Diagram]
We need to change our strategy and adopt a conservative financing strategy where, as the company CFO, I recommend that we should take long-term loans like a bond or a 5–10 year bank loan, or raise money by selling shares (equity), because long-term money can pay off the risky short-term credit lines. It has benefits: we remove the risk of the bank cutting us off next week, and it gives us time to fix the company over the next few years. Even if the interest rate on a long-term loan is slightly higher, the safety is worth it. By moving to a conservative financing strategy and fixing our operations, we can stabilize the company's cash flow and begin the turnaround.

My recommendations are:
1. Stop delaying supplier payments before they cut off our supply chain.
2. Get cash immediately by selling old inventory and using "factoring" for our invoices.
3. Refinance our debt: Replace our risky £36.9bn credit lines with stable, long-term loans to ensure the bank cannot shut us down unexpectedly. we can stabilize the company's cash flow and begin the turnaround.

[bookmark: _Toc214904125]Question 3# Strategic Financial Restructuring Plan
General Electric is currently in a state of financial distress, where the last five years’ net sales have decreased from £614,680m in 2020 to £394,879m in 2024. Moreover, the company is going down from a net income of £38,572m in 2020 to a significant loss of £24,029m in 2024. So we have to create a restructuring plan immediately to stabilize the company, which is already in a liquidity position, followed by strategic changes to restore shareholder value. The plan focuses on three pillars: Asset Divestiture (Divestment), Capital Structure Overhaul (Debt and Equity), and Operational Cost Rationalization.
[bookmark: _Toc214904126]Diagnosis: The Urgent Need for Restructuring.
Before implementing the cure solution, we must understand the illness. And the illness is that the General Electric company has failed to adapt to market changes while mismanaging its capital resources, and due to this, sales have dropped approximately 35% in five years according to the data. It seems our current product is no longer competitive or that our market share is being eroded by more competitors. However, it has an inefficient cost structure where sales dropped significantly, and operating expenses have not fallen at the same rate. According to the data of 2020, its expenses were 22.6% of sales, and in 2024 this rose to 22.7%. So in this situation we are spending more to earn less profit. Another reason is capital mismanagement, where the most critical finding in the balance sheet is the "Treasury Stock" figure of (£371,930m). This indicates that the company spent its own cash to buy back its own shares even while the business was failing. This Earnings Per Share (EPS) strategy drained cash reserves that should have been used for R&D or debt reduction.
[bookmark: _Toc214904127]Pillar 1: Asset Divestiture (Divestment)
	The first step in our restructuring is "right-sizing" the firm. We cannot continue to fund underperforming assets, and we have to initiate a divestiture program to sell off loss-making products. Through these assets we will generate immediate cash inflow. Moreover, we have to improve our margin, and we will do this by removing unprofitable parts of the business. Through this we will improve our overall gross profit margin, but currently our cost of sales is too high relative to our revenue.
[bookmark: _Toc214904128]Implementation Strategy:
	We will analyze the product lines with a negative contribution margin. These will be packaged for sale to competitors or private equity firms. Through this process, the sale will be projected to pay down our most expensive short-term debt, specifically the "Lines of Credit," which stand at £36,960m.

[bookmark: _Toc214904129]Pillar 2: Equity and Debt
	Our current capital structure is unsustainable, and we are relying heavily on short-term debt. The company holds £371,930m in treasury stock, so we have to stop this immediately because we cannot justify using shareholder cash to buy back shares when we are posting net losses of £24,029m. This cash must be preserved for operations. And the main problem of debt restructuring is that we have £72,031m in our payable accounts, and in lines of credit we have £36,960m, which are short-term liabilities that require immediate cash. If suppliers panic and demand payment, we will face insolvency.
	The solution: We must talk to our lenders and have them convert some of the short-term "Lines of Credit" into longer term loans. This is stretching out the time line we have to pay back and taking an immediate burden off our cash flow.

[bookmark: _Toc214904130]Equity Injection Considerations	
            If this situation remains consistent, then we may have to consider an equity injection through a rights issue, which means asking current shareholders to put more money into our company to prevent losses because our share price has fallen. Here, this option was the last to adopt unless we do not have any other solution; then this could be a last option when absolutely necessary. However, the fallen assets are not capable of generating enough cash now, so this may be the only way to strengthen our balance sheet.
[bookmark: _Toc214904131]Pillar 3: Operational Rationalization
To stabilize our business, we need to take some hard decisions and make our operations more efficient because our inventory is still very high at £79,355m, even though it has come down since 2022. We will implement Just-In-Time (JIT) inventory systems to free up working capital.
[bookmark: _Toc214904132]International and Ethical Considerations
General Electronics is experiencing a severe financial crisis. In the last five years, sales have declined drastically, and the company has gone from having significant profits to substantial losses. A major reason for the decline is that our products are no longer competitive, our costs are too high, and we have spent too much cash on share buybacks and not enough on strengthening its business.

To address this crisis, the company needs to take three major actions. First, we should sell non-core and unprofitable pieces of the businesses to develop cash and focus our efforts on our strongest areas of business. Second, we should fix our capital structure by halting any share buybacks, refinancing short-term debt into long-term debt, and possibly raising new equity if we think we need it. Third, we must improve our operating model by cutting operating costs, lowering inventory levels, and collecting payments from customers more promptly.

These actions may require some short term pain, but they are necessary to avoid bankruptcy and restore long-term value. As the business shrinks its debt, strengthens its equity position, and improves cash flow it will be in a more stable and flexible position. In addition to these steps, we must not forget to manage risks to our business as it relates to international taxes, currency fluctuations and ethical obligations to employees, suppliers, and local communities.


	






[bookmark: _Toc214904133]Question 4: Investment Appraisal and Capital Budgeting
	after analyzing the firm history I understand the net loss of £24.03 million in 2024 and a precarious liquidity position. And that is evidence that any capital expenditure must adhere to strict criteria. The board has identified that this firm has three investment opportunities which we called project A, B, C, but we are operating under soft capital rationing with a strict expenditure ceiling of £60 million. This constraint forces us to move beyond simple "accept/reject" decisions based on positive returns and instead forces a ranking of projects to maximize the aggregate Net Present Value (NPV) within the budget limit. This report evaluates these projects using five distinct appraisal techniques which are as follows.

Payback Period (PBP), 
Accounting Rate of Return (ARR),
Net Present Value (NPV), 
Profitability Index (PI),  
Internal Rate of Return (IRR).
A discount rate of 10% is applied, reflecting the company’s weighted average cost of capital (WACC) adjusted for the current risk premium associated with our distressed status.
[bookmark: _Toc214904134]4.2. Appraisal Methodology and Theoretical Framework
Net Present Value (NPV)
	this is like a decision-making tool which indicates in modern financial management theory, and it represents the direct addition to shareholder wealth, where retained earnings have eroded from £330m in 2022 to £208m in 2024.
Payback Period (PBP)
	this may often be known as ignoring the time value of money, and this is also essential for liquidity because through this we highlighted cash flow analysis. Traditional profitability ratios often obscure liquidity crises. And General Electronics, which has seen cash equivalents drop by roughly £16 million year-over-year.
[image: A screenshot of a computer
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Internal Rate of Return (IRR) & Profitability Index (PI)
	These relative measures help assess the "efficiency" of the investment, particularly useful when comparing projects of different scales (e.g., Project B’s £30m vs. Project C’s £50m).

[bookmark: _Toc214904135]Quantitative Analysis of Investment Projects
	The following section details the calculations for Projects A, B, and C.
Assumptions: Discount rate ($r$) = 10%; Straight-line depreciation over 5 years; Residual value = 0.
4.3.1. Project A Analysis
· Initial Outlay: £40,000,000
· Cash Inflows: Year 1-5 (£m): 10, 12, 14, 10, 8
A) Payback Period (PBP)
· Year 1: £10m (Cumulative: £10m)
· Year 2: £12m (Cumulative: £22m)
· Year 3: £14m (Cumulative: £36m) — £4m remaining to recover.
· Year 4: £10m. Fraction required: $4 / 10 = 0.4$ years.
· PBP = 3.4 Years.
B) Accounting Rate of Return (ARR)
$$ARR = \frac{\text{Average Annual Profit}}{\text{Average Investment}} \times 100$$
· Total Cash Inflows: £54m
· Total Depreciation (Cost): £40m
· Total Profit: £14m $\rightarrow$ Average Annual Profit: $14m / 5 = £2.8m$
· Average Investment: $£40m / 2 = £20m$
· $ARR = (2.8 / 20) \times 100 = \textbf{14.0\%}$
C) Net Present Value (NPV)
Using the discount factors for 10%4:
· Y1: $10 \times 0.909 = 9.09$
· Y2: $12 \times 0.826 = 9.91$
· Y3: $14 \times 0.751 = 10.51$
· Y4: $10 \times 0.683 = 6.83$
· Y5: $8 \times 0.621 = 4.97$
· PV of Inflows: £41.31m
· NPV: $41.31m - 40m = \textbf{+£1.31 million}$
D) Profitability Index (PI)
$$PI = \frac{\text{PV of Inflows}}{\text{Initial Investment}}$$
· $PI = 41.31 / 40 = \textbf{1.03}$
E) Internal Rate of Return (IRR)
Given the low NPV at 10%, the IRR is likely marginally higher than 10%.
· Trial at 12%: PV = 39.54 (NPV = -0.46)
· Interpolation: $10\% + \frac{1.31}{1.31 - (-0.46)} \times (12 - 10)$
· IRR $\approx$ 11.5%

[bookmark: _Toc214904136]4.3.2. Project B Analysis
· Initial Outlay: £30,000,000
· Cash Inflows: Year 1-5 (£m): 6, 6, 6, 6, 6 (Annuity)
A) Payback Period (PBP)
· Annual inflow: £6m.
· $30m / 6m = \textbf{5.0 Years.}$
B) Accounting Rate of Return (ARR)
· Total Cash Inflows: $6 \times 5 = £30m$
· Total Depreciation: £30m
· Total Profit: £0
· ARR = 0%
C) Net Present Value (NPV)
· Annuity Factor (5 years @ 10%) = 3.791 5
· PV of Inflows: $6m \times 3.791 = £22.75m$
· NPV: $22.75m - 30m = \textbf{-£7.25 million}$
D) Profitability Index (PI)
· $PI = 22.75 / 30 = \textbf{0.76}$
E) Internal Rate of Return (IRR)
· PV is significantly lower than outlay. The return is negative.
· Annuity factor required for breakeven: $30/6 = 5.0$.
· Looking at annuity tables, a factor of 5.0 over 5 years corresponds to 0% interest.
· IRR = 0% (Since total cash in = total cash out).

[bookmark: _Toc214904137]4.3.3. Project C Analysis
· Initial Outlay: £50,000,000
· Cash Inflows: Year 1-5 (£m): 5, 10, 20, 25, 15
A) Payback Period (PBP)
· Year 1: £5m
· Year 2: £10m (Cumulative: £15m)
· Year 3: £20m (Cumulative: £35m) — £15m remaining.
· Year 4: £25m. Fraction: $15 / 25 = 0.6$ years.
· PBP = 3.6 Years.
B) Accounting Rate of Return (ARR)
· Total Cash Inflows: £75m
· Total Depreciation: £50m
· Total Profit: £25m $\rightarrow$ Annual: £5m
· Average Investment: £25m
· $ARR = (5 / 25) \times 100 = \textbf{20.0\%}$
C) Net Present Value (NPV)
· Y1: $5 \times 0.909 = 4.55$
· Y2: $10 \times 0.826 = 8.26$
· Y3: $20 \times 0.751 = 15.02$
· Y4: $25 \times 0.683 = 17.08$
· Y5: $15 \times 0.621 = 9.32$
· PV of Inflows: £54.23m
· NPV: $54.23m - 50m = \textbf{+£4.23 million}$
D) Profitability Index (PI)
· $PI = 54.23 / 50 = \textbf{1.08}$
E) Internal Rate of Return (IRR)
· Trial at 14%: PV = 49.6 (NPV approx -0.4)
· Interpolation between 10% and 14%.
· IRR $\approx$ 13.8%
[bookmark: _Toc214904138]Summary of Investment Appraisal Results
	Metric
	Project A
	Project B
	Project C

	Initial Investment
	£40m
	£30m
	£50m

	Payback Period
	3.4 Years
	5.0 Years
	3.6 Years

	ARR
	14%
	0%
	20%

	NPV (@10%)
	+£1.31m
	-£7.25m
	+£4.23m

	Profitability Index
	1.03
	0.76
	1.08

	IRR
	~11.5%
	0%
	~13.8%


  

[bookmark: _Toc214904139]4.4. Critical Evaluation and Selection Under Capital Rationing
The Rejection of Project B
	Project B is a non-viable option. With a negative NPV of -£7.25m and an IRR of 0%, this project destroys shareholder value. Furthermore, the constant cash flows of £6m result in a Payback Period of 5 years, so investing £30m in an asset that generates no economic profit is financially indefensible. Project B is formally rejected.
	
Comparative Analysis: Project A vs. Project C
	Projects A and C are both acceptable, under normal circumstances, as they both generate positive NPVs and IRRs that are above the 10% cost of capital. However, due to the £60 million capital rationing constraint, they cannot both be accepted in this context, because the cost of developing the combined projects (£40m + £50m = £90m) is above our capital rationing constraint and we must choose just one to accept.
[bookmark: _Toc214904140]Financial Performance Argument (Value vs. Liquidity)
Project C stands out as the most effective option for wealth creation. Its NPV of £4.23m substantially outshines Project A's of £1.3m, showing more than three times the value. Additionally, Project C has a Profitability Index of 1.08, demonstrating it provides better returns per pound of investment. For a firm with declining retained earnings, Project C has the potential to meet the requisite yield.

A "Strategic CFO" must consider more than just NPVs and look at the timing of cash flows (Liquidity). 

Project A is a front-loaded / stable project that returns £36m over the first three years (90% of the cash outlay). 

Project C is a back-loaded project that returns £35m over the first three years (70% of the cash outlay), with the bulk of cash inflows (£45m) occurring in Year 3 and 4. 

General Electronics has liquidity pressure. The ratio of current assets has deteriorated, along with excessive reliance on lines of credit (£36.9 in 2024). Das (2018) notes that "Cash flow adequacy ratio is the measure of a company's ability to generate adequate cash flow to pay off the liabilities, which are to be paid off in the next twelve months." A project that delays cash inflows (project C) creates greater liquidity risk than a project that generates cash inflows sooner (project A).

Nevertheless, the difference in payback periods of Project A (3.4 years) and C (3.6 years) are negligible as the difference of .2 years is not worth giving up £2.92m Net Present Value. Thus from a pure financial emphasis on maximizing shareholder value it is not worth giving up on project C.

Risk assessment: project C has greater volatility (standard deviation of cash flows) than project A. The Year 2 cash flow of £10m to Year 3 cash flow of £20m represents an increased ramp-up time period or market dependency for adoption.
I recommend the immediate approval of Project C.
	Although Project A is considered safer, it could be regarded as simply "steady state" as the potential for impact does not rise sufficiently for a company of GE's size. Project C makes the best use of our constrained budget (£50m utilized vs £40m), has a significantly higher IRR (13.8%) than Project A, as well as supporting the needed strategic imperative of high growth initiatives in order to bridge the net losses sustained in the last two fiscal years (£98m and £24m).
[bookmark: _Toc214904141]Strategic Alignment with Financial Restructuring
Project C must be linked to the working capital and restructuring framework discussed earlier in this report. 

1. Managing the "Cash Gap": Project C produces an immediate cash flow drag in Years 1 and 2 (cash flow of £5m and £10m considering the total expenditure of £50m), and GE will need to manage this gap. The Consolidated Financial Position demonstrated we have £26.7m cash and credit lines available. However, increases in borrowings will increase the interest expense, which is currently £3.3m. I recommend a relentless focus on improving working capital, particularly decreases in days sales outstanding (DSO). Our accounts receivable are £114m. A 10% increase in collection efficiency will release approximately £11m cash, covering the Year 1 cash shortfall of Project C without resorting to expensive external debt.
2. Effect on Solvency Ratios: Project C will increase our asset base by an additional £50 million. In the short term, assuming it is funded through equity or cash on hand, our balance sheet will be stronger. If we use the unspent £10 million of our ration limit (or credit facilities already available) to fund operating expenses, we will need to monitor the Debt Coverage Ratio. The literature provided highlights that this ratio reflects the ability to service annual interest and principal payments.  Project C’s relatively high inflows in Years 3-5 will significantly increase this ratio, improving GE’s risk of default in the medium-term.

4. Relationship to Corporate Failure Prediction: In the earlier Z-Score analysis, GE was likely flagged as being “distressed” given its low retained earnings and negative EBIT. As estimated, Project A's modest profit on cost would do little to push the Z-Score out of the danger zone. Conversely, Project C generates an accounting profit equal to approximately £25m over the life of the project. In addition, by creating a significantly greater total asset pool than either of the two projects, Project C can mathematically provide the ability to program the probability of shifting GE’s Z-Score back toward the safe zone (ratio garnered >2.99) by the end of Year 3.
5. Ethical and International Considerations:
By selecting Project C, we demonstrate that we are committed to true long-term sustainability over a cosmetic short-term fix. Ethical financial management means we don’t pick projects (like Project A) just to marginally improve next quarter’s cash flow statement at the expense of long-term value. However, because Project C is being ramped up, we should ensure the "aggressive" growth assumptions (£20 million - £25 million inflow) are not based on unethical sales practices or channel stuffing that have caused issues for electronics firms in the past.

[bookmark: _Toc214904142]Conclusion
	The evaluation of the financial results of General Electronics reveals that the business facing considerable financial difficulty. The company is dealing with various issues including declining profitability, deteriorating cash flow, excessive inventory and weak liquidity ratios. Despite being a little optimistic on liquidity, the business is left with the following concerns - over-leveraged and poor cash management.

The immediate focus should be to restructure the financial balance sheet, divest non-core assets, re-engineer capital structure, and manage operational inefficiencies. Project C has the most potential to meet its investment hurdles despite the higher risk associated with cash inflow timing, therefore it is the most favorable project given the company's current financial constraints.

Along with restructuring the financial balance sheet, the company must focus on close monitoring of cash collection, reducing inventory levels, and renegotiating supplier terms. The company must avoid further liquidity issues. The company must pivot and implement significant reductions in operational costs, while becoming laser-focused on profitable business strategies, to return to sustainable financial status. The Altman Z-score confirms risk of bankruptcy is high, out of necessity, these steps must be taken to restore long-term organizational viability and shareholder value.
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