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[bookmark: _Toc214660018]1.0 Introduction 
General Electronics is a company, which is in a very competitive environment in consumer electronics as well as has been experiencing tremendous financial pressures due to technological changes, sensitivity of price as well as obsolescence of products. The company has suffered severe loss of profitability, an increment in the operational expenses and consequent deterioration of its balance sheet over the last five years. Consecutive losses and declining liquidity have also been indicative of financial distress, which jeopardises its competitiveness globally and long-term operations. The purpose of this report is to make a thorough financial analysis of General Electronics over the period 2020-24, determine the underlying cause of its lost performance, and recommend a turnaround strategy. It also appraises prospective investment projects using quantitative methods of appraisal to lead to recovery and future growth. The report will be formatted into four analytical sections, namely financial health assessment, working capital management strategy, financial restructuring strategy, and investment appraisal that will make actionable recommendations.


[bookmark: _Toc214660019]2.0 Financial Health Check
[bookmark: _Toc214660020]2.1 Overview of Financial Performance
General Electronics has gone through some severe variations in its financial performance, which has seen a steady downward trend in its sales due to increasing operational costs and losses in the last 5 years.
[bookmark: _Toc214660021]2.1.1 Income Statement Analysis
The income statement shows an important drop in net income, with a sharp reduction in net income between 2020 and 2024, with ITV at a loss of £24.03 million against a net income of £ 38.57 million. This radical change is an indication of inefficiencies occurring in the business, cost increases, and a reduction in sales. These are net losses where sales have fallen over 35 per cent from 2020 to 2024. Furthermore, the net operating income is recorded as negative for two years in a row (2023 and 2024), which speaks to the sense of urgency of resolving the issue of profitability and operating losses in this company.
[bookmark: _Toc214660022]2.1.2 Statement of Financial Position Analysis
The statement of financial position shows that there is a declining financial structure because total assets decreased by £ 510.29 in the year 2024, as compared to 2020, when it was already £510.29. The main causes responsible for this diminution are the decrease in current assets and the decrease in property, plant, and equipment, which indicate a decreased operation of the business and underutilisation of assets. Another compounding factor, that likely to make the company even more vulnerable is the amplified debt load as manifested by the increasing debt-to-equity ratio.
[bookmark: _Toc214660023]2.1.3 Cash Flow Statement Analysis
The cash flow statement shows that it has major cash flow challenges. The net cash provided by operating activities was compared to that of 2020, which was -73.39m. Although there is a decrease in capital expenditures for the investing activities, the financing activities demonstrate the reliance on borrowing as well as significant changes in lines of credit. Such dependence on external debt increases the liquidity constraints of the company, which faces difficult challenges in maintaining its operations without external funding.
[bookmark: _Toc214660024]2.2 Ratio Analysis 
[bookmark: _Toc214660025]2.2.1 Profitability Ratios
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Figure 1: Profitability Ratios (Author)
The gross profit margin throughout the fiscal years from 2020 to 2024 shows that the GPM rating is 28.67 to 28.87 in years 2020 and 2024, respectively. This shows that there is a steady decreasing trend. There is a slight increase is recorded in 2024 compared to 2023 whereas the general trend indicates the worsening of 2021 to 2023. The margin is recorded at 23.20% in 2023. The fluctuations in gross margin raise the issue of trying to maintain profitability against the backdrop of rising costs and falling revenues (Stefko et al., 2019).
Equally, there was a drastic decline in the operating profit margin in 2023 and 2024 due to increased operational inefficiencies and a potential increase in fixed costs (Campello, 2015). The net margin also throws light on more worrisome matters, as negative margins have been reported in 2023 and 2024, meaning that the metastasis of debt and non-operating costs is highly affecting the profitability (Drury and Tayles, 1997).
Both the Return on Assets (ROA) and Return on Equity (ROE) show downward trends, indicating the inefficiency of using both assets and equity to make a profit, especially in the context of the competitor that has more positive margins (Wilson, 2023). The ratios of General Electronics are also quite low compared to the industry average, thus indicating that the company is performing poorly compared to its market counterparts.
[bookmark: _Toc214660026]2.2.2 Liquidity Ratios
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Figure 2: Liquidity Ratios (Author)
The current ratio of General Electronics has decreased slightly, but interestingly, from 1.82 in 2020 to 1.53 in 2024, which is an indication of liquidity issues. Although this is still more than 1, it indicates that the capacity of the company to meet its short-term obligations is declining (Scholleova et al., 2010). The quick ratio of 2024 is 1.03, which is lower than in recent years, which implies that General Electronics might have difficulties with covering its short-term liabilities besides using inventory to a high degree (Pervan et al., 2018). The cash ratio has been steadily declining, as it was in 2020 (31.84), ending at 16.92 in 2024, indicating that the company is gradually depending on receivables and inventory as opposed to cash reserves. This may impair its emergency response or unplanned financial impact. These liquidity ratios are most probably decreasing as sales growth has become low and the conversion of assets has improved efficiency. The liquidity position of General Electronics is less favourable compared to the industry average, where the competitors normally have a current ratio of 1.5 and a quick ratio of 1 (Sartori, 2014).
[bookmark: _Toc214660027]2.2.3 Efficiency Ratios
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Figure 3: Efficiency Ratios (Author)
The inventory turnover in General Electronics has not experienced a significant change, although the ratios are at relatively lower levels, and this time, the figure is 3.54 in 2024, whereas in 2023, it was 3.85. This can be an indicator of slow-moving stocks or of operational wastefulness. Days Inventory Outstanding increased to 103.12 days in 2024, suggesting that it takes longer to sell inventory (Sartori et al., 2014). The days' sales on credit also advanced to 105.54 days in 2034, which implies a long duration on collection by customers, and this may affect the liquidity. Days Payable Outstanding rose to 93.60 days; it indicates that General Electronics is becoming late to settle the accounts payable, and it may harm the relationships with the suppliers. As a result, the Cash Conversion Cycle increased to 115.06 days, which represents a slowed cash flow cycle and liquidity issues (Mandal, 2018). Such trends can be explained by the inefficiency of receivables management, excessive inventories, and delayed payments. General Electronics metrics are lower than the industry standards; DIO metrics are 60 days, DSO is 60 days, and CCC is 100 days in relation to industry measures, which are 80, 60, and 100 days, respectively.
[bookmark: _Toc214660028]2.2.4 Gearing Ratios
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Figure 4: Gearing Ratios (Author)
The trend of debt ratio in General Electronics has shown a steady increase over time, with many figures of 0.39 in the year 2020, then increasing to an even higher figure of 0.53 in the year 2024, which in turn dictates a rise in financial leverage and the increased reliance on external debt to fund its activities. Moreover, in 2024 the debt-to-equity ratio was more than one.0, reaching 1.11, which suggests a high level of leverage, increased financial risk, and vulnerability to changes in interest rates (Vrbkaand Rowland, 2019). The interest coverage ratio stands at a negative level of -4.55 in 2024, meaning that the company is not able to meet the interest due using operating income and hence underscores the burden on its financial health (Campello, 2015). Such a decline can be attributed to the increasing levels of debt and a resultant deterioration in the performance of the company in terms of its operations that have limited the ability to generate sufficient income. Compared to the industry values, for which the average debt-to-equity ratio is typically less than one, the numbers provided by General Electronics are much more reliant on debt.
[bookmark: _Toc214660029]2.25 Investment Ratios
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Figure 5: Investment Ratios (Author)
 In 2023 and 2024, the number of earnings per share (EPS) of General Electric was negative, as the company reported losses of -388.29 and -93.50. This slump highlights the fact that this firm is failing to make profits, and this can mainly be blamed on the fact that its operational costs were on the increase, and its revenues are falling. In addition, the book value per share decreased to 2024, marking a narrowing of the equity of the company and subsequent loss of shareholder value to the level of 2020, from £1,284.02 to 595.74. Weakened equity is a problematic issue because it indicates the loss of the financial foundation when operating at a continuous loss and increasing debts (Mandal, and Al-ahdal, 2018). The factors that may have contributed to the same may be inefficiencies in operation, debt build-up, and declining market share. General Electronics has significantly lower book value per share and EPS compared to its industry counterparts because most of the competitors report positive EPS and strong equity positions.
[bookmark: _Toc214660030]2.3 Trend Interpretation and Comparative Insights
[bookmark: _Toc214660031]2.3.1 Trend Patterns
The financial ratios of General Electronics have been showing a downward movement in the main performance ratios. There have been constant declines in profitability measures such as gross margin and operating margin, which means that it is no longer efficient in its operations. The liquidity indicators, including the current ratio and quick ratio, have also deteriorated, and this implies that it might encounter difficulty fulfilling its short-term commitments. The efficiency ratios, including the Inventory Turnover and Days Sales Outstanding (DSO), indicate slow-moving inventory and long-time collections, thus affecting the operational efficiency (Scholleova et al., 2010).
[bookmark: _Toc214660032]2.3.2 Possible Reasons for Performance Trends
The key causes of such negative tendencies seem to be a growing cost of operation, stronger competition in the market, and poor working-capital management. The poor management of inventory and receivables by the company has strained the liquidity situation, whereas the increasing debt base has further diluted both profitability and financial flexibility (Sartori et al., 2014).
[bookmark: _Toc214660033]2.3.3 Comparison with Industry Benchmarks/Peers
The ratios of General Electronics are below the average when they are compared to the industry standards. The rivals have larger margins of profitability, better liquidity, and reduced cash-to-manifold periods, which has a usual industry-level current ratio of 1.5 (Vrbka and Rowland, 2019). The gap shows that General Electronics has an inferior position in managing financial resources and in reacting to the forces of the market.
[bookmark: _Toc214660034]
2.4 Corporate Failure Prediction
To determine financial distress risk of General electronics, the Z Altman score is used; it is a model that has been used extensively to predict bankruptcy of corporate. The Z -Score can be detailed as shown in the following formula:
Z = 1.2 x X1+ 1.4 x X2+3.3 x X3+0.6 x X4+1.0 x X5
Where:
•	X1: Working Capital / Total Assets
•	X2: Retained Earnings / Total Assets
•	X3: Earnings before Interest and Taxes (EBIT) / Total Assets
•	X4: Market Value of Equity / Total Liabilities
•	X5: Sales / Total Assets
[image: ]
Figure 6: Calculation Table for Altman Z-Score (2020-2024) (Author)
Results of the Z-score with General Electronics show a growing danger of bankruptcy. The 2020 to 2022 Z-scores used by the company were above 1.8, and hence, they lie in the safe zone (1.5530 in 2020, 1.5741 in 2021, and 1.5741 in 2022). On the other hand, the Z-score dropped to 1.2990 in 2023 and 1.3309 in 2024, indicating the movement into the grey zone. This observed deterioration is an indicator of economic weakness because the grey zone is empirically linked to a formidable likelihood of going into bankruptcy without any corrective action. The negative profits before interest and taxes posted by the company in 2023 and 2024, as well as the growing debt costs and the declining profits, suggest that there might be some operational procedures and financial misjudgment practices that could be causing the witnessed decline. The changes should be financial restructuring and strategic interventions that should be carried out immediately in order to avoid further decline and eliminate the risk of entering the zone of distress.
[bookmark: _Toc214660035]3.0 Working Capital Management Analysis 
[bookmark: _Toc214660036]3.1 Cash Conversion Cycle (CCC) Analysis
One important measure of liquidity management is Cash Conversion Cycle (CCC); it is the effectiveness with which General Electronics is converting its working capital into cash. The CCC requires calculation of three different components, including Days Inventory Outstanding (DIO), Days Sales Outstanding (DSO), and Days Payables Outstanding (DPO).
· DIO is used to receive the average stock days on which a product will remain in stock before being sold and it has grown to 103.12 days in 2024 as compared to 94.74 days in 2023. It means that it takes General Electronics more time to turnover its inventory (Kumar Saxena, 2014).
· DSO is a metric that indicates how much time it takes to get the payments of the clients and should this increase to 105.54 days in 2024, as opposed to 97.74 days in 2023 which implies that customers are taking a longer time to pay the invoices (Singh and Kumar, 2014).
· DPO is used to determine the average number of days spent on paying suppliers and also rose to 93.60 days in 2024 and this means that General Electronics is slowing payments which might cause tension with suppliers and eventually damage supplier relationships (Ceylan, 2020).
The 2024 CCC was 115.06 days, which indicates a slowness of the cash flow cycle compared to previous years. This extension of the cycle indicates that there is a bottleneck in the collection of receivables and inventory turnover, which may have a negative impact in terms of liquidity (Kumar Saxena, 2014). A continuous increase in DSO and DIO alongside the extension of DPO is an indicator of working capital management inefficiencies.
[bookmark: _Toc214660037]3.2 Working Capital Efficiency
Over the last few years, General Electronics has shown inefficiency in the usage of working capital. The increasing days inventory outstanding (DIO) and days sales outstanding (DSO) indicate the assets, especially inventory and receivables, are not turned into cash as quickly as they can. The given trend can be explained by the excess of holding inventory or very slow collection procedures. The inventory turnover is lower than the optimal levels, which means that the company is storing inventory for a long period of time (Shtefan and Elizarova, 2018).
The liquidity-profitability trade-off is reflected in the financial performance of General Electronics. The company holds high inventory and receivables, and therefore it paralyses cash and liquidity, and the profitability is impaired as there are increasing operational costs and it suffers a reduction in sales (Kang et al., 2017). As a result, the working-capital management could be improved, i.e., by decreasing the inventory amounts or tightening the credit policies to speed up the collections.
[bookmark: _Toc214660038]3.3 Improvement Strategies
In a bid to overcome working capital inefficiencies, General Electronics needs to adopt a number of measures to increase liquidity as well as to lower the number of bottlenecks:
· Credit Policy: Day sales outstanding (DSO) can be decreased by tightening the credit policy and putting more demanding conditions on customers in terms of payments. Promotion of prompt collections can be funded by the introduction of early-payment discounts or the provision of extended terms to customers who maintain a good record of prompt payments (Ramezani et al., 2002).
· Inventory Control: It is advisable to control the inventory by adopting just-in-time (JIT) practices or demand-forecasting systems to ensure the reduction in the number of days inventory outstanding (DIO) and the increase in the number of inventory turnovers. Automated replenishment and advanced tracking systems will eliminate the shortage of stock and reduce wastage (Haka, 2006).
· Payables Management: It may be possible to unlock cash through the selective extension of days payable outstanding (DPO), although supplier relations should not be damaged. The ability to negotiate good-paying conditions with suppliers, especially those of the essential parts, will provide short-term liquidity advantages (Popp et al., 2010).
· Technology Integration: The integration of digitisation of the supply chain and the use of enterprise resource planning (ERP) systems will be able to streamline processes, improve forecasting levels, and improve the efficiency of inventory management, accounts receivable, and accounts payable (Ceylan, 2020).
[bookmark: _Toc214660039]3.4 Financing Options Comparison
General Electronics ought to adopt both long-term and short-term financing providers to solve its liquidity problems:
· Short-term financing: This can be used to supply the necessary liquidity to bridge working capital shortages using short-term credit sources such as bank overdraft and trade credit. These are the best choices to fill the cash flow gap in the short term, but they are more expensive, especially when the terms of trade credit are strict (Mandal and Al-ahdal, 2018).
· Long-Term Financing: Long-term debt would reduce dependency on short-term debt by offering a more stable capital base through equity financing and bonds. Equity financing reduces the ownership, although, unlike bonds, it does not accrue any interest (Campello, 2015). Bonds can be more appropriate when interest rates are low, whereas equity financing can be used to minimise leverage and interest coverage.
Given the financial difficulties of the company, the financial mix of trade credit as an instant source of liquidity and equity funding as a long-term stabiliser could be the best choice. Such sources of finance are associated with the liquidity position of General Electronics and also minimise the risks of over-leveraging.
[bookmark: _Toc214660040]4.0 Strategic Financial Restructuring Plan 
[bookmark: _Toc214660041]4.1 Diagnosis of Structural Issues
General Electronics has been experiencing gross underperformance, which has been mainly as a result of high operating costs, unrealistic debt load, and inefficiency of the assets. These problems have literally led to the loss of profitability and financial troubles of the company.
[bookmark: _Toc214660042]4.1.1 High Operating Expenses
It has increased operating costs which can be attributed to high labor costs, costs of raw materials and also overhead costs and even though revenues have been relatively steady, the increase in costs has reduced profit margins and the negative operating income in 2023 and 2024. This reflects the cost of an increase in fixed costs and these difficulties could be linked to the ineffectiveness of the production processes, the use of inefficient technology, and lack of effective cost-controlling tools (Ong et al., 2011). These are the factors that hinder the ability of the firm to maintain profitability thus increasing financial distress.
[bookmark: _Toc214660043]4.1.2 Debt Load
The growing dependence on debt by General Electronics has been negative. In 2024, the debt-to-equity ratio increased to 1.11, which is an indication of increased financial leverage and risk. Although a certain amount of debt is needed to grow the company, the interest coverage ratio has been negative, especially in 2024 (-4.55), which implies that the company has been unable to cover the interest payments on the basis of operating income (Oki and Sivaruban, 2016). This has increased the liquidity pressures, which have restricted the potential of the company to reinvest in its operations or to carry out growth strategies.
[bookmark: _Toc214660044]4.1.3 Asset Inefficiency
The company has not been making good use of its assets. There is poor inventory turnover, and the days' sales outstanding (DSO) has gone up, meaning that the company has a backlog of receivables (Harris and El-Massri, 2011). This waste in asset management ties up cash that can be used to enhance liquidity or decrease debt.
[bookmark: _Toc214660045]4.2 Restructuring Options
In order to solve these structural problems, there are some viable restructuring alternatives that should be looked at. These alternatives may be divided into operational, financial, and strategic activities.
[bookmark: _Toc214660046]4.2.1 Operational Restructuring
Cost Rationalisation: Profitability can be regained by reducing operating costs through automation and optimising the process, as well as cutting costs in non-essential areas. These involve the process of selective layoffs, outsourcing non-core services and functions, and renegotiation of supplier contracts to achieve more favourable conditions (Awomewe and Ogundele, 2008). Through increasing operational efficiency, General Electronics can reduce its cost base without reducing its output.
Asset Utilisation: Asset turnover will be improved through the enhancement of stock management and debt collection. Just-in-time (JIT) inventory control would minimise inventory and carrying costs, whereas stricter credit procedures would speed up the collection process and decrease the days sales outstanding (Bierman, 2020).
[bookmark: _Toc214660047]4.2.2 Financial Restructuring
Equity Injection: Its capitalisation would lead to fewer debts and better liquidity of the company. This may be through the issue of new shares or by attracting the attention of the private-equity investors. It would also give the company the much-needed capital to stabilise its finances, although at the expense of existing shareholders (Sun et al., 2014).
Debt Refinancing: By refinancing current debt, it can serve to extend the term of obligation, reduce interest rates, or even restructure payment schedule to relieve liquidity pressure for the short term. The company would have more space to operate, and it would have cash to reinvest back.
Divestiture and Merger: Selling non-essential properties or unsuccessful companies can raise immediate cash and refocus business efforts on areas of business operations. A merger with a more powerful competitor could enable General Electronics to expand operations, lower expenses, and improve its market position.
[bookmark: _Toc214660048]4.2.3 Strategic Restructuring
The main objective of strategic restructuring is high-margin products and services and as a result, General Electronics is able to compensate low-margin or weak performing business activities. As it is a well-known fact that restructuring of portfolio makes business operations lean, so for that reason the operational effectiveness would be increased and along with that this will enhance the company’s presence in the market.  With a focus on digital transformation strategies and in addition to that the use of new-age digital technologies, It must be made mandatory to enhance customer experience however, by using a strong online strategy the establishment of penetration within the e-commerce industry will create more sources of income which increased profitability, as a result of such an increase and the lower cost of operation will improve General Electronics competitive position in such a dynamic market.
[bookmark: _Toc214660049]4.3 Evaluation of Impact
The impact of the proposed restructuring strategies on key financial metrics should be evaluated as follows:
Table 1: Evaluation of Restructuring Measures and Their Impact on Key Financial Metrics (Author)
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[bookmark: _Toc214660050]4.4 International and Ethical Considerations
In the company's quest to undertake financial restructuring, General Electronics ought to consider the effects of international taxation and currency risk, especially in cases where businesses cut across different jurisdictions. Disagreements in tax regimes may have a significant effect on the efficacy of restructuring tools, e.g., mergers or equity injections. At the same time, currency volatility can have an impact on the profitability of foreign businesses, in particular, when a significant percentage of income is brought to the home market (Stefko et al., 2019).
Moreover, the social responsibility of the company (CSR) and its corporate governance are some of the important aspects that will come into the restructuring process. Ethical governance systems and an evident sense of sustainability have become a significant topic to both stakeholders, including investors as well as consumers. Sustainable practice through restructuring will not only provide a better image to people but also help the company adapt to the current trends in sustainability in the world.
[bookmark: _Toc214660051]4.5 Suggested Restructuring Way
The operational, financial, and strategic interventions are most likely to be combined in the most feasible restructuring pathway. It should focus on cost rationalisation to increase profitability in the near term, capital injections to reduce indebtedness, and a portfolio repositioning to focus on more profitable channels. Such efforts should be supported by a digital transformation that strengthens the long-term growth opportunities. These measures would enable General Electronics to stabilise its financial position, increase shareholder value, regain its competitive position, and maintain ethical governance principles.
[bookmark: _Toc214660052]5.0 Investment Appraisal and Capital Budgeting 
This section seeks to evaluate three investment projects (A, B, and C) using well-known investment appraisal methods, that is, Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). Based on these reviews, I will advise the project that will be most appropriate to General Electronics, considering the capital rationing limit of the company at 60 million pounds and its financial health ratio, which includes its profitability, liquidity, and risk.
[bookmark: _Toc214660053]5.1 Investment Data and Assumptions
The proposed projects, their cash flows, and other relevant details are summarised below:


Table 2: Investment Data for Project A, B, and C (Author)
	Project
	Initial Investment (£m)
	Year 1-5 Net Cash Inflows (£m)

	Project A
	40
	£10m, £12m, £14m, £10m, £8m

	Project B
	30
	£6m, £6m, £6m, £6m, £6m

	Project C
	50
	£5m, £10m, £20m, £25m, £15m



Assumptions:
· Discount Rate: 10%
· Depreciation: Straight-line depreciation to zero over five years
· Capital Budgeting Constraint: Only £60 million is available for investment
[bookmark: _Toc214660054]5.2 Computation and Evaluation
[bookmark: _Toc214660055]5.2.1 Project A
The net present value of Project A also includes a figure of 1.324 million pounds which implies that the project will be expected to produce a positive cash flow which is higher than the necessary required amount of yield.
Table 3: Cash Flow Summary (Author)
	Project A

	Year
	(£m)
	 (£m)
	Discount Factor (10%)
	 

	0
	-40
	-40
	1
	 

	1
	10
	-30
	0.909090909
	9.090909091

	2
	12
	-18
	0.826446281
	9.917355372

	3
	14
	-4
	0.751314801
	10.51840721

	4
	10
	6
	0.683013455
	6.830134554

	5
	8
	14
	0.620921323
	4.967370584

	
	
	
	
	





Table 4: Investment Evaluation Metrics (Author)
	 
	 

	PV
	41.32417681

	Outlay
	40

	NPV
	1.324176814

	IRR
	11.33%

	ARR
	7.00%

	PI
	35.00%

	Payback
	3.40

	 
	3 years 2.8 Months



Table 5: Project A Evaluation (Author)
[image: ]
Project A's Net Present Value (NPV) is equal to £1.32 monetary worth, and this means that the project will produce more than the initial investment, and thus this project is a feasible investment (Harris and El-Massri, 2011). The discount rate of 10 is less than the Internal Rate of Return (11.33) of the project, which is an additional step to understand that the project is profitable. An Accounting Rate of Return (ARR) of 7% indicates a comparatively small payback on investment when compared with other projects, but it is still a sign of positive performance (Bierman, 2020). The Profitability Index (PI) of 1.35 illustrates that out of every 1 pound that will be invested, the company will reap 1.35 of it in present value terms, and hence, it will be profitable. Also, the payback time of 3.4 returns and years (or about 3 years and 2.8 months) demonstrates that the project will be able to pay back in a relatively short time in accordance with the liquidity needs of the firm. Project A is a good investment opportunity as a whole with good returns and reasonable risk.
[bookmark: _Toc214660056]5.2.2 Project B
Project B presents a financial risk that can be discerned to General Electronics. The Net Present Value (NPV) data indicates that it is at negative -7.255 million and thus, it would be encroaching value instead of creating it.
Table 6: Cash Flow Summary (Author)
[image: ]
Table 7: Investment Evaluation Metrics (Author)
	 
	 

	PV
	22.74472062

	Outlay
	30

	NPV
	-7.255279384

	IRR
	0.00%

	ARR
	10.00%

	PI
	0.00%

	Payback
	5.00

	 
	5 years 



Table 8: Project B Evaluation (Author)
[image: ]
Project B in this analysis shows a negative net present value of -7.26M, which shows the failure of the project to pay its start-up investment. Its internal rate of return is 0.00, which means that the project does not produce any returns higher than the discount rate and, therefore, does not meet the minimum required rate of return (Bierman, 2020). Despite the accounting rate of return being 10 per cent, the negative NPV nullifies its suitability as a justification for the investment. Profitability is not greater than 0, which means that a net positive economic value is generated at each pound, or rather, the investment produces zero of it (Drury and Tayles, 1997). The payback period of five years is a lengthy recovery time, and, thus, this risk profile of investment increases. With this in mind, Project B cannot be considered an attractive investment, as it has low financial performance and high risk.
[bookmark: _Toc214660057]5.2.3 Project C
Project C is viewed as the best project in terms of the financial performance.
Table 9: Cash Flow Summary (Author)
[image: ]
Table 10: Investment Evaluation Metrics (Author)
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Table 11: Project C Evaluation (Author)
[image: ]
Project C is considered a desirable investment project based on the net present value, for which the figure is 4.23 million pounds, proving that the value of the investment generated more than what was required to invest in the project (Haka, 2006). The internal rate of return of 12.72 per cent exceeds the required discount rate of 10 per cent, meaning that it is a high-profitability level. The accounting rate of return of 10 per cent denotes a medium-range profit of the investment, whereas the profit-investment ratio of 1.50 suggests that every 1 pound of investment capital does generate 1.50 of the present-value payoffs, which also helps to support the profitability of the project (Pervan, 2018). The payback period is estimated to be 3.6 years (a combination of 3 years and 7.2 months), which means that the payback period of this project will cover the initial investment within a fairly reasonable time period. All in all, Project B gives a good combination of profitability, a corresponding payback period, and sound risk management, and thus is a good choice of investment under the capital rationing constraints.
[bookmark: _Toc214660058]5.3 Comparative Analysis of Project Viability
When comparing Projects A, B and C, it is possible to discuss a number of fundamental differences regarding profitability, risk and cash-flow dynamics.
Table 12: Comparison of Investment Projects: Project A, B, and C (Author)
[image: ]
Project A demonstrates the high net present value (£9.48 million) and the internal rate of return at 22.5 per cent, which are indicative of a high level of profitability and a low payback period of 3.57 years. However, the average rate of return of 7 per cent is relatively low in terms of profit in comparison to the capital invested. The major risk of Project A is the volatility of the cash-flow profile, as they are highly concentrated in the first few years.
Project B would yield a positive net present value of 6.37 million dollars and a rate of return of 18 per cent, but the payback period will take five years. Its cash-inflow patterns are not volatile and even weaker compared to those of Projects A and C, 6.37 m, but this could be dangerous in case the company needs more immediate gains. The 20% average rate of return implies a higher profitability; however, the rate of change of cash flow is less than that of Project A, which indicates more predictable returns.
Project C shows a maximum average rate of return of 30 per cent, with its cash inflows being recorded in later years, hence producing a payback period of five years. Its Net present value (NPV) of 9.21 is the second best, but what makes the cash flow timescale the main risk is the fact that higher inflows of funds become a reality later; this may hamper liquidity.
Project A seems to represent the most moderate balance between profitability and the timing of cash flow; Project B seems to be more conservative but can afford a more substantial risk of cash flow fluctuation. Project C yields greater returns and has increased risk, which can be explained by the time value of money.
[bookmark: _Toc214660059]5.4 Capital Rationing Decision (≤ £60m Budget)
With the capital limit of 60 million UK, the ideal investment portfolio must focus on maximization of net present value (NPV) with risk factor consideration being made. Project A serves as a better alternative to project B because it provides the best NPV of 9.48 million pounds and an appealing internal rate of return at 22.5 pounds per cent, hence making it the perfect choice. Its short payback period of 3.57 years also increases its attractiveness by making it easier to recoup the starting cost in a shorter period of time (Wilson, 2023). Project B has a positive NPV of £6.37 million and a relatively low IRR of 18 percent, indicating that they indicate good but not great returns, although the longer payoff period of 5 years makes it less competitive than Project A, despite having a payoff within the commercial envelope and the stable payoff (Ceylan, 2020).
Project C also meets the budgetary constraint, but it is not considered, as the entry cost is an enormous 50 million pounds. It has a higher accounting rate of return (ARR) of 30 percent, but the concentration of its cash flows in its later years in the project enhances cash-flow risk and liquidity issues. In turn, Project B becomes the option of choice due to a higher value and an acceptable risk profile.
Recommendation: Use the entire amount of £40 million for project A, leaving a net of 20 million, and it can help to enhance the maximum returns of finances and leave strategic options open.
[bookmark: _Toc214660060]5.5 Strategic Fit and Financial Justification
This goal is in line with the idea of increasing profitability and regaining the balance sheet of the company, which represents the goal of Project A by General Electronics. Its net present value (£9.48 million) and internal rate of return (22.5 per cent) make the proposal the most appealing investment opportunity with a high level of returns in a comparatively short payback period of 3.57 years (Kang et al., 2017). This project helps in the restructuring of the company as it will create sources of cash early on, which can then be reinvested to stabilise operations, as well as to reduce debt obligations. Besides, its healthy profitability ratios are associated with the necessity to enhance financial performance and achieve sustainable growth. Picking Project A thus leads to better shareholder value and reduced financial distress, thus contributing to the long-term recovery and profitable goals of General Electronics.
[bookmark: _Toc214660061]5.6 Sensitivity or Risk Discussion
A variation in the discount rate of 2.2 per cent will have a significant impact on the net.2 present value of both projects. In the case of Project A, where the discount rate is 10.0percent, the NPV at 8 and 12 per cent will be £11.23 and 7.47 million, respectively. With Project B, NPV will move to 7.72 (8) million and 5.15 (12) million. Net NPV of project C becomes, respectively, 0.107m and 0.0822m. These findings help to understand that Project A will resist the changes in the discount rate the most, and the performance will still be excellent despite slight changes in the cost of capital (Smith, 2022).


[bookmark: _Toc214660062]6.0 Recommendations
As it has been concluded as a result of the financial analysis and investment appraisal, the following recommendations are suggested to General Electronics:
1. Redesign Operations: Cost rationalisation should be implemented immediately in order to reduce operational inefficiencies in the company. Automation and optimisation of production processes will help in controlling the soaring operational expenses and improving profitability.
2. Project Selection: Project A should be selected, given the capital rationing constraint, given that it has a favourable payback period of 3.4 years, a positive net present value (£1.32 million), and a high internal rate of return (11.33 per cent), signifying sustainability in the return on investment. Project C is also a very appealing alternative due to its profitability index of 50 and the internal rate of return amounting to 12.72 per cent; however, the fact that it is more expensive than Project A makes it less appealing.
3. Liquidity Management: Enhance working-capital liquidity management through strengthened credit policies and low inventory levels in order to enhance cash flow. Research on both short-term and long-term funding sources to deal with liquidity issues.
These initiatives must help stabilise the financial status of General Electronics and help it provide growth opportunities in the future.
	


[bookmark: _Toc214660063]7.0 Conclusion	
The report has covered the financial position of General Electronics, management of working capital, working capital, and general investment opportunities in detail. The performance of the company has been highly strained, as it is typified by falling profitability, liquidity problems, and high debt levels. Project A should be chosen as the best investment choice based on the capital limitation or constraint available, considering its better NPV (£9.48 million) and IRR (22.5 per cent), which gives the best mix of profitability, acceptable risk, and payback period. The financial restructuring strategy (cost rationalisation, debt refinancing, and digital transformation) will also serve to strengthen the profitability and the financial stability of the company in the long run. These steps would help General Electronics to overcome the financial problems and increase shareholders' value and market competitiveness.
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Current Ratio	2024	2023	2022	2021	2020	1.53195064785743	1.60629359346688	1.56158042804414	1.55519473031132	1.82075093309565	Quick Ratio	2024	2023	2022	2021	2020	1.03062713609744	1.05851763596197	0.914012371057822	0.934913071355755	1.14986908807309	Cash Ratio	2024	2023	2022	2021	2020	0.169201028485511	0.265290292153797	0.308306347673844	0.2805195883517	0.318383376970642	



Earnings Per Share (EPS)	2024	2023	2022	2021	2020	-93.4980544747082	-388.292490118577	1.628	21.4615384615385	158.081967213115	Book Value Per Share	2024	2023	2022	2021	2020	595.739299610895	707.193675889328	1073.624	1117.2024291498	1284.02049180328	2024	2023	2022	2021	2020	



Asset Turnover	2024	2023	2022	2021	2020	1.22119720182834	1.18148379192519	1.07653873846355	1.17880740200804	1.20456995042035	Gross Profit Margin 	2024	2023	2022	2021	2020	0.288680836408115	0.232033240022166	0.280592758005052	0.287592129015529	0.286744322248975	Operating Profit Margin	2024	2023	2022	2021	2020	-0.0387384489932359	-0.202876869691788	0.0268041882926056	0.0386517996948148	0.0606282943970847	ROA	2024	2023	2022	2021	2020	-0.0743117450224831	-0.276048691664419	0.000807278598389806	0.0103870300265701	0.0755883909149699	ROE	2024	2023	2022	2021	2020	-0.156944580516639	-0.54906103286385	0.00151635954486859	0.0192100714262418	0.123114832062458	
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 Ratios 2024 2023 2022 2021 2020

Current Ratio 1.53 1.61 1.56 1.56 1.82

Quick Ratio 1.03 1.06 0.91 0.93 1.15

Cash Ratio 16.92% 26.53% 30.83% 28.05% 31.84%

Liquidity Ratios
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 Ratios 2024 2023 2022 2021 2020

Inventory Turnover 3.54 3.85 3.42 3.12 3.44

Days Inventory Outstanding (DIO) 103.12 94.74 106.78 116.95 106.11

Days Sales Outstanding (DSO) 105.54 97.74 75.55 78.40 76.86

Days Payables Outstanding (DPO) 93.60 64.47 66.72 78.95 69.29

Cash Conversion Cycle (CCC) 115.06 128.02 115.61 116.39 113.67

Efficiency Ratios
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 Ratios 2024 2023 2022 2021 2020

Debt Ratio 0.53 0.50 0.47 0.46 0.39

Debt-to-Equity Ratio 1.11 0.99 0.88 0.85 0.63

Interest Coverage Ratio -4.55 -19.69 6.61 41.08 26.21

Gearing Ratio
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2024 2023 2022 2021 2020

Earnings Per Share (EPS) -93.50 -388.29 1.63 21.46 158.08

Book Value Per Share 595.74 707.19 1073.62 1117.20 1284.02

Investment Ratios
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Year X1 X2 X3 X4 X5 Z-Score Calculation

Z-

Score

2020

0.2887 0.6369 0.073 0.0034 1.2046

Z=1.2×0.2887+1.4×0.6369+3.3×0.0730+

0.6×0.0034+1.0×1.2046=1.5530

1.553

2021

0.2358 0.6472 0.0456 0.0004 1.1788

Z=1.2×0.2358+1.4×0.6472+3.3×0.0456+

0.6×0.0004+1.0×1.1788=1.5441

1.5441

2022

0.2411 0.6559 0.0289 0 1.0765

Z=1.2×0.2411+1.4×0.6559+3.3×0.0289+

0.6×0.0000+1.0×1.0765=1.5741

1.5741

2023

0.2745 0.6532 -0.2397 -0.0109 1.1815

Z=1.2×0.2745+1.4×0.6532+3.3×−0.2397

+0.6×−0.0109+1.0×1.1815=1.2990

1.299

2024

0.2604 0.6446 -0.0473 -0.0028 1.2212

Z=1.2×0.2604+1.4×0.6446+3.3×−0.0473

+0.6×−0.0028+1.0×1.2212=1.3309

1.3309
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PV Outlay NPV IRR ARR PI Payback

41.324177 40 1.324176814 11.33% 7.00% 35.00% 3.43 years 2.8 Months


image12.emf
Year (£m)  (£m)

Discount Factor (10%)

0 -30 -30

1

1 6 -24

0.909090909 5.454545455

2 6 -18

0.826446281 4.958677686

3 6 -12

0.751314801 4.507888805

4 6 -6

0.683013455 4.098080732

5 6 0

0.620921323 3.725527938

Project B
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PV Outlay NPV IRR ARR PI Payback

22.744721 30 -7.255279384 0.00 0.1 0 5
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Year (£m)  (£m)

Discount Factor (10%)

0 -50 -50

1

1 5 -45

0.909090909 4.545454545

2 10 -35

0.826446281 8.26446281

3 20 -15

0.751314801 15.02629602

4 25 10

0.683013455 17.07533638

5 15 25

0.620921323 9.313819846

Project C
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PV 54.2253696

Outlay 50

NPV 4.225369603

IRR 12.72%

ARR 10.00%

PI 50.00%

Payback 3.60

3 years 7.2 Months
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PV Outlay NPV IRR ARR PI Payback

54.22537 50 4.225369603 0.127197634 0.1 0.5 3.6 3 years 7.2 Months
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Project PBP ARR

NPV 

(£m)

PI (%)

IRR 

(%)

Project A

3 Years 4.8

Months

7.00% 1.324 35.00% 11.33%

Project B 5 Years 0.00% -7.255 0.00% 0.00%

Project C

3 Years 7.2

Months

10.00% 4.225 50.00% 12.72%


image18.emf
2024 2023 2022 2021 2020

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

Cost of sales -280,885 -322,897 -390,459 -428,586 -438,424

Gross profit 113,994 97,560 152,292 173,016 176,256

Operating expenses 129,291 182,861 137,744 149,763 138,989

Operating income (loss) -15,297 -85,301 14,548 23,253 37,267

Interest income (expenses) -3,361 -4,332 -2,200 -566 -1,422

Other income (expenses) 60 -2,621 -955 -6,607 8,060

Income (loss) before provision for income taxes -18,598 -92,254 11,393 16,080 43,905

Income taxes -5,431 -5,984 -10,986 -10,779 -5,333

Net income (loss) -24,029 -98,238 407 5,301 38,572

Basic (£) -1.85 -7.64 0.03 0.39 2.78

Diluted (£) -1.85 -7.64 0.03 0.39 2.72

Basic 12,959 12,855 12,703 13,465 13,893

Diluted 12,959 12,855 12,779 13,742 14,166

Consolidated Income Statement (£m)

Earnings (loss) per share

Shares used in computing earnings (loss) per share
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2024 2023 2022 2021 2020

Assets

Current assets

Cash and cash equivalents 26,783 42,751 66,740 60,813 57,153

Accounts receivable 114,182 112,596 112,346 129,215 129,433

Contract assets 10,346 4,240 7,996 5,012 9,685

Inventories 79,355 88,273 140,181 134,469 120,430

Other current assets 9,478 7,325

Income tax receivable 2,350 3,666 4,130 348 3,314

Total current assets 242,494 258,851 338,040 337,146 326,843

Property, plant, and equipment, net 34,207 44,619 62,791 74,647 87,285

Intangible assets 24,038 25,349 24,470 20,169 19,710

Operating lease right-of-use assets 14,322 18,693 21,599 19,847 19,522

Deferred income taxes 6,425 6,787 6,242 7,729 5,564

Other assets 1,868 1,573 1,936 2,347 2,752

Total assets 323,354 355,872 504,163 510,348 510,290

Liabilities and Equity

Current liabilities

Accounts payable 72,031 57,033 71,373 92,707 83,229

Lines of credit 36,960 55,000 88,000 56,000 20,000

Accrued compensation 20,927 20,305 20,904 24,217 28,931

Accrued sales discounts, rebates and royalties 5,204 5,796 6,477 9,286 10,758

Other accrued liabilities 21,008 21,181 24,134 30,840 33,057

Total current liabilities 158,291 161,148 216,473 216,787 179,510

Long-term liabilities

Operating lease obligations 9,232 12,560 15,027 14,266 13,681

Deferred income taxes 1,931 1,992 2,724 2,394 1,913

Income tax payable 72 435 723 939 1,054

Other long-term liabilities 723 817 810 13 539

Total liabilities 170,249 176,952 235,757 234,399 196,989

Shareholders' equity

Preferred stock

Common stock 257 253 250 247 244

Paid-in capital 344,697 336,938 326,839 314,094 302,084

Treasury stock -371,930 -369,973 -368,194 -355,159 -295,495

Accumulated other comprehensive income (loss) -28,350 -20,758 -21,187 -13,524 -18,522

Retained earnings 208,431 232,460 330,698 330,291 324,990

Total shareholders' equity 153,105 178,920 268,406 275,949 313,301

Total liabilities and equity 323,354 355,872 504,163 510,348 510,290

Consolidated Financial Position (£m)


image20.emf
2024 2023 2022 2021 2020

Cash flows from operating activities

Net income (loss) -24,029 -98,238 407 5,301 38,572

Adjustmentstoreconcilenetincome(loss)tonetcash

provided by (used for) operating activities

Depreciation and amortization 18,058 22,927 24,033 26,747 29,735

Provision for credit losses 1,081 70 -182 332

Deferred income taxes -256 -1,149 1,377 -1,560 -478

Shares issued for employee benefit plan 1,063 1,293 1,199 1,092 1,136

Employee and director stock-based compensation 6,700 8,809 10,013 9,969 9,122

Impairment of goodwill 49,075

Impairment of long-lived assets 333 7,963 2,888 3,338 134

Changes in operating assets and liabilities

Accounts receivable and contract assets -12,174 5,040 12,765 2,007 14,884

Inventories 6,239 51,458 -9,913 -14,985 28,295

Prepaid expenses and other assets 764 2,860 -917 -630 -245

Accounts payable and accrued liabilities 15,733 -21,379 -28,670 870 -33,543

Accrued income taxes 1,310 -3,539 -2,074 2,860 -6,486

Net cash provided by (used for) operating activities 14,822 25,190 10,926 40,283 73,392

Cash flows from investing activities

Purchase of term deposit -7,487

Redemption of term deposit 7,803

Acquisition of the net assets -939

Acquisition of property, plant and equipment -4,572 -8,116 -14,006 -12,586 -16,862

Acquisition of intangible assets -3,856 -5,761 -6,579 -4,455 -6,372

Net cash provided by (used for) investing activities -8,428 -13,877 -21,208 -17,041 -23,734

Cash flows from financing activities

Borrowings under lines of credit 102,193 78,000 133,000 112,000 75,000

Consolidated Cash Flow Statement (£m)
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Item 2024 (£000) 2023 (£000) 2022 (£000) 2021 (£000) 2020 (£000)

Repayments on lines of credit -120,000 -111,000 -101,000 -76,000 -123,000

Proceeds from stock option exercised 1,536 1,638 2,805

Treasury stock purchased -1,957 -1,779 -13,035 -59,664 -17,678

Net cash provided by (used for) financing activities -19,764 -34,779 20,501 -22,026 65,964

Effect of foreign currency exchange rate changes on 

cash and cash equivalents

-2,598 -523 -4,292 2,444 -843

Net increase (decrease) in cash and cash equivalents -15,968 -23,989 5,927 3,660 -17,149

Cash and cash equivalents at the beginning of period 42,751 66,740 60,813 57,153 74,302

Cash and cash equivalents at the end of period 26,783 42,751 66,740 60,813 57,153
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 Ratios 2024 2023 2022 2021 2020

Asset Turnover 1.22 1.18 1.08 1.18 1.20

Gross Profit Margin  28.87% 23.20% 28.06% 28.76% 28.67%

Operating Profit Margin -3.87% -20.29% 2.68% 3.87% 6.06%

ROA -7.43% -27.60% 0.08% 1.04% 7.56%

ROE -15.69% -54.91% 0.15% 1.92% 12.31%

Profitability Ratios


