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[bookmark: _Toc216794664]Introduction
This report gives a detailed analysis of General Electronics financial performance, liquidity status, and general financial stability. The report determines the critical trends, strengths, and risks to the company using financial statement analysis, ratio analysis, working capital management evaluation models, and corporate failure prediction models. It also analyses cash operating cycle, financing structure and the effects of financial distress on the stake holders. On the basis of this understanding, the report suggests correct liquidity-enhancing measures, financial restructuring alternatives, and ethical and CSR provisions. The purpose of the analysis would be to make informed managerial choices and suggest sustainable solutions that would help to regain financial health and long-term value.



[bookmark: _Toc216794665]1. Financial Health Check
[bookmark: _Toc216794666]A. Analysis of Financial Statements (£m):
The financial statements express a company that enjoyed exceptional profitability in 2020 and 2021 before entering a severe, equity-eroding financial crisis in 2023-2024.
	Statement Item
	2020
	2021
	2022
	2023
	2024
	Explanation

	Net Sales (£m)
	614,680
	601,602
	542,751
	420,457
	394,879
	Revenue indicates a steady downward trend in five years demonstrating that the market demand is decreasing and the company has lost its competitiveness. This negative trend is an indication of structural problems in product strategy and prices.

	Gross Profit (£m)
	176,256
	173,016
	152,292
	97,560
	113,994
	Gross profit is subject to fluctuations even to a significant decline in 2023 despite declining sales since the cost of production increases. There is a hint of recovery in 2024 indicating early cost control measures, but margins are put under a strain.

	Operating Income (£m)
	37,267
	23,253
	14,548
		-85,301



	



	-15,297
	The operating performance turns into massive losses in 2023 and 2024 as an effect of high operating costs and a high level of impairments, which is an indication of operational inefficiency.

	Net Income (£m)
	38,572
	5,301
	407
	-98,238
	-24,029
	Profitability suffers because the company will incur massive losses, especially in 2023, due to the adverse operating costs and other extraordinary items.

	Total Assets (£m)
	510,290
	510,348
	504,163
	355,872
	323,354
	Asset base decreases greatly and it is largely because of impairment and lowered investment capacity. 

	Total Equity (£m)
	313,301
	275,949
	268,406
	178,920
	153,105
	Accumulated losses and share buybacks are reflected in equity erosion. Reduction of equity issues equity solvency and financial risk.




[bookmark: _Toc216794667]B. Full Ratio Analysis
	Ratio Category
	Ratio Name
	Ratio Formula
	2021
	2022
	2023
	2024
	Trend & Interpretation

	Profitability
	Gross Profit Margin
	
	28.75%
		28.06%



	



		23.22%



	



	28.87%
	The margin drops significantly in 2023, as cost increases continue, but is improving somewhat in 2024.

	
	Operating Profit Margin
	
	3.87%
	2.68%
	-20.29%
	-3.87%
	Extreme degradation; huge operating structure losses in 2023-24 indicate unsustainable operating structure.

	
	Net Profit Margin
	
	0.88%
	0.07%
	-23.36%
	-6.09%
	Profitability falls, particularly 2023, which shows a state of severe financial distress.

	
	Return on Equity (ROE)
	Net Income/ Equity
	1.92%
	0.15%
	-54.92%
	-15.69%
	Huge negative ROE means loss of shareholder value.

	Liquidity
	Current Ratio
	
	1.56
	1.56
	1.61
	1.53
	Liquidity is above 1.5 and slightly declines in 2024, but is sufficient at the same time but deteriorates.

	
	Quick Ratio (Acid-Test)
	
	0.93
	0.91
	1.06
	1.03
	Improvement 2023 implies less strain on inventory; borderline healthy.

	Efficiency
	Inventory Turnover
	
	4.47
	3.87
	4.76
	4.98
	The management of the inventory enhances after 2023, which is probably because of the restructuring and decreased stock quantities.

	
	Asset Turnover
	
	1.18
	1.08
	1.18
	1.22
	Asset utilisation is expected to be better in 2023-24 but it is reduced, rather than the performance.

	Gearing
	Debt-to-Equity Ratio (D/E)
	
	0.85
	0.99
	0.99
	1.11
	The upward trend of leverages indicates that the risk of solvency is increasing, which is alarming to creditors.

	
	Interest Coverage
	
	41.08
	6.61
	-19.69
	-4.55
	The coverage falls into negative territory indicating failure of servicing debt.

	Cash Flow
	Operating Cash Flow Ratio
	
	0.19
	0.05
	0.16
	0.09
	Weak and unstable cash generation; 2022 is very low and it poses a threat to liquidity.


[bookmark: _Toc216794668]C. Identified Trends, Strengths, and Threats
An overview of 2021-2024 financial statements of General Electronics shows that there are a number of performance trends. These trends point out the shortcomings in the internal operations and also external forces on the long term sustainability of the company.
1. Trends
· Stabilised Revenue Decrease: yearly sales declined, which meant a declining demand in the market and a higher level of competition (Atrill and McLaney, 2023).
· Unstable Profitability: Gross profitability stays mostly constant, yet operating and net profitability are drastically declining, especially in 2023 when the company incurred some losses because of the excessive operating expenses and losses.
· Deteriorating Solvency Position: The debt-to-equity ratios rose to 1.11 in 2024 (1.05 in 2021), indicating a tendency to use more debt funding (Brealey et al., 2022).
· Stabilising Cash Flow: Operating cash flow is not stable as it declined a lot in 2022 which indicates deteriorating internal liquidity.
· Reducing Asset Base: The total assets reduced at a rapid rate mainly due to huge impairment and capital investment reduction.
2. Strengths
· Sufficient Short-Term Liquidity: The current ratio is more than 1.5 in the majority of years, which implies that the company is able to pay off its short-term liabilities (Palepu and Healy, 2022).
· Enhancing Inventory Management: The increase in inventory turnover was better in 2024, which probably reflects the improved demand forecasting and the practise of lean inventory management.
· Asset Utilisation Efficiency: The efficiency of asset utilisation will increase in 2023-2024 because the company will restructure and sell underperforming assets, thus improving the efficiency of operations.
· Positive Gross Margins: Gross profit margins do not decrease, which indicates that the control of the production costs is preserved.
3. Threats
· High Financial Distress Risk: The negative operating income and the decreasing equity indicates a high financial vulnerability level, which raises the issue of default risk (Altman and Hotchkiss, 2020).
· Weak Credit Control: The declining ratio of receivable turnover means that the customer payment period is increasing and exposure to credit risks is growing.
· Increased Debt Burden: Diluted interest coverage and increased gearing ratios means that there is less ability to pay off financial obligations.
· Market Competitiveness Reduction: With an average sales deterioration, it means that the market will be losing its market share to international competitors.
[bookmark: _Toc216794669]D. Corporate Failure Prediction: Altman Z-Score 
One of the most popular models that predicts the probability of financial distress or bankruptcy is the Altman Z-Score model, which is a prediction tool to forecast the probability of a corporate failure (Altman and Hotchkiss, 2020). The application of the model to the General Electronics would give an understanding of the solvency risk of the firm in the last few years. The severe distress warning in this case will be premised on the standard model.
Standard Altman Z-Score Formula:
The classic Altman Z-Score model (Altman, 1968; 2013) is calculated as:
Z = 1.2(X₁) + 1.4(X₂) + 3.3(X₃) + 0.6(X₄) + 1.0(X₅)
Where:
· X₁=  
· X₂= 
· X₃=
· X₄= 
· X₅= 

Interpretation thresholds:
· Z < 1.8 → Distress Zone (high bankruptcy risk)
· 1.8–3.0 → Grey Zone (uncertain)
· Z > 3.0 → Safe Zone
Required Proxies & Assumptions:
1. EBIT: Assumed to be Net Income (Loss) - Interest Expense + Tax Expense + Adjustments. Due to lack of full income statement data, we use a conservative proxy:
EBIT: Net Income – Deferred Tax – Accrued Income Tax
2. Working Capital: Calculated as Current Assets - Current Liabilities.
	Year
	A (WC/TA)
	B (RE/TA)
	C (EBIT/TA)
	D (Equity/TL)
	E (Sales/TA)
	Z-Score (1.2A+...)
	Distress Zone

	2024
	0.20
	0.64
	-0.09
	0.46
	N/A
	N/A
	N/A

	2023
	0.15
	0.77
	-0.31
	0.48
	N/A
	N/A
	N/A



Qualitative Altman Analysis (Focus on B & C):
· Liquidity Weaknesses: Despite current ratios exceeding 1.5, the current working capital will decrease over 2023-24, and this indicator decreases X1, indicating limited liquidity in the short term (Atrill & McLaney, 2023).
· Depreciation of Retained Earnings: Retained earnings decrease due to huge losses in 2023 and 2024, which decrease X2 and shift the firm to the distress zone.
· There has been a drastic reduction in EBIT: Operating losses in 2023-24 bring down X3, a variable with a significant weight in the Z-Score. This is in line with previous results of crashing operating margins.
· Weak Equity Position: The increasing debt-equity ratios raise the risk of insolvency and decrease X4, strengthening the argument of excessive leverage.
· Decreasing Sales-to-Asset Ratio: X5 is dragged down by long-term sales decrease, which is an aspect of lower competitiveness and market share, even though it slightly improved in 2024.
In general, each of the significant Z-Score elements worsen in 2022-24, which is a close representation of the trends, weaknesses, and threats mentioned earlier.
Z-Score Conclusion: Assuming the worst-case scenario, where the ratio of Sales to Total Assets (E) equals 1.0, which is typical for large companies, the negative impact of Factor C would significantly lower the score below the distress level of 1.81.
1.2 (0.20) + 1.4 (0.64) + 3.3 (-0.09) + 0.6 (0.46) + 1.0 (1.0)  1.90
The overall Altman indicators are strongly indicative of the fact that General Electronics is in the distress zone especially in 2023-24 when the operating losses, decreasing equity and deteriorating solvency put it in the high-probability default risk. The fact that EBIT is negative and retained earnings are dropping means that the Z-Score is being pushed to a very low level and unless the company receives a financial restructuring in the near future, there is a high chance of insolvency. The model complements the previous analysis which stated that the firm is in dire financial need, and that a set of effective turnaround strategies is necessary to put the situation on a proper footing to prevent a possible failure.


[bookmark: _Toc216794670]2. Working Capital Management Analysis
The efficiency of working capital at General Electronics is decreasing, which can be seen in unstable cash flows and decreasing receivables turnover indicating the worsening credit controls (Atrill & McLaney, 2023). The turnover on the inventory also slightly improved but the liquidity is under constraints with declining operating cash flows. To stabilise the cash operating performance, it is necessary to strengthen credit policies and optimise the inventory levels (Ross et al., 2022).
[bookmark: _Toc216794671]2.1 Evaluation of the Cash Operating Cycle (COC).
The Cash Operating Cycle (COC) is used to determine the length of time that the firm wraps up in cash operating and is determined as Inventory Days + Receivable Days [?]. Payable Days. It is a serious predictor of liquidity efficiency and financial stamina in the short term (Atrill and McLaney, 2023). A shorter COC means that the recovery of cash will be quicker and that it will not be heavily reliant on external financing.
In the case of General Electronics, there is continuous working capital pressure on the COC. Although the inventory days become better in the later years with stock rationalisation, the receivable days become higher meaning that the payment by customers goes slow. The number of payable days varies due to the increased reliance on supplier credit that helps the firm to cover the decreasing operating cash flows. This trend indicates that liquidity is defensively supported and not supported by the strength of operations (Palepu and Healy, 2022).
Cash Operating Cycle Components
	Year
	Inventory Days
	Receivable Days
	Payable Days
	COC Interpretation

	2021
		



	~82 days



	~78 days
		



	~61 days



	Moderately long COC; liquidity preserved but dependent on the stable supplier terms.

	2022
	~94 days
	~76 days
	~67 days
	Stockpiling increases COC which ties up cash and undermines flexibility.

	2023
	~77 days
	~98 days
	~55 days
	There are receivable delays, which is the main aspect; the cash inflows become much slower, and the liquidity risk is increased.

	2024
	~73 days
		



	~106 days



	~67 days
	There are also improvements in inventory, whereas long receivable days continue to increase COC.


On the whole, the COC of General Electronics is a rather long and fluctuating one. The general inventory control has been advanced at the expense of uncontrolled receivables, that is, cash recovery on customers is lower than operational requirements. In order to enhance the liquidity, the company should place more emphasis on receivables management and align credit policies with its turnaround goals (Ross et al., 2022).
[bookmark: _Toc216794672]2.2 Liquidity-Enhancing Strategies in WCM Reforms
The liquidity issues of General Electronics are caused by the long days of accounts receivables, unreliable operating cash flows, and the use of short-term credit. The aims of the effective Working Capital Management (WCM) reforms are to reduce the cash operating cycle and to release the cash held up in the day-to-day operations. Corporate finance literature demonstrates that specific WCM initiatives are capable of enhancing the liquidity substantially without affecting the operation performance negatively (Atrill and McLaney, 2023).

Since the profitability of the firm is on the downward trend and the default risk is also high, the liquidity-enhancing strategies must focus on accelerating inflows, optimising inventory, and closely managing outflows. The reforms should be done in a combined way to prevent the transfer of liquidity pressure in one sphere of working capital to another (Palepu and Healy, 2022).
Liquidity-Enhancing WCM Strategies
	Strategy 
		



	Description



	Liquidity Impact

	1. Receivables Optimisation
	Stiffen credit policy, introduce stiffer credit scoring and offer a pre-payment discount.
	Increases the speed of cash inflows, decreases receivable days and stabilises operating cash flow.

	2. Inventory Rationalisation
	Implement demand forecasting, just-in-time concepts and eliminate slow moving lines of products.
	Cash in inventory is released and inventory holding period is shortened.

	3. Payables Management
	Rebargain with suppliers and work through planned payments without causing supplier breakdown.
	Prolongs cash flows, enhancing liquidity reserves at the short-term.

	4. Cash Forecasting Systems
	Add rolling cash flow forecast and scenario analysis.
	Enhances planning of liquidity and eliminates unpleasant cash deficits.

	5. Short-Term Financing Tools
	Invoice discounting or factoring should be used to fill short-term cash requirements.
	Will give instant liquidity but will raise the costs of financing when overutilized.


Finally, the financial resilience of General Electronics may be significantly strengthened through liquidity-enhancing WCM reforms that are done in a strategic manner. Through acceleration of receivables/reduction in excess inventory/payables optimisation, the firm is able to create internal liquidity and minimise reliance on external borrowing. Nevertheless, overdependence on short-term financing instruments cannot be encouraged because it can lead to the development of financial risks in the long run (Ross et al., 2022).
[bookmark: _Toc216794673]2.3 Short- versus Long-Term financing Compared
Financing decisions are very important in facilitating liquidity, stability and long-term value creation. In case of a financially troubled company like General Electronics (GE), the short-term financing (STF) and the long-term financing (LTF) have to balance with the cash-flow volatility, risk-taking and strategic recovery goals. Liquidity pressure can be increased by inappropriate financing structures and baseline the risk of default (Brealey et al., 2022).
Though STF provides flexibility and reduced start-up costs, it is susceptible to excessive reliance which raises refinancing risk and also subject the firm to interest-rate volatility. Long-term financing on the other hand offers stability and minimises rollover risk but can be more costly and restrictive (Ross et al., 2022).
STF vs LTF Comparison and Recommendation for GE
	Feature
	Short-Term Financing (STF)
	Long-Term Financing (LTF)
	Recommendation for GE

	Maturity
	Usually less than one year
	More than one year
	Reduce STF reliance to lower rollover risk.

	Cost of Capital
	Generally lower interest rates
	Higher interest rates
	Accept higher cost for stability.

	Flexibility
	High; easy to adjust
	Lower; fixed repayment schedules
	Balance flexibility with predictability.

	Liquidity Risk
	High due to frequent refinancing
	Lower due to longer maturities
	Prioritise LTF to protect liquidity.

	Interest Rate Exposure
	High sensitivity to rate changes
	Often fixed or hedged
	Favour fixed-rate LTF instruments.

	Covenants
	Fewer formal restrictions
	Stricter covenants common
	Negotiate covenants aligned with turnaround plan.

	Strategic Fit
	Suitable for temporary cash gaps
	Supports long-term restructuring
	Use LTF for capital restructuring.



Overall, STF can still be applied to stabilise working capital volatility in the short-term, but it is quite unsafe to overuse STF in the present case of GE financial distress; The company needs to take a gradual shift to long-term financing to stabilise the cash flows, lessen the refinancing pressure and help the company in its strategic turnaround. This combination of funding is in line with the corporate finance best practise, which focuses on risk management and maturity equivalence in the times of financial recovery (Atrill and McLaney, 2023).
[bookmark: _Toc216794674]3. Strategic Financial Restructuring Plan
[bookmark: _Toc216794675]3.1 Recommended Financial Restructuring Options:
Considering the continued operating losses of General Electronics, the deteriorating equity base and the increased risk of default, a total financial restructuring is necessary to reestablish solvency, enhance liquidity, and reestablish the confidence of the stakeholders. Financial restructuring is meant to re-align the capital structure of the firm, minimise financial risk and promote long term value creation (Brealey, Myers and Allen, 2022).
The following restructuring options are recommended:
A. Debt Restructuring
I. Refinance prevailing debt conditions through the renewal of maturities and reduction of interest rates.
II. Turn some of the short-term debt into long-term instruments in order to decrease the refinancing risk.
III. This will enhance coverage in the interest and ease the liquidity strain in the short term, which is essential considering the negative operating income of GE in recent times (Ross, Westerfield and Jordan, 2022).
B. Equity Injection
I. Increase capital by a rights issue or participation by a strategic investor.
II. Despite its possible dilutive nature, equity injection gives the balance sheet strength, better debt-equity ratios, and increase of creditor confidence.
III. This alternative is especially applicable because of the considerable loss of retained earnings, which has been witnessed in 2023-2024 (Palepu and Healy, 2022).
C. Asset Divestiture
I. Sell of non-core or under-performing assets such as redundant property, plant and equipment or non-strategic business units.
II. The debt can be reduced or core operations are supported by proceeds.
III. Divestment enhances efficiency of the assets and directs the attention of the management to profitable units.
D. Cost and Operational Restructuring
I. Use vigorous cost rationalisation such as reduction of overheads and streamlining of operations.
II. Correlate operating cost with falling revenue levels.
III. This helps recover the margin and minimise the risk of impairment in future.
E. Strategic Partnership or Merger
I. Consider collaborations or mergers in order to enjoy economies of scale, new markets, and exchange technological capabilities.
II. The latter can increase the competitiveness in the long-term, as well as diversifying financial risk.
Overall, This would offset the increase in liquidity and provide long-term financial stability and meet the best-practise turnaround strategies of financially challenged companies (Altman and Hotchkiss, 2020).
[bookmark: _Toc216794676]3.2 Impact on Stakeholder Evaluation
The choice of financial restructuring by itself plays a significant role in the perception of the most important stakeholders about the risk, the value of a firm and its long-term survival. In the case of General Electronics, divestiture, debt swaps, equity injections, and operational flexibility restructuring have different impacts on shareholders, creditors, employees and strategic partners. Such a balanced approach to restructuring is thus essential to ensure the confidence of the stakeholders without losing the financial stability (Brealey, Myers and Allen, 2022).
The capital base is enhanced through the injections of equity, but the ownership is likely to be diluted, which influences the perception of the shareholders. Meanwhile, the enhanced flexibility of the operations promotes the long-term competitiveness and safety of the employees, as well as stabilises the core operations (Palepu and Healy, 2022).
	Impact Area
	Divestiture & Debt Swap
	Equity Injection
	Operational Flexibility

	Shareholder Value
	There is short-term uncertainty associated with the sales of the assets, yet there is the improvement of value of long term associated with lower leverage.
	Long-term returns are enhanced by potentially dilutive balance sheet increases.
	Better profitability opportunities contribute to sustainable shareholder value.

	Creditor Confidence
	Very favourable with leverage decreasing and repayment capacity increasing.
	Good sign of investment and less risk of default.
	Mediocre recovery by way of increased stability in cash-flow.

	Employee Security
	Divestiture risk of losing jobs in other units.
	Neutral to positive in case funds finance core operations.
	Good influence with stabilised operations and growth prospects.

	Strategic Partners
	Better Strategic focus is an advantage that enhances partnership.
	Indicators long term commitment and growth.
	Improves cooperation by creating efficiency and reliability in operations.

	Market Perception
	Considered as turnaround action.
	A perceived recapitalisation and survival strategy.
	Elasticity and competitiveness.



Although one can have short term worries of dilution with equity injection, solvency and the risk of bankruptcy is enhanced with equity injection and this is especially important in the eyes of General Electronics, given its current financial turmoil. Divestiture also enhances financial discipline through concentration on the core activities. A greater degree of operational flexibility will increase the confidence of long-term stakeholders in the company having the capacity to make and implement a believable turnaround strategy (Altman and Hotchkiss, 2020; Ross, Westerfield and Jordan, 2022).
[bookmark: _Toc216794677]3.3 International and Ethical Considerations
General Electronics (GE) being a multinational company functions in a complicated international environment where financial restructuring choices have both international and ethical outcomes. Multi-border activities subject the company to macroeconomic risk, regulatory risk and ethical risk by various stakeholders. The mentioned factors should be properly controlled so that the turnaround plan should be financially sustainable and socially responsible (Brealey, Myers and Allen, 2022).
Cash flows and profitability may be significantly impacted by international risks like currency fluctuations, inflation and dissimilar tax structures. Meanwhile, ethical factors such as corporate social responsibility (CSR), employee welfare and fair supplier practises are vital towards reputation and stakeholder trust in the restructuring process. Unless these issues are addressed, the success of recovery in the long term can be compromised, despite the short-term financial performance improvement (Palepu and Healy, 2022).


[bookmark: _Toc216794678]3.3.1 International Financial Risks
	Risk Category
	Implication for GE
	Mitigating Strategy

	Currency Risk
	The volatility in the exchange rates can distort the revenues and raise costs of financing.
	Individually hedge and fund in currency.

	Inflation Risk
	The emerging global inflation increases the operating cost and input costs.
	Change pricing strategies and swap supplier contracts.

	Taxation and Regulation
	Various tax regimes and compliance expenses have an impact on predictability of cash flow.
	Leverage on international tax planning and make sure regulatory compliance.

	Ethical Labour Practices
	It is possible that restructuring provokes layoffs and labour conflicts in different areas.
	Use equitable redundancy policy and adhere to local labour legislation.

	Corporate Social Responsibility
	Cost-reduction can undermine the CSR promises and brand image.
	Embark on the inclusion of sustainability objectives in the restructuring decisions.



Finally, the international risk management framework and a clear ethical position should underpin the financial restructuring of GE. Anticipating the currency, inflation, and regulatory risks will bring about the stability of financial performance, and the integration of ethical governance and CSR containment will safeguard the long-term reputation and trust of the stakeholders. This model is in line with the best practises in managing corporate turnaround around the world and helps to create sustainable values (Altman and Hotchkiss, 2020; Atrill and McLaney, 2023).
[bookmark: _Toc216794679]3.4 CSR and Ethical Requirements.
Ethical governance and corporate Social Responsibility (CSR) are important aspects of sustainable financial management especially when financial institutions are undergoing restructuring of financial systems. In the case of General Electronics (GE), it is necessary to ensure the existence of high ethical standards when the company works on reducing costs and restructuring its capital to maintain stakeholder trust, compliance with regulations, and corporate value in the long term (Atrill and McLaney, 2023).
In times of economic hardship, companies are tempted to focus on keeping afloat in the short-term, rather than on ethical issues. Nevertheless, there is body of scholarly research that organisations that incorporate CSR in restructuring decision-making have a better sustainable recovery and decreased reputational risk (Brealey, Myers and Allen, 2022). 
Key CSR and ethical requirements for GE include:
A. Employee Responsibility:
I. Treat employees fairly during restructuring, such as the transparent communication and the equal treatment in the process of redundancy.
II. Training, redeployment or severance assistance in situations where downsizing of the workforce is inevitable.
III. International labour standards increase the motivation of the employees and decrease the chances of legal liability.
B. Financial Practises: responsible:
I. Be transparent in reporting and disclosure of financials especially in case of renegotiating debt or issuing new equity.
II. There should also be no aggressive accounting techniques that may deceive investors or creditors.
III. Financial governance that is ethical promotes trust in investors and regulatory trust (Palepu and Healy, 2022).

C. Supplier Ethics and Customer Ethics:
I. Be a good honourable contract and do not exploit suppliers by withholding payments too long.
II. Not compromising on the quality of products and safety of customers because of cost pressures.
III. Ethical supply chain management safeguards the brand image and future relations.
D. Environmental Responsibility:
I. Keep up with environmental rules and sustainability promises.
II. Add energy efficiency and minimization of waste to operation reorganisation.
III. Environmental stewardship concurs with the global expectations of ESG and minimises the operational risk in the long run.
E. Corporate governance and Compliance:
I. Improve board supervision in the restructuring so that it is accountable.
II. Encourage executive compensation that is based on creating long-term value and not minimising costs.
III. Efficient governance restricts the risks of ethical failure and financial malpractice (Altman and Hotchkiss, 2020).
Overall, the restructuring strategy of GE should be supported with the powerful CSR and ethical investments. Ethical standards do not only help to reduce legal and reputational risks but they also contribute to sustainable recovery and confidence of long-term stakeholders in the company in the hard global business environment.
[bookmark: _Toc216794680]4. Investment Appraisal and Capital Budgeting
The following tables calculate the five required investment appraisal metrics for projects A, B and C.


A. Calculation of Cash Flows and Accounting Metrics
In order to compute the Accounting Rate of Return (ARR) we must compute the annual average accounting profit (Net Income) on a zero-straight-line depreciation.
Annual Depreciation= 
Average Annual Profit=  - Annual Depreciation
	Project Detail (£m)
	Project A
	Project B
	Project C

	Initial Investment 
	40
	30
	50

	Total Inflows (Years 1-5)
	54
	30
	75

	Average Annual Cash Inflow
	10.80
	6.00
	15.00

	Annual Depreciation
	8.00  
	6.00  
	10.00  

	Average Annual Profit
	2.80
	0.00
	5.00

	Average Investment 
	20.00
	15.00
	25.00





B. Summary of Investment Appraisal Metrics
The key metrics are summarised below. The decisions for the discounted cash flow (DCF) methods are based on a 10% discount rate.
	Metric
	Project A
	Project B
	Project C
	Decision Criteria (10% DR)

	Payback Period (PBP)
	3.57 years
	5.00 years
	3.50 years
	Shorter PBP is preferred (Risk/Liquidity).

	Accounting Rate of Return (ARR)
	14.00%
	0.00%
	20.00%
	Higher ARR is preferred.

	Net Present Value (NPV) (£m)
	5.96
	-7.32
	12.39
	Accept if > 0. Higher NPV is preferred (Wealth Max.).

	Internal Rate of Return (IRR)
	16.89%
	10.00%
	18.46%
	Accept if > 10%. Higher IRR is preferred.

	Profitability Index (PI)
	1.15
	0.76
	1.25
	Accept if > 1. Higher PI is preferred (Capital Rationing).


Detailed NPV Calculation (Using 10% Discount Factors):
	Year
	DF10%
	Project A (£m)
	Project B (£m)
	Project C (£m)

	0
	1.000
	(40.00)
	(30.00)
	(50.00)

	1
	0.909
	9.09
	5.45
	4.55

	2
	0.826
	9.91
	4.96
	8.26

	3
	0.751
	10.51
	4.51
	15.02

	4
	0.683
	6.83
	4.10
	17.08

	5
	0.621
	4.97
	3.73
	9.32

	PV of Inflows
	
	45.96
	22.74
	62.39

	NPV (PV Inflows – )
	
	5.96
	(7.32)
	12.39


Remark: Project B has an unfavourable NPV, and according to the traditional NPV standards, the project should not be approved under any circumstances since it is supposed to destroy shareholder value (Plutus Education, 2024).
C. Final Investment Recommendation under Capital Rationing
Capital rationing is a scenario whereby the company has been left with more viable (acceptable NPV) projects than the amount of funds to finance them (Taxmann, 2025). GE has Soft Capital Rationing that is its financial distress as well as strategic need to limit capital expenditure.
Capital Constraint: Maximum Investment = £60 million
Since Projects A and C are independent and have a positive NPV, they are acceptable. Project B is immediately rejected due to its negative NPV and ARR of 0.00%.
The most suitable method of ranking projects under capital rationing is the Profitability Index (PI) because it maximises the total NPV of a specific budget (CFI, 2025).
PI = 

	Project
	Initial Investment (£m)
	NPV (£m)
	PI
	Rank

	C
	50
	12.39
	1.25
	1

	A
	40
	5.96
	1.15
	2

	B
	30
	(7.32)
	0.76
	3 (Rejected)


Recommendation:
1. Select Project C (initial Investment: £50 million). 
2. Remaining Budget: £60 million - £50 million = £10 million. 
3. Feasibility Check: The remaining £10 million is insufficient to fund to fund the next-ranked project, Project A (£40 million).
Final Decision: Invest solely in project c for a total investment of £50 million, yielding the highest possible NPV (£12.39 million) within the £60 million budget constraint. The total NPV for the portfolio is £12.39 million.
Justification of Recommendation:
Project C is selected as it is more realistic on the measures of performance, according to the most significant financial indicators, and because it is congruent with the needs of a reorganisation of GE now.
1. Reference to Financial Performance (Profitability and Liquidity)
The recent financial performance of GE has grave flaws in the capital structure as indicated by the values of Debt Equity Ratio of 1.11 and Return on Equity (ROE) of -15.69.
· Maximising Profitability (NPV and PI): The ultimate objective of the restructuring will be profitability regained and maximisation of the shareholder wealth. The project C has the largest absolute NPV (PS12.39m) and PI (1.25). It implies that Project C is the accretive use of the limited capital of GE that will lead to the highest profit per pound invested (AnalystPrep, 2019).
· Attending to Liquidity (PBP): Current liquidity is poor in the short term hence a value of the Quick Ratio is lower than one. Although the payback period of project C is relatively lower (3.50 years) compared to that of project A (3.57 years), the payback period of the two projects is relatively smaller than that of the project life. The initial investment will be recovered in rather a short period of time, with the payback period of 3.50 years, and will result in internal cash flow that will be sufficient to cover the debt payments and mitigate the dependency on changing the Lines of Credit (LegalVision UK, 2025).
2. Forecasted Risk Characteristics (Cash Flow Volatility)
Considering the uncertain financial situation and significant risk of impairment of the Goodwill in past investments by the company, GE should invest in low-risk ventures with predictable returns. Project C has a heavier back-loaded cash flow profile (inflows of getting £20m, £25m, £15m in years 3-5) than Project A (14m, 10m, 8m), so the returns it gives will be exposed to greater execution risk in the later years.
The mitigation of the risk is, however, as follows:
· IRR Buffer: The IRR of the project C of 18.46% has a higher safety margin over the discount rate of 10% than that of Project A of 16.89%. This implies that the actual cash flows of Project C can reduce by a higher percentage, and then the project is unprofitable (NPV < 0). 
· NPV Reliability: As the implicit assumptions of the method assume that cash flows are reinvested at the cost of the risk of the company, and the most realistic (10%) cost of capital of the company, and the large value of the NPV figure of Project C, making it the most realistic one, it is the most reliable value creation indicator. It is better than the IRR method, which will apply cash flows reinvested at the impractical value of the project IRR (18.46), which cannot be assumed in the capital-constrained world of GE (AnalystPrep, 2019).
The rest of the budget amounting to PS10 million ought to be held as a cash reserve (as opposed to being invested in a less-than-optimal manner) to improve the short-term liquidity of the firm (Quick Ratio) and be used to cushion against unanticipated operational needs (CFI, 2025).

[bookmark: _Toc216794681]Conclusion
Finally, the financial analysis reveals that General Electronics is facing high liquidity pressure, reduced profitability, and high financial risk, which must be addressed immediately with strategic action. The ratio analysis, the working capital analysis, and the cash operating cycle analysis indicate that there are deficiencies in receivables management and excessive dependence on short-term financing. The Altman Z-Score supports the fact that there is an increased risk of financial distress and addicts the necessity of financial restructuring and better governance. The investment appraisal and capital budgeting considerations highlight that future projects are supposed to be critically considered in terms of NPV, IRR, as well as a payback criterion of the investment by focusing on those that yield positive cash flows and provide strategic value. The project that has been suggested within the investment appraisal in terms of rationing of capital is project C (PI: 1.25) since on this project the value per pound invested will be the highest.
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Appendix A1: Liquidity Ratios
	Year
	Current Ratio
	Quick Ratio

	2021
	1.56
	0.94

	2022
	1.56
	0.91

	2023
	1.61
	1.06

	2024
	1.53
	1.03


Commentary: Liquidity ratios remain above the benchmark of 1.5, indicating acceptable short-term solvency. However, the marginal decline in 2024 reflects tightening working capital conditions.
Table A2. Profitability Ratios
	Year
	Gross Margin (%)
	Net Profit Margin (%)
	ROA (%)
	ROE (%)

	2021
	28.8
	0.9
	1.0
	1.9

	2022
	28.1
	0.1
	0.1
	0.2

	2023
	23.2
	-23.4
	-27.6
	-54.9

	2024
	28.9
	-6.1
	-7.4
	-15.7


Commentary: Profitability deteriorates sharply in 2023, with only partial recovery in 2024, confirming operational inefficiencies and high restructuring pressure.
Table A3. Efficiency Ratios
	Year
	Inventory Days
	Receivable Days
	Payable Days

	2021
	82
	78
	61

	2022
	94
	76
	67

	2023
	77
	98
	55

	2024
	73
	106
	67


Commentary: Inventory management improves post-2022, but rising receivable days extend the cash operating cycle, weakening liquidity.
Table A4. Gearing & Solvency Ratios
	Year
	Debt-to-Equity
	Interest Cover

	2021
	0.85
	41.1

	2022
	0.88
	6.6

	2023
	0.99
	-19.7

	2024
	1.11
	-4.6



Commentary: Increasing leverage and negative interest cover ratios signal elevated default risk.
[bookmark: _Toc216794685]APPENDIX B: Ratio Trend Graphs
[image: ]Table B1. Current Ratio Trend (2021–2024):
Commentary: Relatively stable with slight decline in 2024.
[image: ]Table B2. Net Profit Margin Trend:

Commentary: Sharp fall into negative territory in 2023, limited recovery in 2024.
Table B3. Debt-to-Equity Trend:
	Year
	Debt-to-Equity Ratio

	2021
	0.85

	2022
	0.88

	2023
	0.99

	2024
	1.11
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Table C1. Project Assumptions 
	Item
	Value

	Initial Investment
	£500,000

	Project Life
	5 Years

	Cost of Capital
	10%

	Cash Flow Growth
	Increasing annually



	Year
	Cash Flow (£)
	Discount Factor (10%)
	Present Value (£)

	0
	-500,000
	1.000
	-500,000

	1
	120,000
	0.909
	109,080

	2
	140,000
	0.826
	115,640

	3
	160,000
	0.751
	120,160

	4
	180,000
	0.683
	122,940

	5
	200,000
	0.621
	124,200


 Table C2. Cash Flow Table




Table C3. Net Present Value (NPV)
NPV=∑PV−Initial Investment

Decision Rule: Accept the project (NPV > 0).
Payback Period: Between Year 3 and Year 4 (~3.4 years)
Table C4. Payback Period
	Year
	Cumulative Cash Flow (£)

	0
	-500,000

	1
	-380,000

	2
	-240,000

	3
	-80,000

	4
	+100,000


Payback Period: Between Year 3 and 4 (≈ 3.4 years).
Appendix C5: Internal Rate of Return (IRR)
Excel Formula Used:
=IRR(B2:B7)
IRR ≈ 15%
Decision Rule:
IRR > Cost of Capital → Accept project.
Overall Appendix Summary
The appendices present a quantitative derivation of the conclusions in the report that has shown that profitability is decreasing, financial risk is increasing, and there is a liquidity pressure. The findings of investment appraisal support the requirement of disciplined capital budgeting, and it is necessary to first give priority to projects which yield positive NPV and reasonable payback in the period of financial recovery.
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