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1. [bookmark: _Toc216708558]Introduction 
General Electric (GE), established in 1985, has risen to become a leading player in the consumer electronics market worldwide, selling products like smart phones, home appliances and smart devices. GE has overtaken Samsung and Sony in revenue by 2015, reaching more than 12 billion in revenue. Nonetheless, the firm has experienced notable problems over the last few years, with sales dropping to as low as 9.4 billion in FY 2023, against 11.8 billion in FY 2019, a 20 percent decrease. A decline in market share, which had stood at 14 percent in 2017, has been caused by increased competition, rising manufacturing costs, and changes in consumer preference, mostly in smartphones, to 10 percent in 2023.
GE has experienced a reduction in profitability, as its net profit margin fell to negative 2.7% in 2023, compared to positive 4.2% in 2019. Nevertheless, GE is in the process of turning to cost-cutting strategies, innovation, and market diversification in bid to recover. The existing plan of the company involves cutting down on its operations, enhancing liquidity by managing its working capital more effectively, and considering investment opportunities to reclaim competitive advantage.
This report will evaluate the financial performance of GE during the last five years, critical financial ratios, trends and the strategic direction the company should take to recover and prosper.
2. [bookmark: _Toc216708559]Five-Year Financial Trends Summary
According to the graph, General Electronics financial performance has deteriorated significantly over the past five years. In 2020, the sales were $614.68 million, in 2024, they were 394.88 million, which implies that market demand was declining steadily. Simultaneously, profits declined sharply, incurring losses (they dropped to -24.03 million in 2024) as profitability declined. It was not increasing, either, as the costs began at 438.42 million in 2020 but then continued down the scale to 280.89 million in 2024. This trend indicates that the company has been failing to make revenues, address profits and cost that needs realignment strategies.
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3. [bookmark: _Toc216708560]Critical Analysis of Financial Ratios and Default Risk
1. Profitability Ratios
Profitability ratios are very essential parameters which indicate how effective these firms make profits as it relates to revenue, assets and equity. General Electronics has experienced mixed performance in this sector, where gross profit margin has remained stable, but operating profit margin and net profit margin have decreased significantly.
The gross profit margin showed no significant change between 28.64 in 2020 and 28.87 in 2024, which means that even with a decrease in sales, the company has managed to maintain reasonably its production costs. This stability however covers operational inefficiencies. Operating profit margin was significantly lower in 2024 at -3.87 compared to 2020, indicating increased operational costs and a reduction in the capacity of the company to make profits out of its main operations.
The net profit margin, which indicates the overall profitability after all expenses, has gone negative, as the level decreased to -6.08 in 2024 compared to 6.27 in 2020. Such a decrease implies that General Electronics has failed to turn sales into net profits, mainly because operating costs are increasing and debt service costs are growing.
2. Liquidity Ratios
Liquidity ratios evaluate how a company can satisfy its immediate liabilities through its liquid assets. In the case of General Electronics, the current ratio and the quick ratio are on downward trends, which signifies liquidity limitations.
As compared to 1.82 in 2020, its current ratio now stands at 1.53 in 2024, meaning that, even though the company still has enough resources to afford its short-term commitments, the cushion is getting smaller. The quick ratio is far lesser, falling to 0.09 in 2024 with the company being unable to meet short-term debt obligations without moving inventory. A quick ratio lower than 1 signifies dire liquidity issues, i.e., the firm may need to increase debt financing or dispose assets to service debt.
3. Efficiency Ratios
Efficiency ratios help in understanding how efficiently a company uses its assets and liabilities to realise sales and profits. In the case of General Electronics, the receivables turnover ratio and inventory turnover ratio are even worse, reflecting operational inefficiency.
The receivables turnover ratio declined to 3.48 in 2024 compared to 4.76 in 2020, indicating that the company is taking a longer period to receive payments made by customers. This growth in the collection period places cash in tie-up, affecting the liquidity and cash flow of the company.
Likewise, the inventory turnover ratio dropped to 3.34 in 2024, compared with 3.62 in 2020, indicating that the company is keeping its inventory longer. Such inefficiency causes the increase of storage costs as well as the risk of inventory obsolescence, which decreases operational effectiveness and causes operational costs to grow.
4. Gearing Ratios
Gearing ratios reflect the proportion by which a firm is being funded through debt, which identifies financial risk. Because of these developments, General electronics has been increasingly relying on debt financing with steadily rising debt-to-equity ratios and declining interest coverage ratios.
In 2024, the debt-to-equity ratio is 1.11 as compared to 0.63 in 2020, which shows that it had more debt financing. Though this might have been a necessity to expand, it puts the company to more financial risks. Its interest coverage is standing at -4.55 in 2024 as compared to 26.23 in 2020, this means that the company is no longer generating the necessary income to meet its interest payments. This is a low ratio and indicates the extent of risk of default that the company is exposed to, and it might fail to meet its short-term debt obligations.
5. Investment Ratios
The investment ratios such as the return on asset (ROA) and turnover of equity (ROE) show how well a company is employing its resources and capital to earn profits. General Electronics has been showing severe declinations in both these ratios which means that the company is not using its assets or equity efficiently.
The return on assets (ROA) worsened to -7.44% in 2024 compared to 7.57% in 2020, hence the firm ceased to convert its assets to generate profits. Similarly, the return on equity (ROE) is -15.7 in 2024 versus 12.3 in 2020, which is concerning since it shows that the company was not able to generate value to its shareholders. The poor ROE undermines investor trust and could complicate future capitals.
6. Cash Flow and Default Risk
Of concern is cash flow of General Electronics. Operating cash flow has been low and 2024 saw it hit a low of 0.09 implying that the company does not generate cash ata high level to cover its short term liabilities. This lack of cash flow, combined with low liquidity ratios, makes the company highly vulnerable to insolvency unless it can dramatically increase its cash flow.
The predictor of bankruptcy, Altman Z-Score has fallen significantly by 27.22 in 2020, to -12.64 in 2024, which means a high risk of bankruptcy. The declining financial statuses of the company, including its declining profitability, poor liquidity, and increasing debts, means that General Electronics may not be at a standup to continue its business without major financial restructuring.
[bookmark: _Toc216708567]Trends, Strengths, and Threats
[bookmark: _Toc216708568]Trends
Decreasing Profitability: Profitability ratios, including Net Profit Margin, ROA, and ROE are steadily declining, which means that the company is not making substantial profit out of operations.
Redunded Liquidity: The declining Current and Quick Ratios indicate the worsening liquidity issues, which may impact the ability of the company to cover temporary liabilities.
Increasing Debt: The faster Debt to Equity Ratio indicates that the company is progressively relying on debt financing to fund which translates to more financial risk.
[bookmark: _Toc216708569]Strengths
Stability in the Gross Profit Margin: The company has managed to maintain a comparatively stable gross profit margin despite the pressures, and this is a pointer that there is control in the production costs.
Brand Recognition: General Electronics remains an electronic powerhouse, boasting of a strong brand and a customer base to support.
[bookmark: _Toc216708570]Threats
Liquidity Risk: Quick Ratio and Operating Cash Flow Ratio are low and can also reflect some weakness of liquidity as they can affect its liquidity status to conduct its operations without borrowing funds.
Growth in Debt: The negative interest coverage ratio and the trend of increasing the Debt to Equity Ratio are evidence that the company is becoming more financially levered, which puts it at the risk of default.
Declining Profitability: The unfavourable ROA and ROE indicate the company value-destroys its shareholders, which may influence investment attraction or capital-raising.
4. [bookmark: _Toc216708571]Working Capital Management Analysis
The management of working capital is a key element in the liquidity, efficiency of operations, and the sustainability of a company. In the case of General Electronics, a firm that is facing liquidity concerns, working capital optimization is critical in enhancing cash flow, satisfying short term commitments, and getting itself in a growth position. In this part, we are going to evaluate cash operating cycle of the company, suggest approaches to enhance liquidity, and compare short-term and long-term financing sources
[bookmark: _Toc216708572]1. Cash Operating Cycle
Cash operating cycle (COC) is an important indicator of the efficiency with which a company utilizes operating cash (Asman,, et al., 2022). It shows how long a company takes to turn its inventory, receivables into cash, after settling its short- term liabilities. Cash cycle equals:
  
In case of General Electronics, COC has been fluctuating over the years and in recent years serious concerns have been noticed. COC in the company was 129.86 days in 2024, which was a minor improvement compared to 154.18 days in 2023 but still not ideal.
The main findings of the COC Calculation:
[bookmark: _Toc216708573]DIO (Days Inventory Outstanding): 
The DIO is now 108.91 days higher than it was in 2020 (it was 99.3 days in 2020). It means that the company is storing inventory that takes a long time before being sold. Although the inventory turnover improved compared to the high of 180.58 days in 2021, it still indicates inefficiencies in inventory management. Stocking more inventory than is needed results in storage expenses, capital tie-up and obsolescence.
[bookmark: _Toc216708574]DSO (Days Sales Outstanding):
 2024 DSO stood at 104.80 days, meaning that the company is taking excessively long to collect the payment due to customers. A large DSO indicates the inefficiencies in collections processes and the lengthy credit terms granted to customers. This postpones cash receipts, which complicates the process of the company paying off its short term liabilities. A long DSO also implies that additional working capital has been bound up to receivables, which could be invested elsewhere.
[bookmark: _Toc216708575]DPO (Days Payables Outstanding): 
The DPO 2024 was 83.85 days, indicating that General Electronics is taking long to pay its suppliers. Although this may save cash, high DPO may worsen relationships with suppliers and might lead to loss of discounts or poor supply chain availability. This can be a needed step given that the company faced liquidity issues, but it is vital that it does not adversely affect relationships with suppliers or result in the creation of unoptimal conditions.
[bookmark: _Toc216708576]2. Strategies to Improve Liquidity Through Working Capital Reforms
Given the working capital management inefficiencies in the General Electronics, several strategies must be adopted to improve liquidity:
[bookmark: _Toc216708577]a. Optimize Receivables Management (Reduce DSO)
Its DSO of 104.80 days as of 2024 shows that the company is taking an unduly long time to collect customer payments. To address this:
Close the loopholes in the credit policies: General Electronics must review and tighten its credit policies to ensure that credit is issued to only those customers who have good credit history. The company should offer credit limits to new customers and re-examine old accounts periodically.
Provide Early Pay Discounts: To encourage customers to pay their invoices at a faster rate, it is possible to offer them a discount on their early payments. Taking an example, a 2/10, net 30 (2% discount on payments within 10 days) policy would allow promoting the payment of debts early and improve cash flow and reduce DSO.
Enhance Collection Operations: General Electronics needs to establish a stronger collections team that would chase outstanding payments. Special employees, automated reminders, and follow-up systems can greatly enhance the time of collection.
[bookmark: _Toc216708578]b. Reduce DIO (Inventory Control)
The company has a DIO of 108.91 days, implying that it is not very efficient in its inventory management. To address this:
Employ Just-in-time (JIT) Inventory: General Electronics should adopt the concept of just-in-time (JIT) inventory to minimize the amount of stock carried. Only ordering inventory when required in production or sales will also save the company storage costs as well as the idle cash tied up in unsold inventory.
Improve Demand Forecasting: General Electronics will undergo a better demand forecasting that will enable them to align their inventory levels with actual sales trends. By using more advanced analytics and predictive solutions, the company is now able to reduce the risk of overstocking or understocking and better manage its working capital.
Streamline Supply Chain Management: Cooperation with suppliers to optimize lead times and inventory replenishment would help to reduce the duration, during which goods are in stock. Collaborative supply chain management can improve the inventory turnover ratio of the company by decreasing the need to maintain excessive stock.
[bookmark: _Toc216708579]c. Strategically Extend Payables Period (Optimize DPO)
The DPO of 83.85 days will yield some savings on cash, but excessive payability will destroy the bond with suppliers. To optimize this:
Improve payment terms: General Electronics should negotiate better payment terms with its suppliers. The company can lengthen payment terms without destroying relationships and can secure a good cash flow position. However, it is essential that the suppliers do not respond with fewer discounts or higher prices to late payments.
Supplier Financing: General electronics can investigate financing supply chain financing, such as reverse factoring. In reverse factoring, a third-party financial institution pays the suppliers on behalf of the firm, and the firm pays the institution subsequently. This way, General Electronics will be able to maintain supplier relationships and improve the cash flow.
[bookmark: _Toc216708580]3. Short-term versus long-term financing.
General Electronics has serious working liquidity issues and this requires a delicate compromise between short and long-term funding sources to finance both the short and long term.
[bookmark: _Toc216708581]Short-term funding facilities.
Short financing is normally employed in immediate cash flow problems but is more expensive in terms of interest and repayment.
Overdrafts and Lines of credit: These provide a convenient access to funds to cover short term deficiencies. They are however, likely to have high levels of interest and charges and are thus a costly way to rely on in the long term.
Factoring Receivables: Factoring involves the selling of the receivables at a discount to some third party to get instant cash. Although this alternative can make liquidity faster, it is at the expense of decreased revenue due to the receivables, and this can impact the profitability of the company in the long-term.
 
Trade Credit: General Electronics can lengthen its Days Payable Outstanding (DPO) to postpone payments to suppliers, which will save cash. Yet, this approach must be implemented with caution because excessive dependency on trade credit may impair the relationship with suppliers and may influence the capacity to obtain favorable terms.
[bookmark: _Toc216708582]Long-Term Financing Options
The company requires long-term funding to stabilize its financial base and finance its strategic development.
Long-term Loans: These loans have lower interest rates and repayment schedules that are more stable and can be used to settle short-term debts. They enable the firm to be able to think about expansion without the stresses of short-term payment.
Equity Financing: Equity financing (e.g., a rights issue) would consolidate the balance sheet and decrease the amount of debt. On the one hand, it dilutes shareholder ownership; on the other, it does not need to be paid back, which provides it with a more stable financial base.
Bonds issue: Bonds would provide a cheaper capital source than short-term capital to make strategic investments. It needs planning, though, so it is within the capacity of the company to make interest payments.
Finally, short-term financing must respond to urgent liquidity requirements, whereas long-term financing is necessary to reduce debts and invest in the long-term, making General Electronics stable and grow in the long term.
[bookmark: _Toc216708583]5. Strategic Financial Restructuring Plan
[bookmark: _Toc216708584]Monetary Restructuring Choices. 
[bookmark: _Toc216708585]a. Debt Restructuring
One of the core measures to take in relieving the immediate financial burden is debt restructuring, which involves negotiating with creditors to restructure the debt repayment terms such as reducing interest rates, extending debt repayment period or even writing off part of the debt. This is a common method used by companies faced with liquidity problems to avoid default and bankruptcy. Yet, it has its disadvantages.
[bookmark: _Toc216708586]Advantages:
Short-term Financial Assistance: The debt restructuring will help General Electronics to alleviate the burden of high-interest payments and immediate debt repayment. This would free up cash to spend on operations, reinvestment or debts in the future.
Improved Liquidity: Liquidity can also be enhanced, as the cost of debt servicing can be lower, and this is also a major issue of the firm, as its interest coverage ratio is rising.
[bookmark: _Toc216708587]Disadvantages:
Equity Dilution: Creditors may demand equity holding debt reduction that will cause shareholder value dilution. This dilutes the powers of the existing shareholders and can negatively impact the stock prices especially when the shareholders make the decision, on restructuring the debt, as a step towards financial stress.
Reputation Risk: Debt restructuring can create a certain doubt in investors and in the markets, and this can create an alarm that the company is in distress. Even though the short-term benefits are clear, the long-term effects may include inability of the company to get access to capital in the future or secure favorable terms of debt.
Critical Analysis: Debt restructuring is an expedient decision to reduce the debt burden, especially in the short term, however, it hinges on whether it succeeds in communicating the message to the stakeholders and creditors. Otherwise, it may jeopardize the reputation of the company on the market and trust of investors.
[bookmark: _Toc216708588]b. Equity Injection
Equity injection - raising capital through the additional issue of more shares in a rights issue or a private issue - can provide General Electronics with the capital it needs to reduce debt, invest in its business and clean up its balance sheet. In this situation, shareholder value is significantly influenced, and equity financing appears to be an ideal way to make the company stronger.
[bookmark: _Toc216708589]Advantages:
Reduced Financial Risk: There will be less financial risk since injection of equity will reduce debt to equity ratio which improves solvency. That provides it with a healthier balance sheet and can make General Electronics more attractive to investors and to lenders.
Greater Liquidity: The ability to pay off short term debt has led to better cash flow and liquidity through equity financing. This will also help in restoring confidence among stakeholders.
[bookmark: _Toc216708590]Disadvantages:
Dilution of Shareholder Value: Share dilution is one of the most cancerous effects of equity injection. These new shares will reduce the value of those unprecedented shares and will also thinly water down the other shareholders. Without the business making good profits on the capital raised, the current investors will feel that their share in the business is being diluted without the necessary compensation.
Market Perception: Sometimes, equity issue can be taken as an indicator, that the company is in distress. Unless the market appreciates this as a last resort and not strategic, the stock price will depreciate and the potential benefits of the new capital will be defeated.
Critical Analysis: Equity financing may give the company direct funds, and it is a two sided sword. This may not be pleasant to the shareholders who would feel they are losing control and feel financial distress. General Electronics should ensure that it communicates that the objective of the equity raise should be translated into strategic changes in its operations and debt management to calm shareholders down.
[bookmark: _Toc216708591]c. Non-Core Assets.
A divestiture is the sale of non-core or performing assets, with an effort to generate capital. This plan assists the firm not only in concentrating its core operations but also in minimising debt and increasing liquidity.
[bookmark: _Toc216708592]Advantages:
Debt Reduction: Non core assets can be sold and cash used to pay off debt thereby reducing leverage ratios in the firm besides the liquidity strains. This decreases the financial strain and enhances the financial liquidity of the business.
Operational Focus: The sale of the non-strategic or non-performing assets will enable the General Electronics to focus on the most productive business areas, enhancing the operational effectiveness and long-term profitability.
[bookmark: _Toc216708593]Disadvantages:
Sale of Future Revenue Stream: By selling them, General Electric will lose future income on such units. The debt may be minimised by the sale, but again, this will imply that the company will be losing the long-term lucrative revenues.
Risk of Visibly Weakened Market Position: This will undermine the market position where the assets to be disposed constitute a substantial market share/competitive position of the organisation and may also present a difficulty in competing with other larger players/ create future growth.
Depending on Analysis: divestiture is a great step to enhancing liquidity and core competencies. However, it is imperative that General Electronics carefully considers what assets to dispose of and how it would earn back the lost streams of revenues. Very keen consideration should be given to the implications on the market position of the company to avoid erosion of competitive advantage.
[bookmark: _Toc216708594]d. Merger or Acquisition
Another strategic restructuring path is to merge/acquire a more dominant company. A merger can bring new resources, market share and expertise, but an acquisition could bring capital and operation synergies.
[bookmark: _Toc216708595]Advantages:
Access to Capital and Resources: A merger or acquisition would provide General Electronics with additional capital, operational resources, and market share. Merger synergies such as cost-cutting, economies of scale and increased customer bases can also be achieved through the consolidation of the two companies.
High Market Share: The merger or acquisition would also enable General Electronics to increase its competitive strength, since it would access new markets, diversify its products, and expand the geographical areas in which they serve.
[bookmark: _Toc216708596]Disadvantages:
The Problems of Integration: In the case of mergers and acquisitions, clashing cultures and setbacks of operations are usually caused by such integration issues as the problems of combining two different business structures. These issues can cause cost excesses and delays, which can reverse the initial advantages.
Increased Debt: Depending on the nature of the transaction, the company might have to take on more debt to finance the merger or acquisition, and thus an increase in debt.
Critical Analysis: Merger or acquisition would greatly expand the General Electronics market share and would offer operational synergies. Integration risks are also not trivial and unless dealt with, the transaction may result in inefficiencies in financial and operations. Potential merger/acquisition targets and good strategic fit should be handled carefully.
[bookmark: _Toc216708597]Shareholder Value, Debt Structure, and Operations Flexibility.
[bookmark: _Toc216708598]Shareholder Value: 
The effects of debt restructuring and equity injection vary on shareholder value. Restructuring of debt could increase solvency of the company and reduce risk, yet equity injection would dilute existing shareholder interests. Having a successful merger or acquisition can help increase long-term shareholder value by increasing market share and profitability, yet it can also lead to the risk of integration problems that will affect stock returns.
[bookmark: _Toc216708599]Debt Structure: 
Debt restructuring would immediately reduce the amount of debt within the company, improving its debt-to-equity ratio. Equity financing, the other, would reduce the leverage and financial risk. Divestiture would free up some capital, which could then be used to settle the debt, and a merger or acquisition would mean an increase in debt depending on how the deal is financed.
[bookmark: _Toc216708600]Operational Flexibility: 
Mergers and acquisitions can contribute to the rise of operational flexibility by reaching new markets and synergies. Divestiture helps General Electronics to focus on core business; this is more flexible. Strategic investments would be possible with equity funding, and liquidity would be improved with debt restructuring, which would provide space to act.
[bookmark: _Toc216708601]International and Ethical Considerations.
In the quest to implement a financial strategy of reorganization, it will also mean that General Electronics takes into consideration several international and ethical factors that may have influence on the success and sustainability of the strategy.
[bookmark: _Toc216708602]Taxation:
An essential consideration in any restructuring process is the tax implications, especially where General Electronics is dealing with international markets. An example is the case of cross-border mergers or acquisitions where they can cause capital gains taxes, withholding taxes, or transfer pricing. To guarantee the restructuring plan reduces tax liability and complies with local tax legislation in various jurisdictions, the company needs to collaborate with tax advisors.
[bookmark: _Toc216708603]Currency Risk:
Since General Electronics is a multinational company, currency fluctuations can influence the price of debt, profitability, and cash flow. To illustrate this, the company can keep capital invested in a foreign currency, and it may also be subject to currency exchange risks. Hedging will be essential in managing this to reduce risks associated with unfavourable currency movements.
[bookmark: _Toc216708604]Inflation:
When inflation is high, it may dilute the real purchasing power of the company and impact costs as well as revenues. When inflation is greater than anticipated, the firm might have higher input expenses and the future cash flow forecasts might not be accurate. To handle inflation risk, General Electronics must modify its forecasts and pricing policies.
[bookmark: _Toc216708605]Corporate Social Responsibility (CSR):
The restructuring plan should incorporate ethical factors, including fair labor practice, environmental sustainability, and social responsibility norms. To illustrate, sustainability in sourcing and production might be key to enhancing the long-term reputation of the company and to its adherence to international regulations.
[bookmark: _Toc216708606]Investment Appraisal and Capital Budgeting
[bookmark: _Toc216708607]Investment Appraisal Techniques
Within the General Electronics financial strategy, there are three proposed investment projects: Project A, Project B, and Project C. A capital rationing constraint of £60 million has established a need to use multiple investment appraisal methods to evaluate each project: Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). The ultimate recommendation will be based on a synthesis of these financial indicators, considering the overall profitability of the company, its liquidity, and its riskiness.
[bookmark: _Toc216708608]Payback Period (PBP)
The Payback Period (PBP) is a metric that indicates the duration of time to recoup the initial investment through the net cash inflows. Project A will pay back the fastest and recover in 3-4 years. Project C can pay back its initial investment in 4 years and Project B has the longest payback period of 5 years. Typically a shorter payback is better, however, it should be balanced with other issues such as profitability as well as long term value.
[bookmark: _Toc216708609]Accounting Rate of Return (ARR)
ARR is the anticipated annual rate of profit compared to the initial investment. Project C has the largest ARR (30 percent), and then Project A (27 percent). Project B offers the lowest return of 20, which implies a rather small payback on investment. Higher ARR is more appealing, yet it should be borne in mind that ARR does not consider the time value of money, which is why it is most used alongside other tools such as NPV.
[bookmark: _Toc216708610]Net Present Value (NPV)
One of the most significant metrics of investment appraisal is the NPV. It is a computation of the present value of cash flows at a rate in the future discounted on a particular rate (10 percent in this case) and the initial investment is deduced. The project C has the best NPV of £3.22 million, thus making it the most appealing investment based on finances. Project A yields a positive NPV of 1.34 million pounds, whereas Project B has a negative NPV of -7.30 million pounds, which will result in value destruction to the company. Good investment is usually investment with a positive NPV, which is likely to create more value than its price.
[bookmark: _Toc216708611]Profitability Index (PI)
Profitability Index (PI) is the ratio between the present value of future cash flows and the initial investment. A PI of over 1 is a sign that the project is going to create more value than it will cost. The PI of Project C is the largest (1.0644), followed by Project A (1.034). The PI of project B is 0.7667, but less than 1, hence the project would not create sufficient value to warrant investment. The PI can be applied to capital rationing, where it is used to determine the most efficient investments in terms of cost.
[bookmark: _Toc216708612]Internal Rate of Return (IRR)
The discount rate that causes the NPV of a project to be zero is called the IRR. It reflects on the possible ROI. The IRR of Project C is the highest (16%), then there is Project A (14.5%). Project B has an IRR of -9, indicating it is not a profitable project. The IRR of the projects must be above the cost of capital (10% in this example) to be an acceptable investment.

[bookmark: _Toc216708613]Analysis and Evaluation of Projects
[bookmark: _Toc216708614]Project A:
Project A is a viable investment because it has a good NPV of 1.34 million and ARR of 27%. Its PBP at 3-4 years is fair, and it offers positive returns based on its PI (1.034) and IRR (14.5%). But the inflows of cash are front-loaded, i.e., it pays off in the initial years, and it might result in the loss of profitability later. Although it falls within the capital constraint of £60 million, it does not provide the best returns when compared to Project C.
[bookmark: _Toc216708615]Project B:
Project B has a low ARR (20 percent) and negative NPV (-7.30 million), which means that it will not yield sufficient returns to justify its initial investment. Its -9% IRR and 0.7667 PI both indicate that the project would wipe out shareholder value. The Payback Period of 5 years is the longest of all the three projects and makes it even less appealing. Project B should be rejected because it has a negative NPV and low returns.
[bookmark: _Toc216708616]Project C:
Project C turns out to be the most optimal investment choice, having the largest NPV (£3.22 million) and ARR (30 percent) and IRR (16 percent). It possesses a fair PBP of 4 years and PI of 1.0644 and is the most profitable and valuable project by the profitability of the investment. The project has a large initial cash inflows and whilst it has the largest initial investment (£50 million), it remains within the limit of capital rationing constraint of 60 million. Project C offers the best opportunity to maximise long-term profitability and enhance shareholder value.
[bookmark: _Toc216708617]4. Final Investment Advice.
With the capital rationing limit set at £60 million, General Electronics has to focus on Project C and Project A.
Project C deserves to be investment priority since it has the highest NPV, ARR, and IRR, and a strong cash flow profile. Though it involves the highest initial investment (£50 million), the high financial returns justify this investment.
Project A could be an option as a secondary, with a positive NPV, good ARR, and a fair IRR. It would fit perfectly into the capital limits and would give a favorable payoff on investment, however, Project C has higher financial payoff in general.
Project B must be discarded, because it does not satisfy the financial performance requirements. Its negative NPV, low ARR, and negative IRR suggest that it would not generate value to the company.
[bookmark: _Toc216708618]5. Justification According to the Finance performance and risk characterization of the company.
[bookmark: _Toc216708619]Profitability:
 Project A and Project C have strong profitability scores, but Project C has a better NPV and ARR. This is in line with the objective of General Electronics, which is to increase its profitability despite limited capital. Project A also has good returns but fails to match the potential of Project C.
[bookmark: _Toc216708620]Liquidity:
 Since both Project A and Project C generate high cash flows during earlier years, they are better placed to enhance the liquidity position of the company. Project B, having low and stable cash inflows, would not offer the liquidity boost required to resolve financial issues faced by General Electronics.
[bookmark: _Toc216708621]Risk Characteristics: 
Project C is characterized by greater cash inflows and average risk. Greater NPV and IRR imply that it will resist changes in market conditions and yield substantial returns. Project A is a moderate risk, because the cash inflows are not as high as in Project C, but still present a good return. Project B, with a negative NPV, and low returns, has the greatest risk of losing its value and must be left out.
The most appropriate action to take about General Electronics is investing in Project C and Project A, considering the capital rationing constraint of £60 million, because Project C offers a better NPV, ARR and IRR. Project A is also viable with a decent pay-off and fits the capital available. Project B is to be rejected because it has a negative NPV, a low ARR and negative IRR that would ruin shareholder value. By focusing on these investments, General Electronics will be able to increase its profitability, liquidity, and guarantee sustainable growth.
[bookmark: _Toc216708622]Conclusion
To conclude, after a thorough assessment of the three investment projects or Project A, Project B, and Project C, it is clear that Project C has the highest financial returns despite requiring higher start-up capital. It has the most optimal NPV, ARR, and IRR and is capable of producing high value and profitability over the long-run. Project A is good and is highly-paying, but it is at the bottom of the list relative to Project C, which should be eliminated because it would not benefit the company. The Project B and its negative NPV and low IRR are to be rejected, as it would not benefit the company. Given the capital rationing limit of 60 million, the capital can be used in the most appropriate manner and the first priority should be given to Project C and Project A. The company will be in a position to enhance its profitability, liquidity and long term financial health in its management of its risk and its position in the market through these projects.
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[bookmark: _Toc216708624]Appendix
[bookmark: _Toc216708625]3.1 Profitability Ratios
[bookmark: _Toc216708626]Gross Profit Margin


	Year 
	Gross Profit 
	Net sales
	Calculations
	Gross Profit Margin 

	2024
	113,994
	394,879
	
	28.87%

	2023
	97,560
	420,457
	
	23.23%

	2022
	152.292
	542,751
	
	28.05%

	2021
	173,016
	601,602
	
	28.74%

	2020
	176,256
	614,680
	
	28.64%
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[bookmark: _Toc216708627]Operating Profit Margin

	Year 
	Operating Income 
	Net sales
	Calculations Operating 
	Operating Profit Margin 

	2024
	−15.30
	394,879
	
	−3.87%

	2023
	−85.30  
	420,457
	
	−20.3%

	2022
	14.55
	542,751
	
	2.68%

	2021
	23.25
	601,602
	
	3.87%

	2020
	37.27
	614,680
	
	6.06%
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[bookmark: _Toc216708628]Net Profit Margin

	Year 
	Net Income
	Net sales
	Calculations
	Net Profit Margin

	2024
	−24.03
	394,879
	

	−6.08%

	2023
	−98.24
	420,457
	

	−23.38%

	2022
	0.41
	542,751
	
	0.08%

	2021
	5.30
	601,602
	
	0.88%

	2020
	38.57
	614,680
	
	6.27%
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[bookmark: _Toc216708629]3.2. Liquidity Ratios
[bookmark: _Toc216708630]Current Ratio

	Year 
	Current Assets
	Current Liabilities
	Calculations
	Current Ratio

	2024
	242.49
	158.29
	

	1.53

	2023
	258.85
	161.15
	

	1.60

	2022
	338.04
	216.47
	

	1.56

	2021
	337.15
	216.79
	

	1.56

	2020
	326.84
	179.51
	
	1.82
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[bookmark: _Toc216708631]Quick Ratio
                                 
	Year 
	Current Assets
	Current Liabilities
	Inventories
	Calculations
	Quick Ratio

	2024
	242.49
	158.29
	79.36
	

	1.03

	2023
	258.85
	161.15
	88.27
	

	1.06

	2022
	338.04
	216.47
	140.18
	

	0.92

	2021
	337.15
	216.79
	134.47
	

	0.94

	2020
	326.84
	179.51
	120.43
	
	1.15
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[bookmark: _Toc216708632]3.3 Efficiency Ratios
3. Efficiency Ratios
[bookmark: _Toc216708633]Receivables Turnover
                    

 




	Year 
	Net Credit Sales 
	Average Accounts Receivables
	Calculations
	Receiveables Turnover

	2024
	394.88  
	113.39
	
	3.48

	2023
	420.46
	112.457
	

	3.74

	2022
	542,751
	112,471
	

	4.82

	2021
	601,602
	120,780.5
	

	47.07
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[bookmark: _Toc216708634]Inventory Turnover Ratio

	Year
	COGS (in millions)
	Inventory (in millions)
	Average Inventory (in millions)
	Calculation
	Inventory Turnover

	2024
	280.89
	79.36
	(79.36 + 88.27)/2 = 83.815
	
	 3.34

	2023
	322.90
	88.27
	(88.27 + 140.18)/2 = 114.23
	
	2.83

	2022
	390.46
	140.18
	(140.18 + 134.47)/2 = 137.325
	
	2.84

	2021
	428.58
	134.47
	(134.47 + 120.43)/2 = 127.45
	
	3.36

	2020
	438.42
	120.43
	(120.43 + 121.67)/2 = 121.05
	
	3.62
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[bookmark: _Toc216708635]3.4 Gearing Ratio
[bookmark: _Toc216708636] Debt to Equity Ratio


	Year 
	Total Debt (in millions)
	Total Equity (in millions)
	Calculation
	Debt to Equity Ratio

	2024
	170.25
	153.10
	
	1.11

	2023
	176.95
	178.92
	
	0.99

	2022
	235.76
	268.41
	
	0.88

	2021
	234.40
	275.95
	
	0.85

	2020
	196.99
	313.30
	
	0.63
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[bookmark: _Toc216708637]Interest Coverage Ratio
	Year 
	Operating Income (in millions)
	Interest Expenses (in millions)
	Calculation
	Interest Coverage Ratio

	2024
	-15.30
	3.36
	
	-4.55

	2023
	-85.30
	4.33
	
	-19.7

	2022
	14.55
	2.20
	
	6.61

	2021
	23.25
	0.57
	
	40.79

	2020
	37.27
	1.42
	
	26.23
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[bookmark: _Toc216708638]3.5 Investment Ratio
[bookmark: _Toc216708639]Return on Assets
                                
	Year 
	Net Income
	Total assets
	Calculation
	ROA

	2024
	−24.03
	323,354

	
	−7.44%

	2023
	−98.24
	355,872

	
	−27.64%

	2022
	0.41
	504,163

	
	0.08%

	2021
	5.30
	510,348

	
	1.04%

	2020
	38.57
	510,290

	
	7.57%
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[bookmark: _Toc216708640]Return on Equity
[bookmark: _Toc216708641]     

	Year 
	Net Income
	Total Equity
	Calculation
	ROE

	2024
	−24.03
	153,105

	
	−15.7%


	2023
	−98.24
	178,920

	
	−54.9%

	2022
	0.41
	268,406

	
	0.15%

	2021
	5.30
	275,949

	
	1.92%

	2020
	38.57
	313,301

	
	12.3%
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[bookmark: _Toc216708642]3.6 Cash Flow
[bookmark: _Toc216708643]Operating Cash Flow Ratio


	Year 
	Operating Cash Flow
	Current Liabilities
	Calculation
	Operating cash flow

	2024
	14,822
	153,105

	
	0.094



	2023
	25,190
	178,920

	
	0.156

	2022
	10,926
	268,406

	
	0.0505

	2021
	40,283
	275,949

	
	0.186

	2020
	73,392
	313,301

	
	0.408
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[bookmark: _Toc216708644]3.7 Altman Z score

· Working Capital = Current Assets - Current Liabilities
· Retained Earnings = Accumulated earnings retained in the business (available on the balance sheet)
· EBIT = Earnings Before Interest and Taxes (Operating Income)
· Market Value of Equity = Market Capitalization (if data is available, calculated as shares outstanding × share price) book value of equity is used here 
· Total Liabilities = Current Liabilities + Long-term Debt
· Total Assets = Total Assets (from the balance sheet)
· Sales = Net Sales (from the income statement)
	Year
	Current Assets 
	Current Liabilities
	Working Capital
	Retained Earnings
	Operating Income 
	Total Equity
	Total Liabilities
	Total assets
	Net sales

	2024
	242,494
	158,291
	84,203
	208,431
	−15.30
	153,105
	170,249
	323,354

	394,879

	2023
	258,851
	161,148
	97,703
	232,460
	−85.30  
	178,920
	176,952
	355,872

	420,457

	2022
	338,040
	216,473
	121,567
	330,698
	14.55
	268,406
	235,757
	504,163

	542,751

	2021
	337,146
	216,787
	120,359
	330,291
	23.25
	275,949
	234,399
	510,348

	601,602

	2020
	326,843
	179,510
	147,333
	324,990
	37.27
	313,301
	196,989
	510,290

	614,680



2024



= −12.6364
2023



=3.0288

2022



=12.4855

2021



= 18.09044




=27.2201
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[bookmark: _Toc216708645]COC Calculation


	Year
	Inventories
	Net Sales
	Accounts Payable
	Account
Receivables
	Cost of Sales (COGS)
	COGS per Day (COGS/365)
	Average Inventories
	Net sales per day
	Average Account Payable
	Average account receivable

	2024
	79,355
	394,879
	72,031
	114,182
	280,885
	769.54
	83,814
	1081.86
	64,532
	113,389

	2023
	88,273
	420,457
	57,033
	112,596
	322,897
	884.64
	114,227
	1151.93
	64,203
	112,471

	2022
	140,181
	542,751
	71,373
	112,346
	390,459
	1069.75
	137,325
	1486.98
	82,040
	120,780.5

	2021
	134,469
	601,602
	92,707
	129,215
	428,586
	1174.20
	127,499.5
	1648.22
	87,968
	129,324

	2020
	120,430
	614,680
	83,229
	129,433
	438,424
	1201.16
	
	1684.05
	
	




	Year
	Average Inventories
	COGS per Day (COGS/365)
	DIO

	2024
	83,814
	769.54
	108.91

	2023
	114,227
	884.64
	129.12

	2022
	137,325
	1069.75
	128.37

	2021
	127,499.5
	1174.20
	180.58




	Year
	Average account receivable
	Net sales per day
	DSO

	2024
	113,389
	1081.86
	104.80

	2023
	112,471
	1151.93
	97.63

	2022
	120,780.5
	1486.98
	81.22

	2021
	129,324
	1648.22
	78.46





	Year
	Average Account Payable
	COGS per Day (COGS/365)
	DPO

	2024
	64,532
	769.54
	83.85

	2023
	64,203
	884.64
	72.57

	2022
	82,040
	1069.75
	76.69

	2021
	87,968
	1174.20
	74.91



	Year
	Calculation
	COC

	2024
	
	129.86

	2023
	
	884.64

	2022
	
	132.9

	2021
	
	184.13
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[bookmark: _Toc216708646]Investment Appraisal Calculation
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