[image: uni logo]












Student Name: Haroon Ahmad

Student ID: 2437163


Module Name: Financial Management

Module Code: LCMB7002




Lecturer’s Name: Shengfeng Mei (London)



Work Count: 5279





Term 1


Table of Content
1. Financial Health Check	3
1.1 Overview of Financial Performance	3
1.2 Profitability Ratio Analysis	3
1.3 Liquidity Ratio Analysis	4
1.4 Efficiency (Activity) Ratio Analysis	5
1.5 Gearing and Solvency Analysis	5
1.6 Cash Flow Analysis	6
1.7 Corporate Failure Risk: Altman Z-Score	6
2. Working Capital Management Analysis	8
2.1 Assessment of the Cash Operating Cycle	8
2.2 Liquidity Challenges and Working Capital Risks	8
2.3 Strategies to Improve Liquidity through Working Capital Reforms	9
2.4 Short Term versus Long Term Financing Options	9
3. Strategic Financial Restructuring Plan	11
3.1 Recommended Financial Restructuring Options	11
3.2 Impact on Shareholder Value, Debt Structure, and Operational Flexibility	13
3.3 International and Ethical Considerations	14
4. Investment Appraisal and Capital Budgeting	15
4.1 Importance of Capital Budgeting in the Current Financial Context	15
4.2 Project Cash Flow Profiles and Risk Characteristics	15
4.3 Payback Period (PBP) Analysis	16
4.4 Accounting Rate of Return (ARR)	16
4.5 Net Present Value (NPV)	17
4.6 Profitability Index (PI)	17
4.7 Internal Rate of Return (IRR)	18
4.8 Capital Rationing and Investment Feasibility	18
4.9 Final Investment Recommendation	19
5. Appendices	20
6. References	27




[bookmark: _Toc7319]1. Financial Health Check
[bookmark: _Toc30563]1.1 Overview of Financial Performance
An overall assessment of the financial performance of General Electronics across the five-year span between 2020 and 2024 can demonstrate that the company enjoyed a steady and significant decline of its financial well-being, especially in 2023. Although the organisation showed fairly stable profitability and operational capacity in the years of 2020 and 2021, the following ones are defined by the decreasing revenues, deteriorating margins, operating losses, and decreasing liquidity ratios. As the newly hired Chief Financial Officer (CFO), these events loom large concerns as to how the firm will be able to survive without urgent financial and strategic support.

[bookmark: _GoBack]The total net sales became lower by about 36 percent, with a decrease of between 2020 and 2024 being experienced by a decrease from 614,680m to 394,879m. This prolonged deterioration represents the decrease of competitiveness on the market, high competition in the world consumer electronics market, pressure on prices and possibly loss of brand relevance. Though the cost of sales also went down within the period, the decrease was not comparative to the decrease in the revenue, causing squeezed profitability. This throws into focus frugality of cost adaptability and the inability to reshape the cost structure adequately in reaction to declining demand.

The most important issue is a transition to stable profits in 2020, 2021 at the level of net losses in 2023 and 2024. The net income became negative and dropped to a loss of 98,238m in 2023 and a later loss of 24,029m in 2024. This trend does not just reflect operational inefficiency but also an increased financial risk which means that the problems facing the firm are becoming more structural and less cycle-driven.

[bookmark: _Toc13557]1.2 Profitability Ratio Analysis
Profitability ratios offer an understanding of how the firm is able to make profits in comparison to its sales, assets, and equity (Rashid, 2021). The gross profit margin has been relatively constant throughout the years, with an approximate of 28.7 percent and 28.9 percent in 2020 and 2024 respectively. But this seeming stability covers vast volatility in in-between years, especially the conceptual steep drop seen in 2023. The fact that the gross margin had not improved significantly even as sales declined indicates low pricing strength, little product differentiation, and supply chain inefficiencies that do not harbour competitive strategy in one of the technology-driven market.

The operating profit margin went down substantially to -3.9 percent in the year 2024 as compared to 6.1 percent in 2020 with a lowest extreme of -20.3 percent in 2023. This decline is indicative of a huge rise in the cost of operations in comparison to revenue. In 2023, the operating expenses were higher than the gross profit which means the entrenched overheads and lack of flexibility in terms of the operational scalability. Failure to cut costs of operation in proportion of the shrinking revenues put the firm at long term losses in times of shrinking demand.

In the same vein, the net profit margin being negative with 6.1 percent in the year 2024 as compared to the 6.3 percent stated in the year 2020. Continuous net losses imply that there has been excessive investment in financing, impairment charges and weak cost controls than revenue generating ability. This continual loss is massive value destruction to the shareholders.

The ratio of return on assets (ROA) deteriorated significantly as it was around 7.6 percent in 2020 and at 2024, it was in the range of -7.4 percent, indicating a decline in the efficiency of assets utilisation. The firm has failed to ensure sufficient operating returns on the large asset base which indicates underutilised capacity and ineffective deployment of capital.

It is also the same with the return on equity (ROE) which is decreasing to -15.7 percent in 2024 after being 12.3 percent in 2020. This is because this fall is supported by net loss as well as a decline in the equity of the shareholders as a result of accumulated losses. Negative ROE is an indicator of intense loss of shareholder value and aggravates investor confidence. (Appendix 1)

[bookmark: _Toc11853]1.3 Liquidity Ratio Analysis
Liquidity ratios are the measures of the company to fulfil the current liabilities as they become due (Lalithchandra and Rajendhiran, 2021). It is found that the current ratio has decreased by around 1.82 in 2020 and 1.53 in 2024. The ratio is still above the traditional threshold of 1.0 but the downward strategy shows short-term liquidity tightening, especially with regard to reduction in profitability, and cash reserves.

The quick ratio was also on the downward performance as it was 1.15 in 2020 but was now around 1.03 in 2024. This decrease is an indication of the growing dependency of inventory on current assets by the firm. The firm is at risk of liquidity risk since the technological obsolescence rate is high in consumer electronics business and relies on inventory as a liquidation strategy.

The ratio of cash showed a steep drop of 0.32 in 2020 to 0.17 in 2024 showing that there was rash diminution in the immediately available cash as compared to current liabilities. This depreciation severely constrains the capacity of the firm to take financial shocks on a short period without financial leverage, leading to heightened sensitivity to narrowing the credit and refinancing risk. (Appendix 1)

[bookmark: _Toc6220]1.4 Efficiency (Activity) Ratio Analysis
Efficiency ratios compare the efficiency with which the company utilises its working capital and assets base (Noviyana et al., 2023). There was a significant decrease in inventory turnover during the period, which shows the slower supply of goods and undrafted inventories. Inventory reduced by 2024 but it is still high when compared to lower sales volumes. This implies that there are flaws in demand forecasting, production planning and inventory management.

Turnover of receivables worsened slightly, which presupposes prolonged collections. The trend is harmful to operating cash flows and it heightens the default risk of the customers especially in the international markets.

The total assets turnover was low and fluctuating, and was in general worse than the previous years. Even though the total assets have declined, the company has not realised the corresponding revenue efficiency growth and this is an indication of underutilised or inefficient assets. (Appendix 1)

[bookmark: _Toc21414]1.5 Gearing and Solvency Analysis
Gearing ratios evaluate the risk of financial stability and capital structure (Tulung et al., 2024). The debt to equity ratio has grown substantially in 2024 as compared to 2020 as it now stands at 1.11 as compared to 0.63 previously. This growth is more of a decrease in equity instead of a generous growth in borrowing thus making the capital structure more delicate and diminishing the financial flexibility.

Even the interest coverage ratio became negative and worsened significantly in 2023 and 2024 because of operating losses. This means that operating income is no longer adequate to finance interest spending, which raises the default risk and dependence on refinancing facilities and short-term credit facilities. (Appendix 1)

[bookmark: _Toc833]1.6 Cash Flow Analysis
Although accounting losses were recorded, operating cash flow (OCF) has been positive in 2023 (25,190m) and 2024 (14,822m). This was however a positive cash generation but was mainly caused by non-cash items like depreciation, impairment losses and working capital adjustments as opposed to the operation performance. Reduction in OCF between 2023 and 2024 is the indication of loss of underlining cash-generating capacity.

The free cash flow (FCF) is also limited after taking into consideration the continuous capital expenditures. Ongoing investment in property, plant and equipment and intangible assets where profitability is unlikely to be good or weak implies that there is the possibility of over, and poor capital allocation discipline.

[bookmark: _Toc9829]1.7 Corporate Failure Risk: Altman Z-Score
There is the risk of corporate failure and the Altman Z-Score manufacturing model is used to determine the risk (Rashid et al., 2023), using the 2024 financial information.

Working capital to total assets ratio (X 1 ) is 0.26, which means that despite the fact that working capital is not negative, short time liquidity strength is not high and it has deteriorated with time.

Retained earnings to total assets ratio (X 2 ) is 0.64, which reflects a decrease in the previous years as a result of losses incurred. This shows weaker internal financing capability and the decrease of dependency on the retained profits.

EBIT to total assets ratio (X 3 ) is-0.05 the operating losses. This negative figure is a grave distress indicator as it shows that assets are not earning it enough as operating returns.

The ratio of equity to total liabilities (X 4) is 0.90 which reveals that the equity of shareholders cover the total liabilities by a very slim margin. This narrow solvency margin makes it vulnerable to any time of prolonged losses.

The sales to total assets ratio (X 5) is 1.22, that is also pretty decent but a decrease compared with previous years and indicates a decline of the productivity of the assets.

On the values, the total Z-Score of the firm is 2.80, which also compares General Electronics in the grey zone. This means that, the firm is not at the risk of bankruptcy yet, however, it stands high risk of going bankrupt in case the current trends continue. (Appendix 2)

[bookmark: _Toc25162]2. Working Capital Management Analysis
[bookmark: _Toc19737]2.1 Assessment of the Cash Operating Cycle
The working capital management is required to achieve the reinstatement of liquidity and operation stability in General Electronics given its dwindling cash reserves over the last few years, and increasing dependence on short-term borrowing. A major measurement of short-term financial efficiency is the cash operating cycle, which can be described as the window that exists between the cash payments on production and cash receipts on sales. The cash operating cycle in the 2020 to 2024 period has extended indicating that the firm is not efficient in terms of inventory management, receivables collection and payables administration (Ibrahim et al., 2021).

Although the inventory levels continue to fall in absolute numbers by 2024, they get relatively high in comparison of the decreased sales base, which implies the slower inventory turnover. This ties cash in stocked goods and escalated the chances of obsolescence in the fast changing consumer electronics industry. At the same time, the accounts receivable are high of 114,182m even with falling revenues which imply a possibility of rising days sales outstanding perhaps as a result of lengthening the credit terms with an aim of maintaining the sales volumes. Conversely, the accounts payable have decreased to a lower of 72,031m, which indicates a reduction in payment period to the vendor-suppliers- which could be due to the more stringent terms of credit or the suppliers will not want to take risks with the company. The overall impact of these dynamics is the prolongation of the cash operating cycle, which consumes the liquidity and creates an extra burden on the financial sustainability of the firm in the short term (Zaher and Illescas, 2022).

[bookmark: _Toc17892]2.2 Liquidity Challenges and Working Capital Risks
The longer periods of cash operating cycle has increased the liquidity risk in General Electronics. Even though the operating cash flows were upbeat in 2023 and 2024, this was due to non-cash accounting adjustments and not solid performance, as indicated by the company. The cash ratio of 0.17 in 2024 indicates inadequate availability of cash that can be utilised at once to supply the short-term liabilities, and the cash restriction exposes the firm to unforeseen cash requirements.

The firm is also still largely dependent on short-term lines of credit, which stood at £36,960m in 2024. Such reliance poses the company to fluctuation in interest rate, refinancing risk, and even possible reduction in credit supply especially in tighter market conditions. As far as financial management is concerned, the current working capital structure is not sustainable in the medium term. Unless corrective action is taken, further drain on cash reserves and excessive dependence on outside funding may lead to acute liquidity pressure, although operating losses may be reduced (Heliani, 2023).

[bookmark: _Toc12749]2.3 Strategies to Improve Liquidity through Working Capital Reforms
Targeted changes in the inventory, receivables and payables are needed to enhance liquidity and reduction of the cash operating cycle. Managing inventory should be a priority by adopting the use of sophisticated predictive demand, control over just-in-time and rationalisation of the product lines. Termination of low-margin products or slow moving products and short-term clearance would decrease inventory holding costs, cash in hand as well as eliminate obsolescence risks. These do not only increase the liquidity, but also the efficiency of operations (Pamungkas, 2023).

Credit policy and collection must be tightened in regards to receivables management. The extension of credit by selective use of customer credit worthiness, the implementation of incentive of early payment and the increased monitoring of receivables would make the cash inflows to accelerate (Putra et al., 2024). There is an added benefit in leveraging the administrative delays by utilising digital invoicing and automated collection systems. On the same note, payables management ought to be renegotiated. Balancing out of operating cycle, by extending supplier payment terms where possible, especially non-critical suppliers, and matching payables with receivables would lead the company to allocate less reliance on short-term borrowing. When done together, these efforts would be able to free up stagnant cash, enhance liquidity, and generate a sustainable working capital base.

[bookmark: _Toc9575]2.4 Short Term versus Long Term Financing Options
With ongoing liquidity constraints, funding choices have to be struck to balance urgency, cost and risk. Short term funding, like credit lines as a financing option, is quick in providing money and it has played a key role in meeting any imminent cash gaps (Greenwald et al., 2025). Nevertheless, over dependence on short-term debt exposes one to exposure to refinancing risk, interest rate risk, and possible covenant breach. Constant reliance on short-term funding to fund the operations with no improvements can unavoidably worsen the financial health.

On the other hand, long-term funding tools and instruments such as term loans, bonds or, equity-linked options offer stability which best suits and aligns its maturities to asset base and long term recovery strategy of the firm. Though these instruments might entail elevated prices or dilution of shareholders, they mitigate rollover risk, and became more financially resilient. As a CFO, a moderate solution is preferable: slowing the reliance on short-term credit, and finding long-term financing at the same time as implementing stubborn working capital solutions. The strategy would be sustainable in terms of boosting liquidity, improving operational inefficiencies, and facilitating the turnaround goals of the firm.

[bookmark: _Toc13833]3. Strategic Financial Restructuring Plan
[bookmark: _Toc19846]3.1 Recommended Financial Restructuring Options
Rationale for Financial Restructuring
As the financial analysis in Sections 1 and 2 indicates, General Electronics is facing serious financial strains, which can be indicated by the fact that its revenues are decreasing, its operating losses are sustained, its liquidity ratios are continuing to deteriorate, and its financial leverage is increasing. Though this firm is not in bankruptcy yet, its Altman Z-Score of 2.80 indicates that the company is squarely in the grey side, which is an indicator of a high risk of corporate bankruptcy. In the eyes of the Chief Financial Officer (CFO) that is a win-or-lose financial re-structuring that must be carried out, and not gradual corrective actions.

The primary objectives of the restructuring strategy are to:
1. Strengthen the capital structure by reducing leverage and restoring liquidity;
2. Protect and rebuild shareholder value by halting equity erosion and restoring profitability;
3. Enhance operational flexibility to support strategic realignment in a highly competitive global electronics market.

To achieve these objectives, a combination of asset restructuring, equity injection, debt restructuring, and strategic alliances or mergers is recommended.

Asset Restructuring and Divestiture
The targeted pillar of the restructuring plan is focused on asset divestiture. Even as the revenues and returns on assets are declining, the General Electronics still retains a relatively large asset base. This implies that it has non-performing and non-core resources, such as excess manufacturing plants, excess property, plant and equipment (PPE), and non-strategic intangible assets (Lee, 2021).

The sale of such assets would bring in cash flows which can be used to minimise short term borrowings and increase liquidity without raising the leverage. Strategically, divestiture enables the management to narrow down its core competencies as well as high profitable product lines. Whereas the sale of assets can help mitigate scale, liquidating low-paying assets enhances the overall effectiveness and creation of value in the long run (Feldman, 2021).

Equity Injection and Capital Structure Rebalancing
Intescible of the poor performance of the shareholders equity and the growth of the debt to equity ratio at 1.11 in 2024, an equity injection is an important restructuring decision that is necessary. This may be done either by way of rights issue, private placement or strategic equity participation by institutional or industry investors.

Direct impact of equity injection would be the direct boost equity capital on the balance sheet resulting in the ratios of financial leverages and solvency. Even though dilution of the already existing shareholders in the short-term might be experienced, the long-term advantages would be a positive financial stability, lesser risk of bankruptcy and residual shareholder value (Ippolito et al., 2022).

Non-financial advantages may also be provided by strategic equity partners including technological competency, supply-chain alignment, or new market penetration, and therefore help the firm turnaround to regain its operations. Nonetheless, the implications of governance should be well regulated so that they do not harm to the prevailing shareholder interests and strategic control is not lost.

Debt Restructuring and Refinancing
There should also be debt restructuring to mitigate the declining interest coverage ratio and overdependence on short term credit facilities of the firm. The existing capital structure puts General Electronics at risk of refinancing and interest rate risk especially in an inflationary environment (Friewald et al., 2022).

One of the recommendations is returning to the profiling of the current debt, transforming short-term borrowings into long-term. This would not only relieve liquidity pressure in the short term but also would accord the debt maturities to the time frame of recovery of the firm. Other options might be such as renegotiating interest rates, gaining covenant relief, or obtaining temporary deferrals to payments.

As debt restructuring helps minimise the chance of the financial distress and the risk of value destruction. Nonetheless, it should be done very sparingly lest the concessions to the creditors would be too many, to the point of impairing the shareholder value. The goal is to assist operational recoveries as opposed to just delaying financial ruin.

Strategic Merger or Alliance
In addition to internal restructuring, General Electronics must evaluate the possibility of strategic merger or alliance with a stronger firm in terms of finances. These partnerships may offer access to capital, new technologies and a wide distribution network besides sharing of risks (Ryan-Charleton et al., 2022).

An organised merge would provide economies of scale, cost synergies and improved market penetration. Nevertheless, the issue of integration, cultural disparities, and possible watering down of strategic independence have to be considered in detail. Value creation currently can be viewed as a shareholder perspective, where the synergy realisation and post-merger integration should be disciplined.

[bookmark: _Toc18390]3.2 Impact on Shareholder Value, Debt Structure, and Operational Flexibility
The restructuring actions that have been proposed are all meant to stabilise and provide value to the shareholders. Divestiture and capital infusion enhance efficient use of capital, mitigate financial risks, and prevent the loss of equity. The firm enhances the equity base, and leverage reduces the solvency profile, and chances of financial distress.

In the debt structure perspective, the transition between short-term and long-term financing structures decrease the refinancing risk and covers the interests over time. Reduced leverage increases credit quality, which may lead to a decreased cost of funds and access to the capital markets.

Flexibility of operations is also improved tremendously. A lean asset base makes the fixed costs leaner and helps them to scale better so General Electronics will be more responsive to demand volatility, technological change and industry pressure (Charupat and Sarkar, 2025). Greater strategic freedom is offered to management in terms of enhanced financial stability to invest in innovation, reorganise the operations and reposition the firm in the international market.

[bookmark: _Toc32701]3.3 International and Ethical Considerations
Being a multinational company, General Electronics has to incorporate internationalism and ethical facets of financial restructuring strategy. There are high tax consequences to an asset divestiture and equity transaction that require capital gains taxation and transfer pricing. Restructuring should be made in a manner that would reduce leakage in taxes and comply with the local and international laws.

Another important issue is the currency risk. The exchange rate volatility of foreign-denominated debt and cross-border equity investments exposes the firm to increased real liabilities burden, as a result of which these liabilities may grow. Cash flows and financial equity should be hedged to ensure cash flow security.

The risk of inflation in major markets raises operating expenses as well as borrowing rates that have supported the value of cost discipline and wise financial management (Lopez-Salido and Loria, 2024). Ethics is also a major concern especially in relation to workforce restructuring, relationship with suppliers and the environment. In order to keep stakeholders trusting and in the long run sustainable, it is vital to have an open line of communication, a well-treated workforce, and a high level of corporate social responsibility (CSR).



[bookmark: _Toc26612]4. Investment Appraisal and Capital Budgeting
[bookmark: _Toc12857]4.1 Importance of Capital Budgeting in the Current Financial Context
Capital budgeting consists of the strategic financial management tool which helps firms to effectively utilise the limited resources available, as well as increase the value creation in the long term (Sureka et al., 2022). In the case of General Electronics that is currently in the decline due to the loss of revenues, operating losses, weakening liquidity, and additional leverage, proper capital budgeting is essential. The Altman Z-Score 2.80 puts the company in the grey zone, which implies the presence of high financial distress. Here, when investment decisions are inefficient those solvency concerns are aggravated, there is increased refinancing strain as well as increased equity erosion. In this light, the CFO should aim to ensure that he/she concentrates on the projects that yield beneficial returns, increase liquidity, and facilitate recovery in the operations, without derailing them of the long-term corporate goals.

The business has a capital rationing limit of £60 million and therefore, selection of projects must be done carefully. Capital budgeting systems offer systematic ways of the comparison of investment opportunities according to the profitability, risk and cash flow timing. General Electronics (GE) has presented three, independent projects: A, B, C, that were estimated according to Payback Period (PBP), Accounting rate of Return (ARR), Net present value (NPV), Profitability index (PI) and Internal rate of Returns (IRR). The accounting reflective use of discount rate of 10 percent is used due to the high cost of capital and operating risk of the firm and no straight-line depreciation to zero. This is a systematic method of making sure that the minimal funds are spent on investments that have the greatest wealth to the shareholders and meet the financial stability.

[bookmark: _Toc29343]4.2 Project Cash Flow Profiles and Risk Characteristics
The three projects suggested have great difference in the magnitude, cash flows timing and risk, and it is imperative to evaluate them considering the liquidity and profitability requirements of the firm. Project A will need 40 million pound and bring an uneven stream of 10 million pounds, 12 million pounds, 14 million pounds, 10 million pounds and 8 million pounds within five years. This trend offers moderate initial liquidity with reducing inflow in the last year is a sign of moderate risk to cash coverage. The project qualifies as the operational needs and moderately returns invested capital in the short term.

Project B is a project that is invested in at a rate of 30 million pounds with an inflows of 6 million continuously after every one year. Despite being predictable and stable, the low levels of cash inflows restrict the capacity of the project in regard to the creation of shareholder value. This predictability minimises risk but does not help in solving the urgent need of this firm to restore profitability. Project C, which will cost 50 million pounds, has inflows back-loaded on 5,10,20,25 and 15 million pound. The initial inflows are poor but the project is providing good long-term returns, which has the best promise of restoring equity and profitability. With the liquidity limitation facing General Electronics, the Project C would be a strategic project albeit moderate short-term cash flow risk because it balances the early cash recovery with long-term creation of values. (Appendix 3)

[bookmark: _Toc7168]4.3 Payback Period (PBP) Analysis
The Payback Period is used to estimate the period it takes to recover the initial investment, and this gives an insight into the contribution of a project towards liquidity (Cotter, 2023). The financially strained firm such as General Electronics would have better projects with shorter payback time since it would be important to maintain the cash flow. Project A is realised in about 3.4 years, and this implies that there is a balance in the size of investment and the early cash inflows. The project B that has a payback period of five years ties up more funds throughout the course of the project period, which boosts the risk in liquidity and flexibility.

Project C will pay back in approximately 3.6 years, marginally higher than project A but quicker than project B due to high inflows during the third and the fourth year. Its initial outlay is more, but its timely liquidity is available in the mid-term to help the operations and alleviate the pressure of refinancing. All in all, PBP analysis places Projects A and C as more favourable alternatives when compared to Project B especially in the case of limited financial capacity of the company. (Appendix 4)

[bookmark: _Toc18323]4.4 Accounting Rate of Return (ARR)
ARR compares the average accounting profit and investment which gives an evaluation of the expected contribution to reported earnings. Project A will have an ARR of 27 percent and this shows moderate enhancement of accounting profitability. This is a good, but bound state of the ROI, in terms of reviving the general ROA and ROE of the firm, which have been feeling the heat in the latest years.

Project B has a low profitability represented by the ARR of 20 percent, which supports that it is not a value-generating project. Project C, in contrast, has the largest ARR of 30 percent, which makes the largest contribution to the recovery of profitability. Considering the operating losses showed and shareholder value loss observed in the company, it is imperative to prioritise projects that can lead to accounting returns. The ARR analysis consequently indicates that Project C is the best option towards topping the earnings and winding up the financial turnaround plan. (Appendix 5)

[bookmark: _Toc22374]4.5 Net Present Value (NPV)
NPV is an absolute value that is given to shareholders by evaluating the discounting of future flows in cash and then the evaluation of the initial investment is done (Cotter, 2023). The project A generates a positive NPV of a small value of 1.34 million in the form of marginal value creation. Project B has an NPV of -7.29 million which is a clear indication of value destruction in case it is undertaken. The project C has the highest NPV of 4.21 million in that great value is created despite the increased investment.

The use of NPV analysis is especially acute in the realm of financial distress since the projects should add to the shareholder wealth and company stability towards the positive. Project C also benefits the firm as well as contribute to its overall financial restructuring, which makes it the most strategic choice. Project B on the other hand does not satisfy minimum value creating criteria and hence inappropriate. (Appendix 6)

[bookmark: _Toc4920]4.6 Profitability Index (PI)
Profitability Index, which determine value per unit of investment is particularly applicable in capital rationing (Al-Rikabi, 2021). Project A yields PI of 1.03 which shows that there is low efficiency in the utilisation of capital. Its inefficiency in making investment is confirmed with project B, having PI of 0.76 and adds to its rejection. Project C has the best PI value of 1.08 which shows that it best utilises the available limited capital and is worth prioritisation within a constraint of £60 million.

When the capital is limited, the PI metric is important in decision-making because it enables the firm to invest in projects that earn the highest rates in terms of returns on an amount of money spent on it. The high PI of project C, in addition to the high NPV and ARR, attests to the fact that the project is the best alternative when it comes to maximising shareholder value as well as contributing to the financial recovery. (Appendix 7)

[bookmark: _Toc29967]4.7 Internal Rate of Return (IRR)
IRR is used to represent the projected yearlyised project returns and is risk-adjusted determined in comparison to the cost of capital of the firm (Xie and Chen, 2021). Project A has a somewhat high IRR exceeding the 10% discount rate which shows a moderately acceptable and average risk-return profile. The IRR of Project B is lower than 10 which proves that the venture is not viable because it is not able to pay the required percentage of the firm.

Project C, which has the IRR of about 12.5, has a statistically significant risk-adjusted yield that is above the discount rate. In the case of a company that has been subjected to high financial and operating risk, Project C has provided a payback profile that can cover the variability of the cash flows, as well as increase the profitability and shareholder value in the long term. The IRR also justifies the choice of Project C as the best investment to make within the existing constraints. (Appendix 8)

[bookmark: _Toc18967]4.8 Capital Rationing and Investment Feasibility
The highest amount of capital that can be invested is of 60 million, and accordingly, this has some options, among which is the Project A on its own (capital of 40 million), Project B on its own (capital of 30 million) or Project C on its own (capital of 50 million). Two-project combinations require more capital than is available causing a lack of flexibility. Project analysis (NPV, PI, PBP) can confirm that the choice provided by Project C prevails in the decision set, provides maximum, and efficient use of capital and sufficient liquidity recovery.

Project B and A are relatively lesser and Project B is value destructive and Project A has marginal benefits to offer. Capital rationing also places value-accretive and efficient project as a top priority, which goes in support of the strategic reasons of choosing Project C.

[bookmark: _Toc27655]4.9 Final Investment Recommendation
According to the comprehensive evaluation, Project C is the best single investment to choose. The maximisation of shareholder value is achieved by the highest NPV, efficiency in the usage of scarce capital with top PI, accounting profitability with 30% ARR and an acceptable payback period of 3.6 years. This is further evidenced by its IRR of 12.5% which indicates that the project has a significant payoff exceeding the cost of capital that pays back the risk and the form of variability in cash flows.

Other rejected alternatives are project B, which passes all criteria and kills the value, and project A, which brings about fair advantages. General Electronics can meet its financial recovery goals, long-term value creation, and operational stability objectives by making a decision in favour of Project C and making good use of the capital at its disposal on limited rationing. Investment also goes hand in hand with continuous restructuring which sustains liquidity, profitability, and strategic flexibility to grow in future.


[bookmark: _Toc12551]5. Appendices
Appendix 1
Ratio Analysis
	Ratio
	Formula
	2024
	2023
	2022
	2021
	2020

	Current Ratio
	Current Assets / Current Liabilities
	242,494 / 158,291 ≈ 1.53
	258,851 / 161,148 ≈ 1.61
	338,040 / 216,473 ≈ 1.56
	337,146 / 216,787 ≈ 1.55
	326,843 / 179,510 ≈ 1.82

	Quick Ratio
	(Current Assets - Inventories) / Current Liabilities
	(242,494 - 79,355) / 158,291 ≈ 1.04
	(258,851 - 88,273) / 161,148 ≈ 1.05
	(338,040 - 140,181) / 216,473 ≈ 0.91
	(337,146 - 134,469) / 216,787 ≈ 0.94
	(326,843 - 120,430) / 179,510 ≈ 1.14

	Cash Ratio
	Cash / Current Liabilities
	26,783 / 158,291 ≈ 0.17
	42,751 / 161,148 ≈ 0.27
	66,740 / 216,473 ≈ 0.31
	60,813 / 216,787 ≈ 0.28
	57,153 / 179,510 ≈ 0.32

	Inventory Turnover (Times)
	Cost of Sales / Average Inventory
	280,885 / ((79,355+
88,273)/2) ≈ 3.35
	322,897 / ((88,273+
79,355)/2) ≈ 3.85
	390,459 / ((140,181+
88,273)/2) ≈ 3.41
	428,586 / ((134,469+
140,181)/2) ≈ 3.12
	438,424 / ((120,430+134,469)/2) ≈ 3.43

	Receivables Turnover (Times)
	Net Sales / Average Accounts Receivable
	394,879 / ((114,182 +
112,596)/2) ≈ 3.48
	420,457 / ((112,596+
114,182)/2) ≈ 3.70
	542,751 / ((112,346+
112,596)/2) ≈ 4.82
	601,602 / ((129,215+112,346)/2) ≈ 4.98
	614,680 / ((129,433+129,215)/2) ≈ 4.75

	Days Sales Outstanding (DSO)
	365 / Receivables Turnover
	365 / 3.48 ≈ 105
	365 / 3.70 ≈ 99
	365 / 4.82 ≈ 76
	365 / 4.98 ≈ 74
	365 / 4.75 ≈ 77

	Payables Turnover (Times)
	Cost of Sales / Average Accounts Payable
	280,885 / ((72,031+
57,033)/2) ≈ 4.35
	322,897 / ((57,033+
72,031)/2) ≈ 5.00
	390,459 / ((71,373+
57,033)/2) ≈ 6.08
	428,586 / ((92,707+71,373)/2) ≈ 5.22
	438,424 / ((83,229+92,707)/2) ≈ 4.98

	Days Payable Outstanding (DPO)
	365 / Payables Turnover
	365 / 4.35 ≈ 84
	365 / 5.00 ≈ 73
	365 / 6.08 ≈ 60
	365 / 5.22 ≈ 70
	365 / 4.98 ≈ 73

	Cash Conversion Cycle (Days)
	DSO + Inventory Days - DPO
	105 + 109 - 84 ≈ 130
	99 + 95 - 73 ≈ 121
	76 + 107 - 60 ≈ 123
	74 + 117 - 70 ≈ 121
	77 + 106 - 73 ≈ 110

	Gross Profit Margin (%)
	Gross Profit / Net Sales ×100
	113,994 / 394,879 ×100 ≈ 28.9%
	97,560 / 420,457 ×100 ≈ 23.2%
	152,292 / 542,751 ×100 ≈ 28.1%
	173,016 / 601,602 ×100 ≈ 28.8%
	176,256 / 614,680 ×100 ≈ 28.7%

	Operating Profit Margin (%)
	Operating Income / Net Sales ×100
	-15,297 / 394,879 ×100 ≈ -3.87%
	-85,301 / 420,457 ×100 ≈ -20.3%
	14,548 / 542,751 ×100 ≈ 2.68%
	23,253 / 601,602 ×100 ≈ 3.87%
	37,267 / 614,680 ×100 ≈ 6.06%

	Net Profit Margin (%)
	Net Income / Net Sales ×100
	-24,029 / 394,879 ×100 ≈ -6.09%
	-98,238 / 420,457 ×100 ≈ -23.4%
	407 / 542,751 ×100 ≈ 0.07%
	5,301 / 601,602 ×100 ≈ 0.88%
	38,572 / 614,680 ×100 ≈ 6.28%

	Return on Assets (ROA) (%)
	Net Income / Total Assets ×100
	-24,029 / 323,354 ×100 ≈ -7.44%
	-98,238 / 355,872 ×100 ≈ -27.6%
	407 / 504,163 ×100 ≈ 0.08%
	5,301 / 510,348 ×100 ≈ 1.04%
	38,572 / 510,290 ×100 ≈ 7.56%

	Return on Equity (ROE) (%)
	Net Income / Shareholders’ Equity ×100
	-24,029 / 153,105 ×100 ≈ -15.7%
	-98,238 / 178,920 ×100 ≈ -54.9%
	407 / 268,406 ×100 ≈ 0.15%
	5,301 / 275,949 ×100 ≈ 1.92%
	38,572 / 313,301 ×100 ≈ 12.3%

	Debt-to-Equity Ratio
	Total Liabilities / Shareholders’ Equity
	170,249 / 153,105 ≈ 1.11
	176,952 / 178,920 ≈ 0.99
	235,757 / 268,406 ≈ 0.88
	234,399 / 275,949 ≈ 0.85
	196,989 / 313,301 ≈ 0.63

	Interest Coverage Ratio (Times)
	Operating Income / Interest Expense
	-15,297 / 3,361 ≈ -4.55
	-85,301 / 4,332 ≈ -19.7
	14,548 / 2,200 ≈ 6.61
	23,253 / 566 ≈ 41.1
	37,267 / 1,422 ≈ 26.2




Appendix 2
Corporate Failure Risk: Altman Z-Score
	Component
	Formula
	2024 Value (£m)
	Ratio (X)
	Weight
	Weighted Score

	X₁
	Working Capital / Total Assets ≈ (Current Assets - Current Liabilities) / Total Assets
	Current Assets ≈ 242,494
Current Liabilities ≈ 158,291
Total Assets ≈ 323,354
	0.26
	1.2
	0.31

	X₂
	Retained Earnings / Total Assets ≈ Retained Earnings / Total Assets
	Retained Earnings ≈ 208,431
Total Assets ≈ 323,354
	0.64
	1.4
	0.90

	X₃
	EBIT / Total Assets ≈ EBIT / Total Assets
	EBIT ≈ -15,297
Total Assets ≈ 323,354
	-0.05
	3.3
	-0.17

	X₄
	Market Value of Equity / Total Liabilities ≈ Book Value of Equity / Total Liabilities
	Shareholders’ Equity ≈ 153,105
Total Liabilities ≈ 170,249
	0.90
	0.6
	0.54

	X₅
	Sales / Total Assets ≈ Net Sales / Total Assets
	Net Sales ≈ 394,879
Total Assets ≈ 323,354
	1.22
	1.0
	1.22

	Total Z Score
	Z ≈ 1.2X₁ + 1.4X₂ + 3.3X₃ + 0.6X₄ + 1.0X₅
	-
	-
	-
	2.80



Z Score Interpretation
	Z-Score Range
	Risk Category

	> 2.99
	Safe zone

	1.81 – 2.99
	Grey zone

	< 1.81
	Distress zone



Appendix 3
Project Cash Flow Profiles
	Project
	Investment (£m)
	Year 1 (£m)
	Year 2 (£m)
	Year 3 (£m)
	Year 4 (£m)
	Year 5 (£m)

	A
	40
	10
	12
	14
	10
	8

	B
	30
	6
	6
	6
	6
	6

	C
	50
	5
	10
	20
	25
	15



Appendix 4
Payback Period (PBP) Analysis
	Project
	Investment (£m)
	Cumulative Cash Inflows (£m)
	Payback Year
	Fractional Year
	Payback Period (Years)

	A
	40
	Year 1: 10
Year 2: 22
Year 3: 36
Year 4: 46
	Year 4
	0.4
	3.4

	B
	30
	Year 1: 6
Year 2: 12
Year 3: 18
Year 4: 24
Year 5: 30
	Year 5
	0
	5.0

	C
	50
	Year 1: 5
Year 2: 15
Year 3: 35
Year 4: 60
	Year 4
	0.6
	3.6



Appendix 5
Accounting Rate of Return (ARR)
	Project
	Investment (£m)
	Annual Cash Inflows (£m)
	Average Annual Inflows (£m)
	ARR Formula
	ARR (%)

	A
	40
	Year 1: 10
Year 2: 12
Year 3: 14
Year 4: 10
Year 5: 8
	10.8
	10.8/40
	27%

	B
	30
	Year 1: 6
Year 2: 6
Year 3: 6
Year 4: 6
Year 5: 6
	6
	6/30
	20%

	C
	50
	Year 1: 5
Year 2: 10
Year 3: 20
Year 4: 25
Year 5: 15
	15
	15/50
	30%



Appendix 6
Net Present Value (NPV)
	Project
	Investment (£m)
	Cash Inflows (£m)
	Present Value of Inflows (£m)
	Total PV (£m)
	NPV (£m)
	Discount Rate

	A
	40
	Year 1: 10
Year 2: 12
Year 3: 14
Year 4: 10
Year 5: 8
	Year 1: 9.09
Year 2: 9.92
Year 3: 10.53
Year 4: 6.83
Year 5: 4.97
	41.34
	1.34
	10%

	B
	30
	Year 1: 6
Year 2: 6
Year 3: 6
Year 4: 6
Year 5: 6
	Year 1: 5.45
Year 2: 4.95
Year 3: 4.50
Year 4: 4.09
Year 5: 3.72
	22.71
	-7.29
	10%

	C
	50
	Year 1: 5
Year 2: 10
Year 3: 20
Year 4: 25
Year 5: 15
	Year 1: 4.55
Year 2: 8.26
Year 3: 15.03
Year 4: 17.06
Year 5: 9.31
	54.21
	4.21
	10%



Appendix 7
Profitability Index (PI)
	Project
	Investment (£m)
	PV of Cash Inflows (£m)
	PI Formula
	Profitability Index (PI)

	A
	40
	41.34
	41.34/40
	1.03

	B
	30
	22.71
	22.71/30
	0.76

	C
	50
	54.21
	54.21/50
	1.08



Appendix 8
Internal Rate of Return (IRR)
	Project
	Initial Investment (£m)
	Cash Inflows (£m)
	NPV at Lower Discount Rate
	NPV at Higher Discount Rate
	IRR Interpolation Formula
	IRR (%)

	A
	40
	10, 12, 14, 10, 8
	10%: 1.33
	12%: -0.63
	10% + (1.33 / (1.33 + 0.63)) * (12% - 10%)
	11.4

	B
	30
	6, 6, 6, 6, 6
	10%: -7.28
	0%: 0
	0% + (0 / (0 + 7.28)) * (10% - 0%)
	0

	C
	50
	5, 10, 20, 25, 15
	10%: 4.23
	15%: -3.19
	10% + (4.23 / (4.23 + 3.19)) * (15% - 10%)
	12.9
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