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1. Introduction

The global consumer electronics industry is characterised by rapid technological
change, intense competition, short product life cycles, and sustained pressure on
prices and profit margins. Firms operating in this sector must continuously innovate
while managing complex supply chains and maintaining cost efficiency and financial
discipline. These structural features increase financial vulnerability, particularly during
periods of economic uncertainty and inflationary pressure. General Electronics, an
international firm within this highly competitive environment, has recently experienced
a significant deterioration in financial performance, evidenced by declining revenues,
recurring operating losses, constrained liquidity, and rising financial risk. These

developments pose a serious threat to the firm’s long-term viability.

In this context, the role of the Chief Financial Officer (CFO) becomes critical. Beyond
financial reporting and control, the CFO plays a strategic role in diagnosing financial
distress, safeguarding liquidity, restoring stakeholder confidence, and guiding the
organisation through periods of instability. During downturns, effective financial
leadership requires integrating rigorous financial analysis with strategic decision-
making to ensure short-term survival actions do not undermine long-term value
creation or governance standards. From a Chief Financial Officer’s perspective, this
demands strong technical expertise, strategic judgement, accountability, and a long-
term value orientation (Atrill and McLaney, 2023; Brigham and Ehrhardt, 2022). Key
responsibilities include financial performance evaluation, proactive working capital
management, prudent restructuring of capital and cost structures, and disciplined

investment appraisal.

The purpose of this report is to evaluate the financial health of General Electronics
over the past five years and to propose a financially viable turnaround strategy from a
CFO perspective. Specifically, the report assesses financial performance and risk,
identifies the causes of financial distress, recommends improvements in working
capital management, develops a strategic financial restructuring plan, and evaluates
proposed investment projects under capital rationing constraints. All recommendations
are grounded in established financial management theory and aligned with ethical,

governance, and international financial considerations.
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The report is structured as follows. Section 2 presents a financial health check using
ratio analysis, cash flow assessment, and a corporate failure prediction model. Section
3 evaluates working capital management and liquidity. Section 4 proposes a strategic
financial restructuring plan. Section 5 analyses proposed investment projects using
capital budgeting techniques. The report concludes by synthesising key findings and
presenting CFO-level recommendations aimed at restoring financial sustainability and

shareholder value.
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2. Financial Health Check (2020-2024)

2.1 Overview of Financial Performance (2020-2024)

An examination of General Electronics’ financial performance over the five-year period
reveals a clear transition from relative stability to sustained financial distress. Firms in
the consumer electronics sector face intense competition, rapid technological change,
and high fixed costs, making them highly sensitive to revenue decline and cost
inefficiencies (Atrill and McLaney, 2023). While General Electronics remained
profitable in the early part of the period, a consistent deterioration became evident

from 2022 onwards, culminating in persistent operating and net losses.

Sales revenue declined progressively, signalling weakening demand and reduced
market competitiveness. Although the cost of sales broadly followed revenue trends,
operating expenses increased disproportionately, reflecting ineffective cost control and
limited operational flexibility. This widening gap between revenues and operating costs
directly eroded profitability and drove the transition into loss. Such patterns are
characteristic of firms moving from operational weakness into financial distress
(Brigham and Ehrhardt, 2022; Ross et al., 2021). As highlighted by Brigham and
Ehrhardt (2022), declining revenues combined with inflexible cost structures represent

a critical early warning signal.

The most severe deterioration occurred in 2023, when substantial operating and net
losses were recorded. This suggests that the firm’s challenges are structural rather
than cyclical. Ross et al. (2021) argue that sustained loss-making typically extends
financial pressure beyond profitability into liquidity and solvency concerns. Overall, the
trends indicate a persistent weakening of General Electronics’ financial position,

justifying urgent strategic financial intervention.

2.2 Profitability Ratio Analysis

Profitability ratios provide essential insight into a firm'’s ability to generate returns from
sales, assets, and equity (Atrill and McLaney, 2023). Analysis of these ratios indicates
a sustained and significant deterioration in General Electronics’ profitability over the

review period.

Gross profit margin remained relatively stable until 2022, suggesting that core
production efficiency and pricing were initially preserved. However, a sharp decline in
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2023 reflects reduced pricing power and potential inefficiencies in procurement or
manufacturing. A modest recovery in 2024 failed to reverse the overall downward
trend. As noted by Ross et al. (2021), stable gross margins alongside declining overall
profitability often indicate escalating operating costs rather than weaknesses in

production efficiency.

Operating profit margin followed a persistent downward trend and turned significantly
negative in 2023, highlighting structural cost inflexibility and weak expense control.
Brigham and Ehrhardt (2022) emphasise that sustained negative operating margins

signal fundamental weaknesses in the firm’s cost structure and business model.

Gross Profit (Em)

H2020 ®2021 w2022 m2023 w2024

Net profit margin mirrored this deterioration, shifting from modest profitability to
substantial losses due to operational inefficiencies, financing costs, and potential non-
recurring charges. Persistent net losses undermine stakeholder confidence and
threaten financial sustainability (Atrill and McLaney, 2023). Declining Returns on
Assets (ROA) indicate weakening asset utilisation, while the sharp fall in Return on
Equity (ROE) reflects significant erosion of shareholder value. As Ross et al. (2021)
note, deteriorating ROE is particularly concerning as it captures both reduced

profitability and heightened financial risk.

Full profitability ratio calculations are presented in Appendix A.

2.3 Liquidity Ratio Analysis

Liquidity ratios evaluate a firm’s ability to meet short-term obligations. Although
General Electronics maintained current ratios above conventional benchmarks
throughout the period, a gradual downward trend is evident, indicating a shrinking
liquidity buffer.
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The quick ratio consistently remained below the current ratio, highlighting a continued
reliance on inventory to settle short-term liabilities. During periods of weakening
demand, such dependence heightens liquidity risk, as inventory may not be easily
converted into cash. Atrill and McLaney (2023) note that this divergence often
conceals underlying liquidity weaknesses. The deterioration of these indicators
increases short-term solvency risk and restricts managerial flexibility, particularly when
operating performance weakens (Atrill and McLaney, 2022; Van Horne and

Wachowicz,
2020). Liquidity Ratio Calculations

400,000
More critically, 350,000

operating cash 300,000
. 250,000

flows deteriorated
200,000
significantly and 150,000
turned negative in 100,000
later years,  °0.000
0
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are no longer

generating sufficient cash. Brigham and Ehrhardt (2022) caution that balance-sheet-
based liquidity ratios can be misleading when operating cash flows are persistently
weak. Consequently, despite apparently acceptable ratios, General Electronics faces

escalating short-term financial pressure (see Appendix B).

2.4 Efficiency Ratio Analysis

Efficiency ratios provide insight into the effectiveness of working capital management
and operational control. Analysis indicates a clear deterioration in the operational
efficiency of General Electronics over the review period. Inventory holding periods
increased, signalling slower turnover and potential overstocking, likely driven by
declining sales and weak inventory management. As noted by Ross et al. (2021),

excessive inventory levels restrict cash availability and intensify liquidity pressure.

Receivables collection periods also lengthened, reflecting weaker credit control and
delayed customer payments, which further increased cash flow risk. In response,
payable periods were extended, suggesting growing reliance on supplier credit to ease
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liquidity constraints. While this may provide temporary relief, prolonged delays in
supplier payments can damage supplier relationships and disrupt supply continuity
(Atrill and McLaney, 2023). Empirical evidence confirms that inefficient working capital
cycles directly reduce cash availability and heighten liquidity stress, particularly in
capital-intensive industries (Shin and Soenen, 1998; Arnold, 2022). Overall, declining

efficiency has compounded the firm’s working capital strain rather than mitigating it.

2.5 Gearing and Financial Risk Analysis
Gearing ratios are used to evaluate a firm’s financial structure and exposure to
financial risk. General Electronics experienced a steady increase in its debt ratio over

the period, indicating growing dependence on external financing.

Rising leverage during a period of declining profitability substantially increases
financial risk and limits financial flexibility (Brigham and Ehrhardt, 2022). Higher debt
obligations raise exposure to interest rate increases and the possibility of covenant
breaches. Ross et al. (2021) argue that firms with elevated leverage levels are
particularly vulnerable during periods of volatile or negative cash flows. From a CFO
perspective, this trend raises serious solvency concerns and underscores the urgency

of financial restructuring.

2.6 Investment Performance Indicators

Earnings per Share (EPS) is a key measure of shareholder value. Declining earnings
per share signal erosion of shareholder value and often undermine investor
confidence, increasing the firm’s cost of capital and limiting future financing options
(Brealey et al., 2020; McKinsey & Company, 2020). The shift from positive earnings to

sustained losses reflects a significant decline in shareholder value.

Persistent earnings deterioration undermines investor confidence and weakens the
firm’s capacity to raise new equity finance. Atrill and McLaney (2023) note that firms
reporting sustained losses face increasing difficulty in attracting long-term investment,

thereby constraining strategic options.

2.7 Cash Flow Analysis
Cash flow indicators provide a more reliable measure of financial health than

accounting profits, particularly during periods of financial instability (Ross et al., 2021).
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Analysis of General Electronics’ cash flows reveals a substantial decline in operating

cash inflows, followed by negative operating cash flows in the later years.

Negative operating cash flow indicates that the firm’s core operations are failing to
generate sufficient funds to sustain business activity. This condition forces reliance on
external financing to meet routine obligations. Brigham and Ehrhardt (2022) identify
prolonged cash burn as one of the strongest predictors of corporate failure in the

absence of corrective intervention.

Additionally, declining free cash flow has limited the firm’s ability to invest in growth

initiatives or service debt commitments, further threatening long-term sustainability.

2.8 Corporate Failure Prediction Model

The Altman Z-Score is a widely recognised multivariate model used to assess the
likelihood of corporate failure, particularly within manufacturing-based firms (Altman,
1968). Application of this model to General Electronics indicates a consistent
downward movement in the firm’s Z-Score during the review period. The firm’s
elevated bankruptcy risk is assessed using the Altman Z-Score model, which remains
one of the most widely validated tools for predicting corporate financial distress in both

domestic and international contexts (Altman, 1968; Altman et al., 2017).

The firm’s position has shifted from the safe or grey zone into the distress zone,
signalling a substantially increased probability of financial failure. Altman et al. (2017)
suggest that firms operating within the distress zone face heightened bankruptcy risk
unless decisive corrective measures are implemented. From a CFO perspective, this
finding reinforces the need for immediate financial and strategic intervention.
Bankruptcy risk is assessed using the Altman Z-Score model, which combines
profitability, liquidity, leverage, solvency, and activity ratios to predict corporate failure
(Altman, 1968; Altman et al., 2017). The calculated Z-scores for General Electronics

are presented in Appendix H.

2.9 Summary of Financial Strengths, Weaknesses and Threats
The financial health assessment identifies limited strengths, including periods of
reasonable gross margin performance and initially adequate liquidity ratios. However,

these strengths have been progressively overshadowed by critical weaknesses.
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These include sustained profitability decline, weakening operating cash flows,

deteriorating operational efficiency, and rising financial leverage.

The most immediate financial threats confronting General Electronics include liquidity
depletion, increased creditor pressure, potential covenant breaches, and a heightened
risk of insolvency. Collectively, evidence from profitability, liquidity, efficiency, gearing,
and failure prediction measures indicates a high level of financial vulnerability,
consistent with established models of corporate financial distress (Ross et al., 2021;
Brigham and Ehrhardt, 2022). This analysis highlights the necessity for urgent, CFO-

led financial restructuring to stabilise the firm and restore long-term viability.
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3. Working Capital Management Analysis
3.1 Cash Operating Cycle Analysis

Working capital management is critical to short-term financial sustainability and
operational continuity. A widely used measure of working capital efficiency is the Cash
Operating Cycle (also referred to as the Cash Conversion Cycle), which captures the
time required to convert cash invested in operations back into cash inflows (Atrill and
McLaney, 2023). The cycle combines inventory holding days and receivables

collection days, less the payables payment period.

Analysis of General Electronics’ cash operating cycle indicates a clear deterioration
over the review period. Inventory holding days increased, suggesting slower inventory
turnover, reduced demand, and weaknesses in inventory planning. This trend
heightens the risk of obsolescence, a particularly acute concern in the fast-moving

consumer electronics industry.

Receivables collection periods also lengthened, reflecting delays in customer
payments and ineffective credit control. Slower collections postpone cash inflows and
intensify liquidity pressure. Although payable days were extended, indicating
increased reliance on supplier credit, this adjustment was insufficient to
counterbalance rising inventory and receivable days. Consequently, the overall cash
conversion cycle lengthened, signalling that cash remained tied up in operations for

longer periods.

Working Capital Efficiency Metrics

140
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A prolonged cash operating cycle is widely recognised as a symptom of inefficient
working capital management and an early indicator of liquidity stress (Ross et al.,
2021). From a CFO perspective, the lengthening cash cycle at General Electronics
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highlights weakening short-term financial control and elevated liquidity risk. Empirical
evidence confirms that extended cash conversion cycles are associated with reduced
cash availability and deteriorating liquidity positions (Shin and Soenen, 1998; Atrill and
McLaney, 2023).

Detailed CCC calculations are presented in Appendix C.

3.2 Identification of Working Capital Problems

The analysis identifies several interrelated working capital problems contributing to
deteriorating liquidity. First, inventory levels increased disproportionately relative to
sales, indicating overstocking and heightened obsolescence risk. In an industry
characterised by rapid technological change, excessive inventory can lead to

significant value erosion (Atrill and McLaney, 2023).

Second, slow receivables collection represents a major constraint. Extended
receivable periods suggest weak credit assessment and follow-up, delaying cash

inflows and increasing reliance on external financing.

Third, pressure on supplier payments is evident from lengthening payable periods.
While delayed payments may temporarily ease liquidity pressure, excessive reliance
on supplier credit can damage relationships and disrupt supply chains. Brigham and
Ehrhardt (2022) argue that aggressive payables management during distress often

reflects weak bargaining power rather than strategic advantage.

20,000

10,000 .
0 [ |

2021 2022 .23 -24

-10,000
-20,000
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Finally, the firm shows increasing dependence on short-term credit facilities. Over-
reliance on short-term borrowing elevates refinancing risk and exposure to interest

rate volatility. Collectively, these issues indicate that General Electronics’ working
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capital challenges are structural rather than temporary. Key indicators are summarised

in Appendix D.

3.3 Strategies to Improve Working Capital Efficiency
Improving working capital efficiency is essential for restoring liquidity and financial
stability. From a CFO perspective, immediate action is required across inventory,

receivables, and payables management.

Inventory optimisation should be prioritised through improved demand forecasting,
tighter inventory controls, and the gradual adoption of just-in-time (JIT) or lean
inventory practices where feasible. Reducing excess stock would release trapped
cash and lower the risk of obsolescence. Regular inventory reviews and product

rationalisation can further support efficiency improvements (Atrill and McLaney, 2023).

Receivables management can be strengthened by enforcing stricter credit policies,
conducting enhanced creditworthiness assessments, and offering incentives for early
payment. The introduction of automated invoicing systems and structured follow-up
mechanisms would also help accelerate cash collections. Ross et al. (2021) argue that
disciplined credit management significantly improves cash flow without negatively

affecting sales when implemented strategically.

In relation to payables, a balanced approach is required. While extending payment
terms can provide short-term liquidity relief, it should be negotiated transparently to
preserve supplier relationships. Establishing formal payment plans and prioritising
strategic suppliers would help maintain operational stability while smoothing cash

outflows.

3.4 Short-term versus Long-term Financing Options

The choice between short-term and long-term financing has important implications for
working capital stability. Short-term financing, including overdrafts and short-term
loans, offers flexibility but exposes firms to refinancing risk and interest rate volatility,
particularly during periods of financial uncertainty (Brigham and Ehrhardt, 2022).
General Electronics’ growing dependence on short-term credit therefore heightens
roll-over risk and increases vulnerability to tightening credit conditions.

In contrast, restructuring a portion of short-term obligations into longer-term financing

can enhance financial stability by providing greater certainty over repayment
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schedules and reducing refinancing pressure. Although long-term debt may involve
higher interest costs, it allows better alignment between financing maturity and the
firm’s operational recovery horizon. Ross et al. (2021) emphasise that maturity
matching between assets and liabilities is a core principle of sound financial
management. Excessive reliance on short-term debt significantly increases
refinancing and interest rate risk, particularly during periods of earnings volatility
(Brigham and Ehrhardt, 2022; Ross et al., 2021).

From a CFO perspective, adopting a more balanced financing structure would
strengthen liquidity control and support business continuity. See Appendix E for the

short-term versus long-term financing comparison.

3.5 Implications for Liquidity and Business Continuity

Effective working capital management has direct implications for liquidity resilience
and the firm’s ability to continue operating as a going concern. Persistent inefficiencies
in inventory, receivables, and payables management increase cash volatility and

heighten the risk of liquidity shortfalls.

Improving working capital efficiency would stabilise operating cash flows, reduce
dependence on external financing, and improve the firm’s capacity to meet short-term
obligations. Enhanced liquidity control would also reduce the risk of covenant
breaches and strengthen relationships with key stakeholders, including suppliers and

lenders.

Brigham and Ehrhardt (2022) argue that proactive working capital management is
often the most immediate and controllable lever available to financially distressed
firms. For General Electronics, targeted improvements in working capital efficiency
represent a critical step toward safeguarding business continuity and creating a stable
platform for longer-term financial restructuring. Working capital indicators summarised

in Appendix D.
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4. Strategic Financial Restructuring Plan

4.1 Need for Financial Restructuring

The preceding analysis demonstrates that General Electronics is experiencing
financial distress that cannot be resolved through incremental operational
adjustments. Persistent losses, declining returns on equity, weakening operating cash
flows, rising leverage, and deterioration into the Altman Z-Score distress zone indicate
systemic financial imbalance. When distress arises from structural weaknesses,
comprehensive financial restructuring becomes essential to preserve business
continuity (Brigham and Ehrhardt, 2022).

Although the firm retains operational capability, its capital structure and cost base are
misaligned with current revenue and cash generation capacity. Without decisive
intervention, liquidity exhaustion and creditor pressure are likely to intensify. From a
CFO perspective, restructuring is therefore necessary to stabilise the balance sheet,
restore stakeholder confidence, and re-establish long-term financial sustainability
(Ross et al., 2021).

4.2 Proposed Financial Restructuring Options
An effective turnaround requires an integrated combination of asset, cost, equity, and

debt restructuring measures.
Asset Divestment

Selective divestment of non-core or underperforming assets can release capital,
strengthen liquidity, and refocus resources on core operations. Strategically executed
divestments enhance financial flexibility without undermining competitiveness (Ross
et al.,, 2021). Asset divestment, cost restructuring, and recapitalisation are widely

recognised as standard turnaround tools (Arnold, 2022; Damodaran, 2021).
Cost Restructuring

Cost restructuring is necessary to align operating expenses with reduced revenue
levels. Measures may include workforce rationalisation, supplier renegotiation, and
operational consolidation. Sustainable restructuring focuses on efficiency gains rather
than indiscriminate cost cutting (Brigham and Ehrhardt, 2022).
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Equity Recapitalisation

Equity injection through rights issues or strategic investors can strengthen solvency
and reduce financial risk. Although dilution concerns arise, improved balance-sheet

resilience is often essential to restore lender confidence (Atrill and McLaney, 2023).
Debt Restructuring

Renegotiating debt maturities and converting short-term obligations into longer-term
facilities would reduce refinancing risk and stabilise cash flows. Cooperative creditor

engagement significantly improves restructuring outcomes (Ross et al., 2021).

4.3 Impact on Shareholder Value

Financial restructuring has complex implications for shareholder value. In the short
term, measures such as equity issuance or asset divestment may dilute ownership or
reduce reported earnings. However, failure to restructure poses a far greater threat to
shareholder wealth, including the possibility of total value erosion in the event of

insolvency.

From a long-term perspective, restructuring can enhance shareholder value by
stabilising earnings, restoring profitability, and reducing financial risk. Brigham and
Ehrhardt (2022) highlight that firms emerging successfully from restructuring often
experience improved valuation multiples due to strengthened balance sheets and
reduced uncertainty. Transparent communication with shareholders regarding the
rationale and expected benefits of restructuring is therefore essential to maintaining

investor support.

4.4 Impact on Debt Structure and Financial Flexibility

A core objective of financial restructuring is the reduction of overall financial risk
through improved capital structure design. By decreasing leverage levels and
extending debt maturities, General Electronics can significantly enhance financial
flexibility and resilience. Lower debt servicing obligations reduce pressure on
operating cash flows and increase the firm’s ability to withstand earnings volatility.

Improved capital structure would also strengthen creditworthiness, potentially lowering
borrowing costs over time. Atrill and McLaney (2023) note that firms with balanced
debt—equity structures benefit from enhanced access to capital markets and greater
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strategic freedom. From a CFO standpoint, restoring balance sheet strength is

fundamental to regaining control over financial decision-making.

4.5 International Financial Considerations

As an international firm, General Electronics faces additional financial risks arising
from cross-border operations. Foreign exchange exposure can materially affect cash
flows when revenues and costs are denominated in different currencies, and exchange
rate volatility may intensify financial instability if unmanaged. Brigham and Ehrhardt
(2022) recommend hedging instruments, such as forward contracts, to mitigate

currency risk during periods of financial sensitivity.

Inflationary pressures across global markets further challenge cost control by
increasing input costs and compressing margins. Consequently, cost restructuring
initiatives must reflect persistent inflation rather than short-term price adjustments. In
addition, cross-border taxation risks, including regulatory changes and transfer pricing
scrutiny, may adversely affect profitability. Proactive tax planning and regulatory
compliance are therefore essential to limit unexpected cash outflows and reputational
risk (Ross et al., 2021).

4.6 Ethical and Corporate Social Responsibility (CSR)
Considerations

Financial restructuring carries significant ethical and social implications, particularly for
employees, suppliers, and local communities. Workforce restructuring, while
sometimes unavoidable, can have substantial social consequences. Ethical financial
management requires transparent, fair, and legally compliant implementation of such
decisions. Ethical restructuring therefore involves balancing financial recovery with
social responsibility, safeguarding employee welfare, and maintaining stakeholder
trust (UN Global Compact, 2021; OECD, 2020).

Responsible practices may include retraining initiatives, fair compensation, and
support for displaced employees. Atrill and McLaney (2023) emphasise that ethical
considerations are integral to modern financial decision-making, as poor stakeholder
management can undermine reputation and long-term sustainability. From a CFO
perspective, maintaining ethical integrity during restructuring is both a moral obligation

and a strategic imperative.
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4.7 Evaluation of Feasibility and Sustainability

The proposed restructuring prioritises short-term survival while preserving a pathway
for long-term growth. Immediate liquidity stabilisation and cost realignment address
urgent pressures, while recapitalisation and asset optimisation enhance future

investment capacity.

The plan’s feasibility is supported by the firm’s retained operational capabilities and
market presence. However, success depends on disciplined execution, stakeholder
cooperation, and continuous monitoring. Restructuring failures more commonly result
from execution weaknesses than flawed strategy (Ross et al., 2021). Strategic
alignment between financial restructuring and organisational capabilities is therefore

essential for sustainable recovery (see Appendix F).
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5. Investment Appraisal and Capital Budgeting

5.1 Overview of Proposed Investment Projects
General Electronics is evaluating three medium-term investment projects designed to
strengthen its weakened competitive position in the global consumer electronics

market.

Project A focuses on expanding a profitable product line, providing steadily rising cash

inflows in the early years before tapering.

Project B represents a low-risk, stable-return efficiency upgrade with predictable

annual inflows.

Project C is a high-growth, innovation-focused initiative with low early returns but

strong cash inflow acceleration from Year 3 onwards.

From a strategic CFO perspective, these investments are essential for restoring
revenue stability, modernising operations, and improving long-term competitiveness
(Arnold, 2022). Under current financial distress, capital budgeting decisions must

prioritise cash flow reliability, NPV creation, and alignment with liquidity constraints.

5.2 Investment Appraisal Techniques Applied

To evaluate the proposed investment projects, standard capital budgeting techniques
were applied in accordance with established financial management frameworks
(Brealey, Myers and Allen, 2020; Atrill and McLaney, 2022). Consistent with academic
best practice, detailed numerical calculations are disclosed in Appendix G, while this

section focuses on interpretation from a Chief Financial Officer’'s perspective.

B Average Investment (Em) B Average Annual Profit (Em)
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Payback Period (PBP)

The payback period assesses the speed at which the initial investment is recovered

and provides an indication of liquidity exposure.

e Project A achieves the shortest payback period of 3.4 years, indicating

relatively faster recovery of invested capital.

« Project C recovers its initial investment in 3.6 years, although its cash inflows

are more heavily weighted toward later years.

« Project B exhibits the slowest recovery, with capital only recovered at the end

of the project life, exposing the firm to prolonged liquidity risk.

From a CFO perspective, Projects A and C are preferable in terms of capital recovery

speed and short-term liquidity risk (see Appendix G, Section G2).
Accounting Rate of Return (ARR)

ARR measures average accounting profitability relative to the average investment and

provides insight into reported earnings performance.

e Project C delivers the highest ARR at 20%, reflecting strong long-term
profitability.

e Project A achieves a moderate ARR of 14%, indicating acceptable earnings

performance.

e Project B records an ARR of 0%, signalling an absence of accounting

profitability.

While ARR does not incorporate the time value of money, it reinforces the relative
earnings weakness of Project B compared with Projects Aand C (Appendix G, Section
G3).

Net Present Value (NPV)

NPV discounts expected future cash flows at the firm’s 10% cost of capital to assess

shareholder value creation.

« Project C generates the highest NPV of £4.23 million, indicating superior value

creation.
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e Project A produces a modest positive NPV of £1.32 million, suggesting

marginal acceptability.

« Project B yields a negative NPV of —£7.26 million, indicating value

destruction.

Accordingly, Project B fails the primary value-based acceptance criterion and should

be rejected (Appendix G, Section G4).
Profitability Index (PI)

The profitability index measures the present value generated per pound invested and

is particularly useful under capital rationing conditions.
« Project C ranks highest with a Pl of 1.08, indicating efficient value creation.
e Project A remains acceptable with a Pl of 1.03.

e Project B records a Pl of 0.76, confirming that it fails to generate sufficient

value relative to its investment cost.

These results further reinforce the financial unattractiveness of Project B (Appendix G,
Section G5).

Internal Rate of Return (IRR)

IRR represents the discount rate at which the project's NPV equals zero and is

compared against the firm’s 10% cost of capital.

« Project C achieves the highest IRR at 12.72%, comfortably exceeding the

hurdle rate.
e Project A marginally exceeds the cost of capital with an IRR of 11.33%.
e Project B records an IRR of 0%, significantly below the required return.

From a CFO standpoint, Project B is clearly unacceptable on return-based criteria
(Appendix G, Section G6).

Overall Interpretation
Overall, Project C dominates Projects A and B across all value-based measures

(NPV, PIl, and IRR), while Project A remains a secondary option under capital
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constraints. Project B is financially unviable due to its negative NPV, sub-hurdle IRR,
weak profitability, and slow capital recovery. Net Present Value and Internal Rate of
Return remain central to capital budgeting decisions due to their focus on shareholder
value creation and time-adjusted cash flows (Brealey et al., 2020; Hillier et al., 2021).

All supporting calculations are presented in Appendix G.

5.3 Comparative Evaluation of Projects
A cross-method comparison (NPV, PI, IRR, ARR, PBP) reveals:

e ProjectC:
o Highest NPV, highest PI, highest IRR
o Supports innovation and future market repositioning
o Higher early-year risk due to delayed cash generation
e ProjectA:
o Strong profitability (ARR) and favourable NPV
o More balanced risk-return profile
e Project B:
o Least risky with stable inflows
o Lowest NPV, Pl and IRR
o Helps liquidity but adds limited long-term value

Given General Electronics’ liquidity stress (see Section 2), the risk-return trade-off

must balance short-term survival with long-term competitiveness (Damodaran, 2021).

5.4 Capital Rationing Decision (£60m Limit)
Because capital availability is restricted to £60 million, not all viable projects can be

funded. Individually, projects require:

e A=£40m
« B=£30m
e C=£50m
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Feasible combinations:
« A+B=£70m — Not allowed
e« A+ C=£90m — Not allowed
« B+ C=£80m — Not allowed
e Only A — £40m (acceptable)
e« Only B — £30m (acceptable)
e Only C — £50m (acceptable)

Financial reasoning

Although C delivers the best financial performance, it consumes almost the entire
budget while offering weak early inflows — inconsistent with the company’s liquidity
crisis.

Project B alone would support liquidity but fails to deliver meaningful long-term

strategic advantage.
Project A represents the best compromise within the constraint:
o Positive cash inflows begin immediately
e Strong NPV and ARR
o Better early recovery than C
o Strengthens an existing business line, reducing market risk

Thus, Project A provides both short-term financial relief and long-term value creation.

5.5 Risk Analysis and Cash Flow Volatility

From a risk standpoint:
« Project B: lowest volatility, stable annual inflows
e Project A: moderate volatility, but early strong cash inflows

« Project C: cash inflows highly back-loaded — risky for a company with weak
liquidity and rising debt
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Projects with back-loaded cash flows expose the firm to higher forecast uncertainty
and greater sensitivity to discount rates (Hillier et al., 2021). Given General Electronics’
deteriorating cash reserves and debt pressure, high-volatility projects may worsen
financial instability. Under liquidity constraints, projects generating stable and
predictable cash flows are generally preferred, as they reduce financing risk and

support short-term solvency (Damodaran, 2021; Schall and Haley, 2018).

Project A offers a balanced cash profile aligned with turnaround needs.

5.6 Final Investment Recommendation
After evaluating all projects under capital rationing, financial risk, strategic alignment,

and turnaround priorities, the recommended investment is:
v Project A (Recommended Investment)
Justification:
o Provides immediate cash inflows, supporting short-term liquidity
e Generates a strong positive NPV and solid ARR
o Offers manageable risk compared to Project C
e Supports a product line with existing market traction
o Aligns with the restructuring strategy by improving operational stability
« Falls well within the £60 million investment limit
o Reduces financing pressure while still improving shareholder value

While Project C is the most profitable in the long run, its risk profile is incompatible
with the firm’s current financial distress. Project B is safe but contributes too little

toward long-term recovery.

From a CFO perspective, Project A delivers the optimal blend of financial viability,
liquidity support, and strategic value creation.

All investment appraisal workings are provided in Appendix G.
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6. Conclusion

This report has undertaken a comprehensive financial and strategic evaluation of
General Electronics from the perspective of a Chief Financial Officer tasked with
restoring financial stability and long-term viability. The analysis of the firm’s financial
performance over the period 2020-2024 revealed a clear deterioration in profitability,
liquidity, and shareholder value, driven by declining revenues, rising operating costs,
inefficient working capital management, and increasing financial distress risk. Ratio
analysis and cash flow evaluation highlighted persistent operational weaknesses,
while the application of the Altman Z-Score confirmed that the firm has moved into a

zone of heightened financial vulnerability.

In response to these challenges, the report proposed a multi-dimensional turnaround
strategy grounded in sound financial management principles. Key recommendations
included targeted working capital reforms to shorten the cash conversion cycle,
strategic financial restructuring through cost rationalisation, selective asset
divestment, and recapitalisation to strengthen the balance sheet. These measures
were designed not only to address immediate liquidity pressures but also to improve
operational efficiency and restore financial flexibility in a volatile global environment.
Ethical and international considerations were incorporated to ensure that restructuring
decisions remain socially responsible and aligned with sustainable corporate

governance practices.

Furthermore, the investment appraisal analysis demonstrated the importance of
disciplined capital allocation under conditions of capital rationing. By prioritising
projects with positive net present value, superior profitability indices, and manageable
cash flow risk, the report emphasised that future investments must support liquidity
recovery rather than exacerbate financial strain. The recommended investment
strategy balances value creation with risk mitigation, reflecting the firm’s current
financial constraints. Overall, a financially disciplined and ethically grounded
turnaround strategy aligns with strategic finance best practice and enhances the firm’s
prospects for sustainable value recovery (McKinsey & Company, 2020; Kaplan and
Norton, 1996).

In conclusion, General Electronics’ recovery depends on decisive financial leadership,

prudent capital management, and strategic alignment between short-term survival and
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long-term growth. If implemented coherently, the proposed measures provide a
credible pathway to stabilisation, renewed investor confidence, and sustainable value

creation in the global consumer electronics industry.
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APPENDICES

Appendix A — Profitability Ratios (2020-2024)
Table A1: Profitability Ratio Calculations

Year | Gross Net Gross | Operating | Operating | Net Net
Profit (£ | Sales (£ | Profit | Income (£ | Margin Income | Profit
m) m) Margin | m) (E m) Margin
2020 | 176,256 | 614,680 |28.7% | 37,267 6.1% 38,572 | 6.3%
2021 | 173,016 | 601,602 | 28.8% | 23,253 3.9% 5,301 0.9%
2022 | 152,292 | 542,751 | 28.1% | 14,548 2.7% 407 0.1%
2023 | 97,560 | 420,457 |23.2% |-85,301 -20.3% -98,238 | -23.4%
2024 | 113,994 | 394,879 | 28.9% |-15,297 -3.9% -24,029 | -6.1%
Appendix B — Liquidity Ratios (2020-2024)
Table B1: Liquidity Ratio Calculations
Year | Current Current Current Quick Assets | Quick
Assets (E m) | Liabilities (E m) | Ratio (£ m)* Ratio
2020 | 326,843 179,510 1.82 206,413 1.15
2021 | 337,146 216,787 1.56 202,677 0.93
2022 | 338,040 216,473 1.56 197,859 0.91
2023 | 258,851 161,148 1.61 170,578 1.06
2024 | 242,494 158,291 1.53 163,139 1.03

*Quick Assets = Current Assets — Inventory

Appendix C — Efficiency Ratios & Cash Conversion Cycle

Table C1: Working Capital Efficiency Metrics

Year | Inventory Receivable Payable Cash Conversion Cycle
Days Days Days (CCC)

2020 | 100.26 76.86 69.29 107.83 days

2021 | 114.52 78.40 78.95 113.96 days

2022 | 131.04 75.55 66.72 139.87 days

2023 | 99.78 97.74 64.47 133.06 days

2024 | 103.12 105.54 93.60 115.06 days
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Appendix D — Working Capital Analysis Support
Table D1: Summary of Working Capital Movements

Year | Change in | Change in | Change in | Working  Capital
Inventories Receivables Payables Effect

2021 | +14,039 -218 +9,478 Negative (funds
absorbed)

2022 | 45,712 -16,869 -21,334 Highly negative

2023 | -51,908 +250 -14,340 Positive from
inventory reduction

2024 | -8,918 +1,586 +15,000 Slight positive

Appendix E — Short-term vs Long-term Financing Comparison
Table E1: Financing Options Evaluated

Criteria Short-Term Finance | Long-Term Finance
Refinancing risk | High Low

Interest rate risk | High Moderate

Liquidity pressure | High Lower

Strategic stability | Low High

Appendix F — Financial Restructuring Options

Table F1: Summary of Recommended Restructuring Actions

Restructuring | Specific Action | Financial Risk Expected
Area Impact Level Outcome
Asset Sell non-core | +£1bn liquidity | Medium Reduced
Divestment manufacturing losses
units
Cost SG&A cuts, | +5—-8% margin | Medium Higher
Restructuring automation improvement efficiency
Equity Injection | Private Balance sheet | Low Lower debt
placement strengthening ratio
Debt Renegotiate Improved cash | Low Lower default
Restructuring maturities flow risk
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APPENDIX G - Investment Appraisal Calculations (10% Discount
Rate)

Purpose of Appendix G

This appendix provides the detailed quantitative calculations supporting the
investment appraisal discussion in Section 5: Investment Appraisal and Capital
Budgeting. In line with academic best practice, only interpreted results are
presented in the main body, while full numerical evidence is disclosed here for

transparency and verification.
G1. Project Cash Flow Profiles (£ million)

Year Project A Project B ProjectC

-40 -30 -50
10 6 5
12 6 10
14 6 20
10 6 25
8 6 15

G2. Payback Period (PBP)

Project Cumulative Cash Payback Period Interpretation
Recovery (Years)
Recovered in Year 4 3.4 years Moderate recovery
speed
_ Recovered in Year 5 5.0 years Slow recovery
C Recovered in Year 4 3.6 years Acceptable but back-
loaded
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G3. Accounting Rate of Return (ARR)

ARR = Average Annual Accounting Profit + Average Investment

Project Average Annual Profit (E m) Average Investment (E m) ARR

2.8 20 14%

=
o

15 0%

o
o

25 20%

G4. Net Present Value (NPV) — 10% Discount Rate

Project Present Value of Inflows (£ m) Initial Investment (E m) NPV (£ m)

41.32 40 +1.32

22.74 30 —-7.26

Cc 54.23 50 +4.23

G5. Profitability Index (PlI)

Project PV of Inflows (£ m) Initial Investment (E m) PI

_ 41.32 40 1.03
_ 22.74 30 0.76
- 54.23 50 1.08

G6. Internal Rate of Return (IRR)

Project IRR Comparison with 10% Cost of Capital
11.33%  Acceptable (Marginal)
0.00% Unacceptable

12.72%  Strongly Acceptable
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G7. Summary Ranking of Projects

Criteria Rank 1 Rank 2 W

A B
A B
A B
Payback A C B
Overall Financial Attractiveness ¥ A B

G8. Capital Rationing Evaluation (£60m Limit)
Combination Total Investment (£ m) Combined NPV (£ m) Feasible?

A only +1.32

B only 30 —7.26 X
C only 50 +4.23
A+B 70 N/A X
B+C 80 N/A X
A+C 90 N/A X

Overall, Appendix G demonstrates that Project C dominates Projects Aand B on value-
based criteria (NPV, PI, IRR). Project B is financially unattractive due to negative NPV,
sub-hurdle IRR, and weak profitability, and should be rejected despite its smaller initial

investment.

Appendix H — Altman Z-Score Analysis (2020-2024)
Purpose of Appendix H

This appendix presents the detailed Altman Z-Score calculations used to assess the
bankruptcy and financial distress risk of General Electronics over the period 2020—
2024. The results support the financial health assessment discussed in Section 2 and

the justification for financial restructuring outlined in Section 4.
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Altman Z-Score Model (Manufacturing Firms)

The original Altman (1968) Z-Score model is applied, as General Electronics operates

within a manufacturing-intensive consumer electronics industry:

Z=1.2X1+1.4X2+3.3X3+0.6X4+1.0X5Z = 1.2X_1 + 14X 2 + 3.3X 3 + 0.6X 4 +
1.0X_5Z=1.2X1+1.4X2+3.3X3+0.6X4+1.0X5

Where:
o  X1X_1X1 = Working Capital / Total Assets
e X2X_ 2X2 = Retained Earnings / Total Assets
e X3X 3X3 = EBIT / Total Assets
e X4X_ 4X4 = Market Value of Equity / Total Liabilities
e X5X 5X5 = Sales / Total Assets
Z-Score Classification Thresholds (Altman, 1968):
e Z>299 — Safe Zone
e 1.81=Z<299 — Grey Zone
o Z<1.81 — Distress Zone

Z-Score Results (2020-2024)

Year WC |/ RE |/ EBIT /| Equity / Sales [/ Z- Financial

TA TA TA TL TA Zone

W 018 022 0.09 0.65 1.40 3.12 Safe
W 015 020 0.07 0.58 1.32 2.68 Grey
W 010 0.16  0.03 0.46 1.18 2.05 Grey
W 004 010 -0.04  0.30 0.95 1.32 Distress
W 0.02 008 -0.02 0.28 0.88 1.18 Distress

The Altman Z-Score is calculated using the original manufacturing model, which
remains widely applied for bankruptcy risk assessment in industrial firms (Altman,
1968; Altman et al., 2017).
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Interpretation

The results indicate a clear and sustained deterioration in the firm’s financial condition.

General Electronics transitioned from the Safe Zone in 2020 into the Grey Zone

during 2021-2022, signalling increasing vulnerability. By 2023, the firm entered the

Distress Zone, driven primarily by declining profitability (negative EBIT), weakening

liquidity, and increased leverage. The continued decline in 2024 confirms a heightened

risk of financial failure. This downward trajectory strongly supports the need for

comprehensive financial restructuring, as discussed in Section 4, and aligns with

empirical evidence linking prolonged Z-Score deterioration to elevated bankruptcy risk

(Altman, 1968; Altman et al., 2017).
Appendix | - Extended Ratio Analysis

Solvency / Gearing Ratios

2023 2024 Trend

1.82

Worsening

Debt-to-Equity [i£: N5 . 1.65
Debt Ratio 44% 48% 54% 62% 65% Increasing leverage
INCICEEH OIS 6.2x 4.8x  2.1x —-1.3x -0.9x Critical

Investment Ratios
Ratio 2020 2021 2022 2023 2024

EPS (£) 145 112 038 -0.92 -0.74
PDIUGERGREOETEE 24 1.9x 0.8x  N/A N/A

P/E Ratio 142 128 9.1 N/A N/A
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Q
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T
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0
g
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Ratio 2020 2021 2022 2023 2024

Ol IE U R FRT T A RENIEES 0.48 041 0.22 -0.15 -0.08

Operating CF / Total Debt 0.36 029 0.14 -0.11 -0.06
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