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[bookmark: _Toc214831122]Introduction
The following report provides a financial analysis of General Electronics, an analysis of the performance, stability, and the long-term viability of the company, based on the analysis of the financial statements, ratio variations, and the working capital efficiency. It also evaluates the risk of insolvency of the firm based on corporate failure prediction model which includes the Altman Z-Score. This report also presents the international financial risks, CSR responsibilities and the ethical considerations of international operations. Besides this, it assesses the restructuring options including divestiture, mergers, and equity injections backed by the investment appraisal and capital budgeting principles to identify the value-enhancing strategic options. In general, the analysis will help to give clear insights to make financial recovery and sustainable decisions.



[bookmark: _Toc214831123]1. Financial Health Check
[bookmark: _Toc214831124]A. Analysis of Financial Statements (£m):
The financial statements express a company that enjoyed exceptional profitability in 2020 and 2021 before entering a severe, equity-eroding financial crisis in 2023-2024.
	Statement Item
	2020
	2021
	2022
	2023
	2024
	Explanation

	Net Sales (£m)
	614,680,572
	601,602
	542,751
	420,457
	394,879
	Sales decline continuously, showing loss of market share and weakening demand, with a sharp drop after 2022.

	Cost of Sales (£m)
	(438,424)
	(428,586)
	(390,459)
	(322,897)
	(280,885)
	COGS falls but not enough to offset declining sales; margins remain pressured.

	Gross Profit (£m)
	176,256
	173,016
	152,292
		97,560



	



	113,994
	Gross profit deteriorates with lower sales; the fall in 2023 shows severe revenue shock.

	Operating Expenses (£m)
	138,989
	149,763
	137,744
	182,861
	129,291
	Operating expenses spike in 2023, intensifying losses; cost control appears weak.

	Operating Income (£m)
	37,267
	23,253
	14,548
	(85,301)
	(15,297)
	Profitability collapses, with operating losses in 2023–2024 indicating structural and managerial issues.

	Interest Income/Expense (£m)
	(1,422)
	(566)
	(2,200)
	(4,332)
	(3,361)
	Rising financing costs reflect higher dependence on debt and worsening solvency.

	Other Income/Expenses (£m)
	8,060
	(6,607)
	(955)
	(2,621)
	60
	Highly unstable, indicating volatility in non-core activities.

	Income Before Tax (£m)
	43,905
	16,080
	11,393
	(92,254)
		



	(18,598)



	Sharp drop after 2022, demonstrating loss escalation and weakening financial performance.

	Income Taxes (£m)
	(5,333)
	(10,779)
	(10,986)
	(5,984)
	(5,431)
	Tax expense declines due to lower profits; losses reduce tax burden.

	Net Income (£m)
	38,572
	5,301
	407
	(98,238)
	(24,029)
	Profit collapses into deep losses in 2023–2024, signalling crisis-level financial deterioration.




[bookmark: _Toc214831125]B. Full Ratio Analysis
	Ratio Category
	Ratio Name
	Ratio Formula
	2021
	2022
	2023
	2024
	Trend & Interpretation

	Profitability
	Gross Profit Margin
	
	28.75%
		28.06%



	



		23.21%



	



	28.88%
	Margin falls sharply in 2023 due to revenue collapse; slight recovery in 2024 but still unstable.

	
	Operating Profit Margin
	
	3.86%
	2.68%
	-20.29%
	-3.87%
	Operating losses in 2023–2024 indicate high cost structure and poor operational control.

	
	Net Profit Margin
	
	0.88%
	0.07%
	-23.37%
	-6.08%
	Dramatic deterioration; deep net losses signal crisis-level profitability weakness.

	Liquidity
	Current Ratio
	
	1.87
	1.70
	1.76
	1.53
	1.53

	
	Quick Ratio (Acid-Test)
	
	1.25
	1.05
	0.93
	0.77
	0.87

	Efficiency
	Inventory Turnover
	
	N/A
	N/A
	N/A
	N/A
	N/A

	
	Asset Turnover
	
	1.18
	1.08
	0.87
	1.22
	Dips in 2023 reflect collapsing sales; 2024 rebound driven by asset reductions.

	Gearing
	Debt-to-Equity Ratio (D/E)
	
	0.63
	1.02
	0.61
	1.17
	1.11

	
	Interest Coverage
	
	41.1
	6.6
	-19.7
	-4.5
	Sharp collapse after 2022; company unable to cover interest costs.

	Cash Flow
	Operating Cash Flow Ratio
	
	14.39%
	8.29%
	2.11%
	5.90%
	4.59%

	
	Capex/CFO
	
	22.98%
	31.29%
	128.19%
	32.22%
	30.85%



[bookmark: _Toc214831126]C. Identified Trends, Strengths, and Threats
1. Trends
· Constant Revenue Reduction: Net sales decrease throughout the period between 2020 and 2024, which means the loss of demand, competition, and potential obsolescence of the product. The decreasing gross margins which are expected to further drop in 2023 accompany this downward trend indicating a lack of efficiency in the operations (Financial Management Assessment Brief, 2025).
· Profitability Collapse: The operating income becomes massively negative in 2023 and continues to be negative in 2024, indicating the cost increase and worsening cost to revenue fit. The net losses are widening with time, and this implies more structural problems.
· Working Capital Volatility: Inventory, receivables and payables vary very much signifying an unstable production planning, credit management and supplier negotiation. This volatility causes more liquidity pressure (Atrill and McLaney, 2022).
· Weak Solvency Position: Increasing debt-to-equity ratios along with negative interest-coverage ratios indicate that the company is facing financial distress and facing an excessively high leverage position.
· Cash Flow Unpredictability: Operating cash flow is not consistent over the five years to be able to invest in the future or be financially flexible.
2. Strengths
· High Asset Base: The company has an asset base that is large even after the deterioration and this provides potential of restructuring in terms of divestiture or selling of the non-core units.
· Global Scale: The multination presence offers a chance to re-enter the market, reposition the product or reorganise the region to stabilise the revenue flows (Hill & Hult, 2020).
· Operational Capacities: The sales and production capacities are historically high which point in the latent possibilities of recovery provided there is realignment of the strategies.
3. Threats
· Large Bankruptcy Probability: Bad operating income, declining equity and bad interest-coverage ratios all elevate the insolvency risk in the corporate failure models (Altman, 2013).
· Debt Dependence: The firm depends heavily on short term credit and long-term liabilities and this makes it prone to financial shocks particularly when interest rates are on the increase.
· Market Competitiveness: The inability to maintain the current level of revenue implies susceptibility to technological interference and intense rivals.
· Liquidity Pressure: The decreasing reserves and poor working capital restrict the possibility of the company financing its operations without external funds.
· Shareholder Value Destruction: Massive losses, falling EPS and falling equity undermines investor confidence and increases capital raising issues.
[bookmark: _Toc214831127]D. Corporate Failure Prediction: Altman Z-Score 
Altman Z-Score is a metric which is used in the calculation of the possibility of a company happening to end up in a financial distress within two years. GE is a non-financial, non-US, and publicly traded company; therefore, the modified Z-score is indicated most often (Altman, 2020), the default Z-score of a public manufacturer is the average in the industry (Altman, 1968). The severe distress warning in this case will be premised on the standard model.
Standard Altman Z-Score Formula:
The classic Altman Z-Score model (Altman, 1968; 2013) is calculated as:
Z = 1.2(X₁) + 1.4(X₂) + 3.3(X₃) + 0.6(X₄) + 1.0(X₅)
Where:
· X₁=  
· X₂= 
· X₃=
· X₄= 
· X₅= 
Interpretation thresholds:
· Z < 1.8 → Distress Zone (high bankruptcy risk)
· 1.8–3.0 → Grey Zone (uncertain)
· Z > 3.0 → Safe Zone
Required Proxies & Assumptions:
1. EBIT: Assumed to be Net Income (Loss) - Interest Expense + Tax Expense + Adjustments. Due to lack of full income statement data, we use a conservative proxy:
EBIT: Net Income – Deferred Tax – Accrued Income Tax
2. Working Capital: Calculated as Current Assets - Current Liabilities.
	Year
	A (WC/TA)
	B (RE/TA)
	C (EBIT/TA)
	D (Equity/TL)
	E (Sales/TA)
	Z-Score (1.2A+...)
	Distress Zone

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

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



Qualitative Altman Analysis (Focus on B & C):
· X₁ : Working capital/total assets: Liquidity worsening, including dwindling cash, unstable stocks and continuous working capital inefficiencies indicate relief of risk of distress because X₁  is low or negative (Atrill & McLaney, 2022).
· X₂ : Retained Earnings/Total Assets: Retained earnings decline drastically as it suffers deep losses in 2023 and 2024. This generates a very small X₂, which is an indicator that the financial health is being eroded long-term (Financial Management Assessment Brief, 2025).
· X₃ : EBIT / Total Assets: Losses in operations in 2023-2024 bring X₃  to values that are considerably negative, which shows that productivity is declining and costs are not controlled well.
· X₄ : Market Value of Equity/Total Liabilities: The equity goes down to 275bn (2021) to 153bn (2024) and the liabilities increase. This decreases X₄  by a significant amount, which heightens leverage-based default risk (Hill and Hult, 2020).
· X₅ : Sales / Total Assets: Sales reduce drastically with assets decreasing slowly, which diminishes the turnover of assets. The decreasing X₅ points out ineffective competitiveness and deterioration of operations performance.
Z-Score Conclusion: Assuming the worst-case scenario, where the ratio of Sales to Total Assets (E) equals 1.0, which is typical for large companies, the negative impact of Factor C would significantly lower the score below the distress level of 1.81.
1.2 (0.20) + 1.4 (0.64) + 3.3 (-0.09) + 0.6 (0.46) + 1.0 (1.0)  1.90
GE is at the Grey Zone with a score of approximately 1.90 that has a range of 1.81 to 2.99. It is a pointer that the company is in its deathbed and that it has an average to high probability of going into bankruptcy within the next two years unless there is an immediate increase of the core profitability of the company (Factor C) (Altman, 1968). This is following the tremendous decrease in its ROE and the D/E Ratio of the company, which stands at 1.11.


[bookmark: _Toc214831128]2. Working Capital Management Analysis
The working capital position of General Electronics is compromised by unstable inventories, increasing receivable days, and inconsistent payables, and it has placed the company on long-term liquidity pressure. Inefficient conversion cycle of the cash is an indicator of bad credit control and faulty demand planning (Atrill & McLaney, 2022). Such matters are in line with the decreasing liquidity that has been reported in the financial statements of the firm (Financial Management Assessment Brief, 2025).
[bookmark: _Toc214831129]2.1 Evaluation of the Cash Operating Cycle (COC).
The Cash Operating Cycle (COC) is used to determine the duration of time that General Electronics requires to transform inventory purchases into cash inflows. It is computed as Inventory Days + Receivable Days - Payable Days, and it gives essential information on the efficiency of the firm in terms of liquidity (Atrill and McLaney, 2022). According to the financial reports attached, the elements of the COC are very volatile in 2021-2024, and this indicates a growing pressure on short-term cash flows.
Cash Operating Cycle Components
	Year
	Inventory Days
	Receivable Days
	Payable Days
	COC Interpretation

	2021
		



	High and rising



	Moderate
		



	Declining



	Lengthening COC- cash tied up longer.

	2022
	Peaks sharply
	Slightly lower
	Lower
	Severe working capital pressure.

	2023
	Improves but unstable
	Rises sharply
	Flat
	Receivables delay cash recovery.

	2024
	Slightly higher
	Highest
	Improved
	Payables relief partly offsets inefficiency.


The increasing number of CA-2 (2023-2024) in general electronics shows that credit control has weakened and its customers are taking longer to settle their bills. At the same time, inventory volatility leads to either overproduction or ineffective demand forecasting resulting in excessive cash tied in inventory. The payable days are now better in 2024 but this is following a series of declines in the past which had raised financing pressure (Financial Management Assessment Brief, 2025).
In general, the trend of COC is an indicator of ineffective working capital operations that decrease the flexibility of liquidity and augment dependence on external financing. This instability increases the susceptibility of the firm to cash flow shocks and it adds to the overarching liquidity worsening observed over the period. Credit policy, supplier negotiation and inventory optimisation reforms would be necessary in order to reduce the COC and restore liquidity to operations (Hill and Hult, 2020). 
[bookmark: _Toc214831130]2.2 Liquidity-Enhancing Strategies in WCM Reforms
To enhance liquidity in General Electronics, it is necessary to focus on the Working Capital Management (WCM) reforms that would result in the enhancement of the efficiency of cash flows, the decrease in the Cash Operating Cycle (COC), and the reduction in the use of short-term borrowing. Since the company has been facing increased receivable days, unsustainable inventory and inconsistent payables behaviour, systematic changes are necessary to normalise the operational cash flows (Financial Management Assessment Brief, 2025). 
Liquidity-Enhancing WCM Strategies
	Strategy 
		



	Description



	Liquidity Impact

	1. Credit Policy Tightening
	Shorten credit terms, apply stricter credit checks, and adopt early-payment incentives.
	Accelerates receivable collection, reducing cash tied up in debtors (Atrill & McLaney, 2022).

	2. Receivables Monitoring Systems
	Implement automated debtor-tracking and ageing-analysis tools.
	Reduces overdue accounts; improves predictability of cash inflows.

	3. Inventory Rationalisation
	Improve demand forecasting, reduce overproduction, and adopt just-in-time systems.
	Lowers excess inventory, freeing cash from stockholding (Hill & Hult, 2020).

	4. Supplier Negotiation for Longer Payables
	Extend payment terms where feasible without harming relationships.
	Strengthens short-term liquidity by delaying outflows.

	5. Cash Forecasting and Control
	Real-time liquidity dashboards and rolling cash-flow forecasts.
	Enhances cash visibility and supports proactive liquidity management.


Taken together, these reforms contribute to the reduction in the cash cycle, decrease in the operational uncertainty, and enhance the capability of the firm to satisfy short-term liabilities. Receivables management is an immediate solution to the drastic increase in receivable days in 2023-2024, and inventory optimisation will eliminate cash that is tied up in stocks that change over time. Improved payables strategies with strong cash forecasting aid ensure even greater flexibility and less reliance on expensive financing facilities (Atrill & McLaney, 2022). The adoption of the reforms is thus essential in restoring the liquidity resilience and helping to implement a wider turnaround strategy.
[bookmark: _Toc214831131]2.3 Short- versus Long-Term financing Compared
The liquidity position of General Electronics can only be stabilised by making effective financing decisions considering that the company is experiencing diminishing cash reserves, increasing short-term liabilities and unstable operating cash flows (Financial Management Assessment Brief, 2025). Both short-term and long-term financing have their own strengths and weaknesses that would have to be matched with the restructuring priorities and working capital requirements of the firms. 
Short-term financing is quick access to capital and is frequently applied when there is a temporary need of capital, seasonal inventory purchases or more immediate operational requirement. It’s cheaper short-term borrowing rate and increased leeway render it appealing to the companies which have a fluctuating cash cycle (Atrill and McLaney, 2022). But heavy dependence on short-term loans raises the refinancing risk as well as subjecting the firm to interest rate risks. Considering the increasing number of receivable days and unstable inventory of GE, inappropriate heavy short-term borrowing can enhance the financial instability.
The capital investment, restructuring, and strategic expansion are financed over the long-term. It is stable because it has a fixed repayment schedule and low pressure of refinancing (Brealey, Myers and Allen, 2020). Although generally more costly in the long-term and may demand a greater credit rating, long-term financing may assist in alleviating the liquidity pressure of distributing repayments and reducing the short-term liability. Given the liquidity worsening trend of GE and its high leverage, long-term instruments, such as equity infusion, long-term bonds, or structured debt refinancing, might be the financial lifeline that it needs to recover its operations. 
STF vs LTF Comparison and Recommendation for GE
	Feature
	Short-Term Financing (STF)
	Long-Term Financing (LTF)
	Recommendation for GE

	Cost
	Lower upfront cost; variable interest.
	Higher overall cost; fixed terms.
	Use selectively for urgent, small working capital gaps.

	Risk Exposure
	High refinancing and rate risk.
	Lower refinancing risk.
	Prioritise LTF to reduce liquidity pressure.

	Purpose
	Immediate operational needs.
	Strategic restructuring and investment.
	LTF preferred for turnaround initiatives.

	Impact on Liquidity
	Increases short-term liabilities.
	Spreads repayment over years.
	Shift reliance from STF to diversified LTF sources.


[bookmark: _Toc214831132]3. Strategic Financial Restructuring Plan
[bookmark: _Toc214831133]3.1 Recommended Financial Restructuring Options:
Since General Electronics is not only experiencing diminished profitability, poor liquidity, and increased leverage but also its liquidity is deteriorating, a well-organised financial restructuring programme is highly necessary in ensuring that it can be restored to solvency and remain competitive in the long term. These three alternatives present legitimate strategic alternatives with the help of the corporate finance theory and industry practises.
A. Divestiture of Non-Core or Underperforming Units
I. The liquidity and decrease in complexity of operations can be enhanced by selling non-strategic or continuously making losses divisions immediately.
II. Divestiture frees up capital that is tied up in assets of low returns, and this allows them to reinvest the money to profit-generating business units with greater growth potential (Damodaran, 2015).
III. This will lower the fixed costs, ensure a simplified operation, and enhance the balance sheet through payment of debt.
IV. In the case of General Electronics, the high decrease in revenue, and high inventory fluctuation implies an excess capacity and underperforming units that could be sold off (Financial Management Assessment Brief, 2025).
B. Strategic Merger or Acquisition (M&A)
I. The synergies that can be developed through a merger with a financially sounder or technologically stronger rival include a joint R&D, lowered overheads, and market presence (Gaughan, 2017).
II. The M&A activity is capable of supporting economies of scale, product risk diversification, and enhanced pricing power within an electronics market that is very competitive.
III. In the case of General Electronics that is grappling with declining sales and declining margins a merger would offer access to new technologies and supply chain efficiencies which would help it regain its relevance in the market.
IV. Nevertheless, the risk of integration, misalignment in cultures, and possible regulatory investigations should be addressed.
C. Equity Injection (New Share Issue or Strategic Investor)
I. Issuing new equity enhances shareholder capital, decreases debt-equity ratios, and enhances solvency, which are major priorities of the rising leverage and negative interest coverage of the firm (Brealey, Myers and Allen, 2020).
II. Equity injection can be repaid at an expensive cost of short-term debt and improve liquidity, decreasing the dependence on outside borrowing.
III. The ability to attract a strategic investor also provides managerial skills, technological, and access to the global markets.
IV. Equity dilution is an issue that can occur, but the long-term stabilisation gains far exceed the short-term effects to the shareholders.
[bookmark: _Toc214831134]3.2 Impact on Stakeholder Evaluation
The proposed plan is considered in terms of its financial and operational effects on the main stakeholders.
	Impact Area
	Divestiture & Debt Swap
	Equity Injection
	Operational Flexibility

	Impact on Shareholder Value
	Disposing non-performing units also increases the shareholder value by disposing assets that lead to losses and freeing up capital that could be used to generate high returns. Debt swaps save financial distress expenses, which enhances the value of firms (Damodaran, 2015). 
	Equity injection helps to increase the capital base, minimise the leverage, and indicate the long-term sustainability to the shareholders (Brealey, Myers and Allen, 2020). 
	Greater operational flexibility increases shareholder value by enabling improved resource allocation, reduction in costs and quicker strategic response to external shocks. Innovation and competitiveness in unstable markets are backed with a flexible nature (Hill and Hult, 2020).

	Impact on Debt Structure
	The debt swaps lessen interest load, enhance debt-to-equity ratio and avoid breach of covenants. Expensive short-term debt may be retired with the help of divestiture proceeds, which enhances solvency (Gaughan, 2017).
	The direct benefits of equity infusion are that leverage is reduced directly because the shareholder funds are raised and because the high-interest liabilities can be paid off. This strengthens interest coverage which is one of the greatest shortcomings of General Electronics now.
	Proper operational flexibility minimises future debt needs by decrease in the working capital needs and increase in internal cash generation, boosting the sustainability of long term debts.

	Impact on Operational Flexibility
	Divestiture eliminates unproductive units, making the operations lean and more strategic. It also liberates cash to invest in core segments. Debt swaps per se do not have big operational implications.
	New equity allows the supply chains to be restructured to supply liquidity, modernise technology, and stabilise the working capital cycles (Brealey et al., 2020).
	The flexibility in operations enhances agility, which allows adaptation to the competition, changes in technology, and demand changes more quickly.


[bookmark: _Toc214831135]3.3 International and Ethical Considerations
Given GE's global footprint in the Consumer Electronics sector, the restructuring must navigate significant cross-border risks and uphold Corporate Social Responsibility (CSR).
[bookmark: _Toc214831136]3.3.1 International Financial Risks
	Risk Category
	Implication for GE
	Mitigating Strategy

	Foreign Exchange (FX) Volatility
	GE functions in different locations, which subject its revenues, expenses, and values of assets to the risks of exchange rates. FX volatility risks the profit margin and heightens risk in transactions in converting currency (Moffett, Stonehill & Eiteman, 2017). The exposure is further increased by volatile global sales that are expected between 2020-2024 (Financial Management Assessment Brief, 2025).
	Hedge currency using currency hedging instruments like forwards, options and natural hedging by balancing currency revenues and expenditures.

	Inflation Risk
	An inflation rate in foreign markets leads to high prices of inputs, reduction in buying power, and low consumer demand. In the case of GE, inflationary pressures are felt by the increasing operating costs and falling margins (Hill and Hult, 2020).
	Re-negotiate supplier agreements, change the sourcing locations, and change the pricing mechanisms in order to remain profitable.

	Interest Rate Risk
	Increased leverage and overdependence on credit lines make GE more susceptible to the world interest rates (Brealey, Myers and Allen, 2020). The increased rates increase the financing costs and aggravate the negative interest-coverage ratios.
	Fix wherever they can, minimise reliance on short-term debt and increase equity capital to make them less sensitive.

	Political & Regulatory Risk
	Trading’s in several jurisdictions subject GE to trade barriers, tariff modifications, data policies, and geopolitics effects. Supply chains may be disrupted by these risks and compliance may become more expensive (Buckley, 2022).
	Differentiate markets, reinforce regulatory compliance frameworks and use geopolitical scenario planning.


[bookmark: _Toc214831137]3.4 CSR and Ethical Requirements.
Financial restructuring is often associated with such measures as asset sales and a reduction of the number of employees that have disastrous social implications. Any activities undertaken by GE must be ethical in order to retain its reputation and the ability to continue operating in the long term (Porter and Kramer, 2011).
A. Stakeholders: Rights and Transparency:
I. At General Electronics (GE), there should be no secrets between the shareholders, employees, and regulatory agencies since this company is experiencing diminishing profitability, as well as, financial distress. Among the fundamental principles of CSR, transparency in reporting encourages trust and builds long-term relationships (Crane, Matten and Spence, 2019).
II. Risks, operational difficulties, and restructuring measures should be clearly disclosed to safeguard the rights of the stakeholders in case of a financial instability (Financial Management Assessment Brief, 2025).
III. A fair treatment, safe working conditions, and communication about the organisational change are the steps that should be undertaken to ensure that the rights of the employees are prioritised in case the divestitures or cost restructuring takes place (Fernando, 2022).
IV. GE needs to embrace ethical decision-making models so that strategic programmes, e.g. mergers or divestitures, do not impede frail stakeholders.
B. Responsibility of the supply chain:
I. The supply chain management is an ethical issue of utmost concern, especially in the global electronics sector, where the issue of labour exploitation, environmental concern, and transparency in sourcing is the norm (Hill and Hult, 2020).
II. When the restructuring may compel the suppliers to adopt cost-cutting behaviours, GE has to make sure that the suppliers are following labour standards, environmental regulations and human rights requirements.
III. Supplier audits, sustainability certifications, and responsible sourcing policies can be used to reduce reputational risk and make sure that the organisation meets international CSR expectations (Buckley, 2022).
IV. Enhancing surveillance in areas helps to minimise operational risk and leads to business resilience in the long run.


C. Ethics of Steering Clear of Tax Evasion (Economic):
I. In its economic CSR responsibility, GE should not be involved in unethical tax minimisation strategies that might not be against the law, but against moral standards (Bebchuk and Neuman, 2022).
II. Open tax reporting will also help to uphold legitimacy to governments, communities, and investors especially in financial restructuring.
III. Ethical tax conduct lowers the likelihood of regulatory risk and enhances investor confidence leading to long-term sustainability especially in the case that the firm has already become financially unstable and unsolvable.
IV. GE needs to establish a global tax compliance system that is responsive in all countries, but which does not practise the evasion or misuse of the transfer pricing regulations.
[bookmark: _Toc214831138]4. Investment Appraisal and Capital Budgeting
The following tables calculate the five required investment appraisal metrics for projects A, B and C.
A. Calculation of Cash Flows and Accounting Metrics
In order to compute the Accounting Rate of Return (ARR) we must compute the annual average accounting profit (Net Income) on a zero-straight-line depreciation.
Annual Depreciation= 
Average Annual Profit=  - Annual Depreciation
	Project Detail (£m)
	Project A
	Project B
	Project C

	Initial Investment 
	40
	30
	50

	Total Inflows (Years 1-5)
	54
	30
	75

	Average Annual Cash Inflow
	10.80
	6.00
	15.00

	Annual Depreciation
	8.00  
	6.00  
	10.00  

	Average Annual Profit
	2.80
	0.00
	5.00

	Average Investment 
	20.00
	15.00
	25.00


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

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

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

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

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

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


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

	0
	1.000
	(40.00)
	(30.00)
	(50.00)

	1
	0.909
	9.09
	5.45
	4.55

	2
	0.826
	9.91
	4.96
	8.26

	3
	0.751
	10.51
	4.51
	15.02

	4
	0.683
	6.83
	4.10
	17.08

	5
	0.621
	4.97
	3.73
	9.32

	PV of Inflows
	
	45.96
	22.74
	62.39

	NPV (PV Inflows – )
	
	5.96
	(7.32)
	12.39


Remark: Project B has an unfavourable NPV, and in accordance with the conventional NPV rules, the project must not be approved at all as it is expected to wipe out shareholder value (Plutus Education, 2024).
C. Final Investment Recommendation under Capital Rationing
Capital rationing is a situation in which a company is left with more viable (acceptable NPV) projects compared to the amount of funds available to finance all of them (Taxmann, 2025). GE has Soft Capital Rationing which is its financial distress and strategic necessity to restrict capital expenditure.
Capital Constraint: Maximum Investment = £60 million
Since Projects A and C are independent and have a positive NPV, they are acceptable. Project B is immediately rejected due to its negative NPV and ARR of 0.00%.
The most suitable method of ranking projects under capital rationing is the Profitability Index (PI) because it maximises the total NPV of a specific budget (CFI, 2025).
PI = 
	Project
	Initial Investment (£m)
	NPV (£m)
	PI
	Rank

	C
	50
	12.39
	1.25
	1

	A
	40
	5.96
	1.15
	2

	B
	30
	(7.32)
	0.76
	3 (Rejected)


Recommendation:
1. Select Project C (initial Investment: £50 million). 
2. Remaining Budget: £60 million - £50 million = £10 million. 
3. Feasibility Check: The remaining £10 million is insufficient to fund the next-ranked project, Project A (£40 million).
Final Decision: Invest solely in project C for a total investment of £50 million, yielding the highest possible NPV (£12.39 million) within the £60 million budget constraint. The total NPV for the portfolio is £12.39 million.
Justification of Recommendation:
Project C is chosen because it is more realistic in terms of performance, as per the most material financial measurements, and because it is aligned with the reorganisation needs of GE currently.
1. Reference to Financial Performance (Profitability and Liquidity)
The financial performance of GE of late is characterised by severe weaknesses in the capital structure, as shown by the values of the Debt-to-Equity Ratio of 1.11 and Return on Equity (ROE) of -15.69%.
· Maximising Profitability (NPV and PI): This is the ultimate goal of the restructuring to regain profitability and maximise the shareholder wealth. The largest absolute NPV (PS12.39m) and PI (1.25) is offered by the project C. It means that Project C is the most accretive use of the scarce capital of GE that will result in the greatest profit per pound invested (AnalystPrep, 2019). 
· Attending to Liquidity (PBP): Current short-term liquidity is poor; therefore, the Quick Ratio value is less than that of one. Despite the fact that project C has relatively lower payback period of 3.50 years than project A (which has a payback period of 3.57 years), the payback period of the two projects is comparatively shorter than that of the project life. With the payback period of 3.50 years, the initial investment will be recouped quite soon and will generate internal cash flow that will be adequate to meet the debt payments and reduce reliance on altering the Lines of Credit (LegalVision UK, 2025).
2. Forecasted Risk Characteristics (Cash Flow Volatility)
Considering the uncertain financial situation and significant risk of impairment of the Goodwill in past investments by the company, GE should invest in low-risk ventures with predictable returns. Project C has a heavier back-loaded cash flow profile (inflows of getting £20m, £25m, £15m in years 3-5) than Project A (14m, 10m, 8m), so the returns it gives will be exposed to greater execution risk in the later years.
The mitigation of the risk is, however, as follows:
· IRR Buffer: The IRR of the project C of 18.46% has a higher safety margin over the discount rate of 10% than that of Project A of 16.89%. This implies that the actual cash flows of Project C can reduce by a higher percentage, and then the project is unprofitable (NPV < 0). This excessive IRR buffer is critical to GE, which cannot afford another bad investment.
· NPV Reliability: As the implicit assumptions of the method assume that cash flows are reinvested at the cost of the risk of the company, and the most realistic (10%) cost of capital of the company, and the large value of the NPV figure of Project C, making it the most realistic one, it is the most reliable value creation indicator. It is better than the IRR method, which will apply cash flows reinvested at the impractical value of the project IRR (18.46), which cannot be assumed in the capital-constrained world of GE (AnalystPrep, 2019).
The remaining amount of the budget, which is £10 million, should be kept as a cash reserve (instead of being subjected to a less-than-optimal investment) in order to enhance the short-term liquidity of the firm (Quick Ratio) and act as a buffer against unforeseen operational requirements (CFI, 2025).

[bookmark: _Toc214831139]Conclusion
All in all, the discussion illustrates that General Electronics is in serious financial trouble due to the deterioration of profitability, liquidity issues and its deteriorated solvency. The trend of ratio, results of Altman Z-Score, and international financial risks all show that the company needs restructuring as an immediate priority. Principles of investment appraisal and capital budgeting are crucial in the assessment of the foreign investment opportunities, merger possibilities and upgrade of technology to make sure that only projects that add value are carried out. The only project which has been recommended in the investment appraisal regarding rationing of capital is project C (PI: 1.25) because it will result in the highest value per pound invested. This plan is significant in ensuring that the balance sheet is stabilised, investor confidence is reinstated and GE is assured a future in the competitive consumer electronics market.
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Table A1. Profitability Ratios (2021–2024)
	Year
	Gross Margin%
	Operating Margin %
	Net Margin %
	ROCE %

	2021
	28.75%
	3.86%
	0.88%
	7.92%

	2022
	28.06%
	2.68%
	0.07%
	5.06%

	2023
	23.21%
	-20.29%
	-23.37%
	-43.82%

	2024
	28.88%
	-3.87%
	-6.09%
	-9.27%


Explanation: Profitability weakens significantly in 2023 due to a collapse in operating performance and net income, with only partial margin recovery in 2024.
Table A2. Liquidity Ratios (2021–2024)
	Year
	Current Ratio
	Quick Ratio

	2021
	1.56
	0.94

	2022
	1.56
	0.91

	2023
	1.61
	1.06

	2024
	1.53
	1.03


Explanation: Liquidity remains constrained; quick ratio below or near 1 suggests limited ability to meet short-term obligations without relying on inventory.
Table A3. Efficiency Ratios (2021–2024)
	Year
	Inventory Days
	Receivable Days
	Payable Days
	Asset Turnover

	2021
	115
	78
	79
	1.18

	2022
	131
	75
	67
	1.08

	2023
	100
	98
	64
	1.18

	2024
	103
	106
	94
	1.22




Explanation: Working capital cycles become increasingly strained, driven by slower receivable collection and volatile inventory management.
	Year
	Debt-to-Equity
	Interest Coverage
	EPS (£)

	2021
	0.85
	41.07
	0.39

	2022
	0.88
	6.61
	0.03

	2023
	0.99
	-19.71
	-7.64

	2024
	1.11
	-4.55
	-1.85


Table A4. Gearing & Investment Ratios (2021–2024)



Explanation: Rising leverage and negative interest coverage in 2023–2024 indicate deteriorating financial stability and increased default risk.
Table A5. Cash Flow Ratios (2021–2024)
	Year
	Operating Cash Flow Ratio
	Free Cash Flow (£m)

	2021
	0.19
	27,697

	2022
	0.05
	-3,080

	2023
	0.16
	17,074

	2024
	0.09
	10,250


Explanation: Cash flow performance is volatile, reflecting unstable operational results and inconsistent reinvestment capacity.
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Table B1. Net Present Value (NPV) Template
	Year
	Cash Flow (£m)
	Discount Factor (X%)
	Present Value (£m)

	0
	Initial Investment
	1.000
	-

	1
	—
	—
	—

	2
	—
	—
	—

	3
	—
	—
	—

	4
	—
	—
	—

	5
	—
	—
	—

	Total NPV
	
	
	Σ PV – Initial Investment



Table B2. Internal Rate of Return (IRR) Calculation

Explanation: IRR identifies the discount rate at which project NPV = 0.
Table B3. Payback Period Calculation

Explanation: Measures time required to recover the initial investment from net cash flows.
Table B4. Profitability Index (PI)

Decision Rule:
· PI > 1 → Accept project
· PI < 1 → Reject project
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