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[bookmark: _Toc227193523]Executive Summary
This report is written based on the opinion of a new Chief Financial Officer (CFO) of Hyundai Motor Manufacturing Czech (HMMC) which is a 100% owned subsidiary of the Hyundai Motor Company, Republic of Korea. HMMC has its headquarters in Nošovice, the Czech Republic, and manufactures 330,890 vehicles annually and has a revenue of CZK 187.8 billion (HMMC, 2024). The report evaluates five years of financial performance, working capital management, strategic reshaping plan, and evaluates three capital investment projects through various appraisal techniques. The main results show that although HMMC is profitable, the net profit decreased by 22.6% in 2023 and 2024, CZK 13.87 billion to CZK 10.74 billion but an unsustainably high payout (CZK 16.59 billion) requires some immediate actions. Project B is suggested as the best investment and a capital rationing mixture of Projects B and C is also proposed given the constraint of the budget of 100 million. The report is based on data extracted only based on the HMMC Annual Report 2024.
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[bookmark: _Toc227193524]1. Introduction
Hydundai Motor Manufacturing Czech s.r.o. (HMMC) was founded in 2006 and started operating in 2008 in Nošovice, Czech Republic, a wholly-owned subsidiary of Hyundai Motor Company, Seoul, but with a total investment of EUR 2.05 billion and a production capacity of 350,000 vehicles each year (HMM HMMC serves 75 countries in the world, which is essential in the European production plan of Hyundai (Jo, Jeong and Kim, 2023). In order to remain competitive, a solid financial management is required due to the increasing CO 2 regulations and the upcoming EURO7 standard (Nilsson and Nykvist, 2016; Iminov, 2025). In this report, the financial performance of HMMC has been examined using the ratio analysis, working capital management, strategic restructuring, and investment appraisal using the HMMC Annual Report 2024 as the sole source.


[bookmark: _Toc227193525]2. Financial Health Check - 5 year -ratio Analysis.
[bookmark: _Toc227193526]2.1 An overview of the financial statements of HMMC.
The HMMC Annual Report 2024 presents two years of comparison data in the Balance Sheet, Profit and Loss Account and Cash Flow Statement. In 2024 the total revenue amounted to CZK 187,789,718 thousand and in 2023 it was CZK 188,987,460 thousand, which is slightly lower than the one of 2024 and it is possible to observe the decrease in the European EV demand that the President of the company discussed (HMMC, 2 Net profit declined from CZK 13,874,839 thousand to CZK 10,744,120 thousand a fall of 22.6%. The total assets amounted to CZK 73,855,638 thousand in 2024, a decrease in comparison with CZK 85,268,692 thousand in 2023, which was mainly related to the decline of trade receivables and the cash balances due to a large dividend payment of CZK 16,585,440 thousand (These headline numbers imply a company experiencing financial strain even though it is profitable, a trend that is in line with broader dynamics of financialization in the auto industry found by Carmo, Sacomano Neto and Donadone (2020).
[bookmark: _Toc227193527]2.2 Profitability Ratios
Profitability ratios are used to determine the level of efficiency with which a company is able to make profit out of its operations. Young, Cohen and Bens (2018) affirm that these ratios are essential in any kind of financial analysis of a company because these ratios demonstrate how well the management has converted the revenue into returns on the shareholders.
	Ratio
	Formula
	2024
	2023

	Gross Profit Margin
	(Rev − Cost of Sales) / Rev × 100
	9.78%
	12.78%

	Net Profit Margin
	Net Profit / Revenue × 100
	5.72%
	7.34%

	Return on Capital Employed (ROCE)
	EBIT / Capital Employed × 100
	18.34%
	24.26%

	Return on Equity (ROE)
	Net Profit / Equity × 100
	22.71%
	26.11%


Table 1. Profitability Ratios. Source: HMMC Annual Report (2024).
The gross profit margin declined in 2024 to 9.78% (as compared to 12.78% in 2023) but this was due to the fact that the service costs increased significantly - CZK 16525948 thousand to CZK 21098464 thousand - due to higher payments of service and licence fees within the Group (HMMC, The net profit margin decreased to 5.72 percent after it had been at 7.34 percent, the cost pressures exceeded the revenue generation. ROCE decreased out of 24.26% to 18.34 indicating poorer capital utilization. Despite having a healthy ROE at 22.71%, it should be taken with caution considering that the dividend paid out is extremely high diminishing the equity base (Omotesho and Obadire, 2024). Such tendencies are alarming and indicate that the cost management and the strategy to extract profits used by the group should be reviewed.
[bookmark: _Toc227193528]2.3 Liquidity Ratios
Liquidity ratios measure the capability of a firm in fulfilling its immediate liabilities. Rop and Jagongo (2021) underline the importance of liquidity preservation to sustain operations in terms of liquidity, especially in manufacturing sectors that are capital-intensive like the automotive industry.
	Ratio
	Formula
	2024
	2023

	Current Ratio
	Current Assets / Current Liabilities
	3.83x
	3.29x

	Quick (Acid Test) Ratio
	(CA − Inventories) / CL
	3.31x
	2.94x


Table 2. Liquidity Ratios. Source: HMMC Annual Report (2024).
The current ratio of HMMC (3.83x in 2024, as compared to 3.29x in 2023) and quick ratio (3.31x) are very high indicators of the short-term liquidity. These numbers are significantly higher than the generally agreed level of 2.0x of the current ratio (Alexander, 2024). This enhancement can be partly attributed to the fact that current liabilities have decreased considerably- specifically, trade receivables have decreased by a margin and bank lending has been reduced to CZK 324,511 thousand as opposed to CZK 3,334,348 thousand and retained cash balances have risen to CZK 31,248,887 thousand (HMMC, Although a high liquidity is a good sign, very high ratios can mean the capital is not effectively utilized as observed in Section 3.


[bookmark: _Toc227193529]2.4 Efficiency Ratios
Efficiency Ratios are measures of the effectiveness that the company utilizes its assets and working capital cycle. Rahman (2025) emphasizes that efficiency analysis based on data is the key to strategic business development, especially in those industries where the supply chains are complicated.
	Ratio
	Formula
	2024
	2023

	Asset Turnover
	Revenue / Total Assets
	2.54x
	2.22x

	Inventory Days
	Inventory / Revenue × 365
	16.66 days
	15.11 days

	Receivables Days
	Trade Rec. / Revenue × 365
	28.31 days
	39.83 days

	Payables Days
	Trade Pay. / Purchases × 365
	31.87 days
	32.35 days


Table 3. Efficiency Ratios. Source: HMMC Annual Report (2024).
The ratio of asset turnover increased to 2.54x as compared to 2.22x, meaning that HMMC is utilizing its assets better, which decreased following the write-off of transmission shop and loss of machinery (HMMC, 2024). The change in receivables days was also very positive as in 2023, the company had 39.83 days and in 2024, it had 28.31 days, showing its good credit management and factoring trade receivables. The payables days were generally stable around 32 days, which is in line with the payment conditions of the company with Mobis and Glovis which are the Group suppliers. This efficiency gain in line with the results of Wang, Zhao and Huchzermeier (2021) which also show that effective operations-finance integration results in more effective working capital outcomes.


2.5 Gearing Ratios
	Ratio
	Formula
	2024
	2023

	Gearing Ratio (D/E)
	Total Debt / Equity × 100
	56.14%
	60.45%

	Interest Cover
	EBIT / Interest Expense
	109.22x
	75.27x


Table 4. Gearing Ratios. Source: HMMC Annual Report (2024).
The gearing ratio at HMMC dropped to 56.14% after 60.45, which means that the financial leverage slightly decreased because the debt ratio decreases, and the company disposes of short-term debts (HMMC, 2024). Importantly, HMMC does not have any long-term borrowings on the date of 31 December 2024, which is a strong structural aspect. Its interest cover of 109.22x is very high implying that the company can easily service its low debt amount severally using its operating profit alone. The company has a lot of financial freedom to invest in the future and this low-gearing and high-coverage position allows it to have significant financial flexibility to do so as described by Malik (2025) in the framework of capital structure optimisation and firm performance.
[bookmark: _Toc227193530]2.6 Investment Ratios
In 2024 the dividend amount paid was CZK 16,585,440 thousand, significantly higher than the net profit of the year of CZK 10,744,120 thousand. This means that the payout ratio is 154% which is paid out through the use of retained earnings (HMMC, 2024). Although this indicates the HMMC as a profit extraction vehicle of Hyundai Motor Company parent company, such a high payout decreases the equity base in 2023 CZK 53,138,547 thousand to 2024 CZK 47,297,227 thousand. The practice is identified by Carmo, Sacomano Neto and Donadone (2020) as a financialization pattern, and becomes a strategic threat in case it leads to the continued decrease in retained earnings.
[bookmark: _Toc227193531]2.7 Cash Flow Analysis
Net operating cash flows were CZK 16,226,162 thousand in 2024, down from CZK 24,736,965 thousand in 2023. This decrease can be explained by a decreased pre-tax profit, as well as a reduced positive movement of working capital. The net investment cash flows were -CZK 1,322,056 thousand compared to -CZK 2,934,478 thousand in 2023, with the level of capital expenditure being much lower as the peak phase of the Kona Electric launch was in the past (HMMC, 2024). The net financial cash flows are negative: -CZK 19,592,591 thousand which is mainly devoid of the dividend payment. The cash balance at the close declined to CZK 31,248,887 thousand out of a cash balance of CZK 35,937,372 thousand thereby confirming that the cash generation in spite of its good performance is draining significantly on returns to parent. To avoid straining liquidity, Warren and Jack (2018) warn that energy and capital-intensive industries need to balance between the cash generation and the commitments to capital budgeting to prevent future liquidity constraints.
[bookmark: _Toc227193532]2.8 Major Trends, strengths and threats.
The financial strengths of HMMC are that its liquidity is very strong, financial debt is non-existence, and industry-leading interest coverage and operating cash generation. Nonetheless, the deteriorating profitability, increased service prices, slowdown in the level of EV consumption in Europe, the high percentage of dividend payout in comparison with the profitability, and vulnerability to the fluctuations of the CZK/EUR currency are significant threats. Moreover, the project estimates the firm to produce just 294,535 vehicles in the year 2025 (compared to the annual production of 330,890 vehicles in 2024) which is an indicator of another reduction in revenues (HMMC, 2024). D'Orazio (25) points out that another complexity on the manufacturers like HMMC preparing to meet EURO7 requirements is the fiscal policies and regulatory pressures surrounding climate risk.


[bookmark: _Toc227193533]3. Working Capital Management Analysis.
[bookmark: _Toc227193534]3.1 Cash Operating Cycle
The cash operating cycle (COC) can determine how long it takes to convert payments to the suppliers to cash collections. A reduced cycle enhances liquidity and helps to minimize external financing (Abdussalam and Darun, 2018). Using 2024 HMMC data:
	Component
	2024 (Days)
	2023 (Days)

	Inventory Days (= Raw Material + WIP + Finished Goods)
	16.66
	15.11

	Receivables Days
	28.31
	39.83

	Less: Payables Days
	(31.87)
	(32.35)

	Cash Operating Cycle
	13.10 days
	22.59 days


The cash operating cycle of HMMC also got significantly better in the year 2024 with 13.10 days in comparison to the year 2023 of 22.59 days. This has been mainly credited by the significant decrease of receivables days to 28.31 days as opposed to 39.83 days. The 13.10 days COC is incredibly effective in an automotive company, as it indicates the perks of intra-group sales with predictable payment terms and the application of factoring of trade receivables (HMMC, 2024). As Nair and Prajapati (2025) affirm, EV manufacturers whose working capital cycles are tightly controlled are more resilient in case of a downturn in the market.
[bookmark: _Toc227193535]3.2 Analysis of Inventory Management
HMMC holds inventories of CZK 8,567,854 thousand as of 31 December 2024 (2023: CZK 7,823,176 thousand). The growth is mostly facilitated by the finished goods growing by two-thirds, CZK 1,569,354 thousand to CZK 3,545,776 thousand, as indicative of lower-than-anticipated vehicle dispatches in the last quarter (HMMC, 2024). The CZK 4,471,187 thousand of raw material inventory indicates the in-time supply by the Group suppliers. According to Kim, Jeong and Jo (2021), as a late supplier of parts, Hyundai has developed its supply system to be closely integrated with its manufacturing subsidiaries, which contribute to the fact that HMMC is able to keep lean levels of inventories. The CFO needs to work on the expedited clearance of finished goods in order to decrease the inventory days and release working capital.
[bookmark: _Toc227193536]3.3 Trade Receivables Management
Trade receivables fell significantly from CZK 20,621,814 thousand in 2023 to CZK 14,563,754 thousand in 2024 (HMMC, 2024). Short-term trade receivables outstanding included CZK 1,454,240 thousand at the end of the year, of which CZK 1,286,019 thousand were collected by 20 January 2025 - very high post-period collection. HMMC also uses recourse and non-recourse factoring of receivables to expedite the conversion of cash that will still ensure that the cash cycle is shortened without impacting customer relations. According to Danda (2024), a solution in the capital goods areas such as receivables factoring is essential in capital goods financing in case of short-term liquidity control.
[bookmark: _Toc227193537]3.4 Trade Payables Management
CZK 14,414,526 thousand (2023: CZK 14,620,321 thousand) represents trade payables since most of it is owed to intra-Group suppliers such as Mobis Automotive Czech (CZK 4,110,856 thousand) and Hyundai Glovis (CZK 2,364, The working capital requirements of HMMC are subsidised by extending credit by related parties. There was a strong payment discipline with trade payables outstanding at just CZK 9,029 thousand only. Nunes, Vaccaro and Júnior (2017) emphasize that the Hyundai Production System tight integration of suppliers is the foundation of such efficiency of payables management.
[bookmark: _Toc227193538]3.5 Strategies to Recommend in order to enhance Liquidity.
In order to optimise working capital cycle further, it is suggested to adopt three strategies. First, a dynamic discounting programme might be introduced, which provides incentives in the form of early payment to the most important customers like Hyundai Motor Europe GmbH - which had balances of CZK 6,022,879 thousand - to turn balances quicker (HMMC, 2024). Secondly, Tier 2 suppliers should also be offered supply chain financing, which would enable HMMC to increase its payables days slightly without hurting relationships with suppliers as Atere, Shobande and Toluwase (2019) proposed. Third, the finished goods inventory needs to be proactively controlled by being more aligned with the sales forecasts of Hyundai Motor Europe to minimize the inventory accumulating at the end of the year.


[bookmark: _Toc227193539]3.6 Long-term versus short-term Financing.
HMMC is also almost completely financed based on its own equity with not much more than CZK 324,511 thousand in short-term bank loans left at the end of 2024 as compared to CZK 3,334,348 thousand in 2023 (HMMC, 2024). The company does not have any long-term borrowings. The short-term facilities like revolving credit facilities and invoice discounting have flexibility, but have refinancing risk. The planned battery shop expansion would be more stable with long-term financing with the help of bond issuance or intra-Group facilities since the expansion will consume a lot of capital in 2025. Chen et al. (2017) judge that diversification of financing tools is significant to organisations that have to cross an advanced technological shift. 
[bookmark: _Toc227193540]3.7 Intra-Group Financing Considerations
HMMC is also an intra-Group lender, which gives loans to Hyundai Truck and Bus Rus LLC and Hyundai Truck and Bus (China) Co. Ltd. in the amount of CZK 3,062,496 thousand with interest rates 3.47% (HMMC, 2024). This structure will yield an interest of CZK 1,041,976 thousand but will put the HMMC at risk of geopolitical risk especially in the current conflict between Russia and Ukraine. Wang, Zhao and Huchzermeier (2021) particularly distinguish such cross-border intra-Group financial flows to have high operational risk. This exposure should be considered by the CFO and whether the interest rate is sufficient to cover the country risk that it entails.


[bookmark: _Toc227193541]4. Financial Restructuring Strategy Plan.
[bookmark: _Toc227193542]4.1 Current Capital Structure Assessment
By 31 December 2024, the equity of HMMC amounted to CZK 47,297,227 thousand (64% of total financing) and total liabilities were CZK 26,558,410 thousand (36%) with reserves to warranty repairs being the largest single item in the liability list in CZK 10,101,11 It has a conservative capital structure that has an almost negligible financial debt and offers a solid foundation towards restructuring. Manoj (2025) suggests that financial decision-making and corporate strategy integration, especially in the manufacturing industry, cannot be effective without clear understanding of the existing capital structure to advise on changes. The existing structure is healthy but the excessive withdrawal of dividends at the expense of equity base is undermining further investment ability of the firm in the future.
[bookmark: _Toc227193543]4.2 Restructuring Alternative 1 - divestment and asset monetisation.
By 2024, HMMC has stopped activity at Transmission Shop I and sold the machinery with the total value of CZK 2,521 479 thousand and tools with the total value of CZK 151,163 thousand and received proceeds of CZK 131,888 thousand in the course of disposal of assets (HMMC, 2024). The old transmission hall is being transformed into battery assembly plant by collaborating with the Mobis Automotive Czech s.r.o. This restructuring tool of asset monetisation is a typical re-organization of old assets to finance EV infrastructure. According to Pirinen (2025) one of the first steps of company restructuring would be the asset disposal with strategic repositioning needed. The CFO must also make sure that the sale of the transmission line assets was carried out at fair market value and conversion investment of about CZK 487,691 thousand into the assets under construction is effectively ring-fenced.
[bookmark: _Toc227193544]4.3 Restructuring Alternative 2 - Equity Retention and changing Dividend Policy.
The topmost urgent restructuring need is the restructuring of the dividend policy of HMMC. The 154% payout ratio in 2024 (as compared to a profit of CZK 10,744,120 thousand) indicates a payout paid in retained earnings (HMMC, 2024). Retained earnings decreased to CZK 22,652,107 thousand as compared to CZK 25,362,708 thousand. With this trend persisting under the conditions of lower profitability and higher capital requirements to fund EV infrastructure, the company will run out of equity buffer. As Malik (2025) shows, high dividend payouts in comparison to earnings have negative impact on the performance of the firm in the long term. The CFO needs to negotiate with Hyundai Motor Company and limit future dividends to not more than 80% of the net profit to maintain at least CZK 2 billion per annum to reinvest in battery and EV technology.
[bookmark: _Toc227193545]4.4 Restructuring Alternative 3 - Strategic Merger with Mobis Automotive Czech.
HMMC is increasingly becoming interconnected with Mobis Automotive Czech s.r.o. which runs the Battery System Assembly Shop within the premises of HMMC. At the end of the year, the payables to Mobis Czech were CZK 4,110,856 thousand and the Receivables were CZK 544,017 thousand (HMMC, 2024). Formal strategic merger/integration agreement would allow accessing economies of scale and lessening out the costs of duplicate administration and establish a more vertically integrated EV manufacturing system. As Feyisetan, Alkaraan and Le (2025) discover, the concept of ESGs is becoming significant in decision-making when it comes to mergers and acquisitions within manufacturing industries and that the mutual environmental concerns between HMMC and Mobis give the two firms an opportunity to embark on further integration.
[bookmark: _Toc227193546]4.5 Effect on the Shareholder Value, Debt structure and Operating flexibility.
The suggested reorganization consisting of dividend reorganization, asset disposition, and strategic integration would maintain equity, decrease the warranty reserve amount via enhanced quality control and offer increased operational versatility. The reserves held would enable HMMC to finance the battery expansion by the company without the high cost of external borrowing. Alexander (2024) affirms that a value-focused financial management would entail balancing between the immediate returns to the shareholders and the investment capabilities in the long term. All these possibilities are expected to stabilise equity at over CZK 45 billion within the three-year period.
[bookmark: _Toc227193547]4.6 International and Currency risk considerations.
HMMC sells vehicles to up to 75 countries; the sales to non-EU countries increase dramatically, with a CZK 31,635,035 thousand of cars sold in 2023 and CZK 41,037,627 thousand sold in 2024 (HMMC, 2024). Such a geographic diversification will decrease reliance on the EU market but will raise the subject to various currencies. HMMC said that it earned FX gain of CZK 4,042,464 thousand and FX loss of CZK 3,096,009 thousand, which translates into net forex gain of CZK 946,455 thousand (HMMC, 2024). Natural hedging currency risks should be enhanced by balancing the revenues and the costs currencies with the help of forward contracts. Li et al. (2016) point to the fact that the government policy and regulatory frameworks can make a considerable impact on cross-border automotive business models, and proactive currency and geopolitical risk management are necessary.
[bookmark: _Toc227193548]4.7 CSR, ethical and taxation issues.
HMMC has obtained ISO 14001:2015 and ISO 45001 and has received the 9 th position in the Czech Republic Top Responsible Large Companies 2024 (compared to position 23 rd in 2023) (HMMC, 2024). The company gave CZK 10.1 million to the flood relief and planted more than 22,000 trees in the Beskydy mountains. Zahid and Ghazali (2017) show that good corporate sustainability practices lead to positive effects on financial performance because they help companies to improve brand reputation and minimize costs of regulatory compliance. Taxation wise, the rate of Czech corporate income tax is 21% as of 2024 and HMMC is also liable to the Pillar Two global minimum tax top-up, which might further raise the effective tax rate on Group profits (HMMC, 2024). The top-up tax exposure will have to be calculated and pro-visioned correctly by the CFO given that it will rely on information provided by several Group entities.


[bookmark: _Toc227193549]5. Capital budgeting and investment appraisal.
[bookmark: _Toc227193550]5.1 Appraisal Techniques Overview.
The decisions that a CFO has to make are critical and capital investment is one of them. The methods used in this case Payback Period (PBP), Accounting rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and the Internal rate of Return (IRR) are the usual capital budgeting arsenal (Alexander, 2024). According to Warren and Jack (2018), in capital-intensive industries, there is no single approach that will suffice and a combination of discounted and non-discounted approaches will provide more solid investment decisions. Each of the three projects involves an investment of initial amount of 50 million pounds, straight-line depreciation with zero after five years and their valuation is at a discount rate of 10 percent. The annual depreciation of both projects is thus, 50m/5 = 10m/year.
[bookmark: _Toc227193551]5.2 Project Data Summary
	Project
	Year 1 (£m)
	Year 2 (£m)
	Year 3 (£m)
	Year 4 (£m)
	Year 5 (£m)
	Total (£m)

	Project A
	10
	12
	14
	10
	8
	54

	Project B
	11
	11
	11
	11
	11
	55

	Project C
	5
	10
	20
	25
	5
	65




[bookmark: _Toc227193552]5.3 Payback Period (PBP)
The Payback Period determines the rate at which the initial investment is paid off in terms of net cash inflows. Though easy and commonly used, it does not consider the time value of money, and it does not take into account the cash flows that happen after the payback point (Alexander, 2024). 
	Calculation Step
	Project A (£m)
	Project B (£m)
	Project C (£m)

	Initial Investment
	50
	50
	50

	Cumulative CF after Year 1
	10
	11
	5

	Cumulative CF after Year 2
	22
	22
	15

	Cumulative CF after Year 3
	36
	33
	35

	Cumulative CF after Year 4
	46
	44
	60

	Remaining to recover after Yr 4
	4
	6
	—

	Cash inflow in final year
	8 (Yr 5)
	11 (Yr 5)
	25 (Yr 4)

	Payback Period
	4.50 years
	4.55 years
	3.60 years


Project C has the lowest payback of 3.60 years to recoup its investment of £50m in Year 4, because of the high inflows of cash in Years 3 and 4. Project A is payback in 4.50 years and Project B in 4.55 years. Project C is more preferred on the basis of PBP criterion alone.
[bookmark: _Toc227193553]5.4 Accounting rate of Return (ARR)
ARR is a percentage of the average profit per annum (as a ratio of the average investment). Under straight-line depreciation to zero, the annual depreciation = the amount of depreciation of assets in the year divided by 5 = the value of depreciation of assets in the year/5 = 10m. Average investment = (£50m + £0) ÷ 2 = £25m.




	Item
	Project A
	Project B
	Project C

	Total Net Cash Inflows (£m)
	54
	55
	65

	Total Depreciation (£m)
	50
	50
	50

	Total Accounting Profit (£m)
	4
	5
	15

	Average Annual Profit (£m)
	0.80
	1.00
	3.00

	Average Investment (£m)
	25
	25
	25

	ARR
	3.20%
	4.00%
	12.00%


Project C is the project that gives the highest ARR of 12.00 as opposed to 4.00 in Project B and 3.20 in Project A. This comes as a result of its much greater total cash inflows of £65m. Project C is once again preferred on ARR criterion. Nonetheless, ARR does not consider the time value of money, as well as the time when the cash flows, which is a major shortcoming (Young, Cohen and Bens, 2018).
[bookmark: _Toc227193554]5.5 Net Present Value (NPV) at 10% Discount rate.
NPV is often considered the best method of capital budgeting since it takes into consideration the time value of money and directly quantifies the value creation (Alexander, 2024). PV factors at 10%: Year 1 = 0.909, Year 2 = 0.826, Year 3 = 0.751, Year 4 = 0.683, Year 5 = 0.621.
	Year
	PV Factor (10%)
	A CF (£m)
	A PV (£m)
	B CF (£m)
	B PV (£m)
	C CF (£m)
	C PV (£m)

	1
	0.909
	10
	9.09
	11
	9.999
	5
	4.545

	2
	0.826
	12
	9.912
	11
	9.086
	10
	8.260

	3
	0.751
	14
	10.514
	11
	8.261
	20
	15.020

	4
	0.683
	10
	6.830
	11
	7.513
	25
	17.075

	5
	0.621
	8
	4.968
	11
	6.831
	5
	3.105

	Total PV
	
	
	41.314
	
	41.690
	
	48.005

	Initial Investment
	
	
	(50.00)
	
	(50.00)
	
	(50.00)

	NPV
	
	
	(8.69)
	
	(8.31)
	
	(2.00)


At the discount rate of 10%, all the three projects give a negative NPV, namely: Project A = - 8.69m, Project B = - 8.31m and Project C = - 2.00m. Project C destroys the least amount of value at the given discount rate, hence, has the lowest negative NPV. The second-best on this measure is Project B. The negative NPVs indicate that the undiscounted cash inflows (change of 54m, 55m and 65m) at 10 percent cost of capital are not enough to break the investment at the beginning (i.e. 50m) when measured in the time value of money at 10 percent. According to Hossain (2025), the choice of discount rate is a key variable during investment appraisal and a lower cost of capital would make any of the three projects a potential viable project.
[bookmark: _Toc227193555]5.6 Profitability Index (PI)
Profitability Index is the present value of the value of the future cash flows divided by the amount of initial investment. PI = sum of total PV of Cash Inflows /Initial Investment.
	Item
	Project A
	Project B
	Project C

	Total PV of Cash Inflows (£m)
	41.314
	41.690
	48.005

	Initial Investment (£m)
	50.000
	50.000
	50.000

	Profitability Index (PI)
	0.826
	0.834
	0.960

	PI Rank
	3rd
	2nd
	1st


Table 10. Profitability Index. Source: Author's Calculations.
Project C has the highest PI of 0.960 implying that it results in 0.960 of present value on every 1 pound invested in the project. Project B has a score of 0.834 second, and Project A has the last score of 0.826. The PI is particularly relevant in situations of capital rationing since it orders projects by value divided by an amount of investment (Alexander, 2024).


[bookmark: _Toc227193556]5.7 Internal rate of Return (IRR)
	Item
	Project A
	Project B
	Project C

	NPV at lower rate (2%)
	+£1.01m (at 2%)
	+£1.84m (at 2%)
	+£5.61m (at 5%)

	NPV at higher rate (5% / 10%)
	-£2.998m (at 5%)
	-£2.37m (at 5%)
	-£2.00m (at 10%)

	IRR (Interpolated)
	2.75%
	3.31%
	8.69%

	Exceeds 10% hurdle rate?
	No
	No
	No (closest)


All three projects do not have an IRR of more than 10% hurdle. Project C is the closest which has an IRR of 8.69, then Project B has an IRR of 3.31 and Project A has an IRR of 2.75. This establishes the fact that no project alone is viable at the cost of capital quoted, but Project C is the best in all aspects. According to Sanchez (2020), investment decision-making should be an integration of quantitative output and qualitative strategic judgment in a scenario where none of the alternatives properly passes the financial test.
[bookmark: _Toc227193557]5.8 Comparative Summary and Recommended Project
	Technique
	Project A
	Project B
	Project C
	Best

	PBP
	4.50 yrs
	4.55 yrs
	3.60 yrs
	C

	ARR
	3.20%
	4.00%
	12.00%
	C

	NPV
	-£8.69m
	-£8.31m
	-£2.00m
	C

	PI
	0.826
	0.834
	0.960
	C

	IRR
	2.75%
	3.31%
	8.69%
	C

	Overall Rank
	3rd
	2nd
	1st
	C


The investment to choose is project C. It tops all the appraisal techniques, provides the shortest payback, highest ARR, least negative NPV, largest PI and nearest IRR to the hurdle rate. Although, no project presents a hurdle rate exceeding the 10% rate, Project C has the best relative financial presentation. 
[bookmark: _Toc227193558]5.9 Non-Financial Risk Assessment
In addition to the quantitative metrics, there are a number of strategic risks, which HMMC has to consider in the process of making the investment decision. First, the political risk is high as the company has an exposure to Russia as a result of its intercompany loans (HMMC, 2024). Second, the regulatory landscape of the European EV market is also changing, and EURO7 is in sight and CO 2 fleet fines are tightening since 2025, leaving the revenue profile of petrol and hybrid vehicles in limbo (Nilsson and Nykvist, 2016). Third, customer loyalty is a true asset - the Hyundai Tucson has already made the 2-million mark at HMMC in June 2024 and it is the best-selling Hyundai model in Europe, which offers it an ample base to rely upon to build revenue expectations (HMMC, 2024). Jo, Jeong and Kim (2016) attribute the ability of Hyundai to stay competitive to its production system that is managed by engineers, which provides quality-related customer loyalty. Fourth, supply chain strength is essential — Kim, Jeong and Jo (2021) reveal that Hyundai supply chain is closely interconnected but at the same time, it is highly concentrated with Group supply chain such as Mobis, putting it at risk in the case of unavailability of components.
[bookmark: _Toc227193559]5.10 Capital Rationing -Best Combination in £100 Million Budget.
The company can fund not more than two projects given the maximum budget of £100 million and each project needs around 50 million. The PI ranking process is applied to decide the best allocation of projects assuming they can be broken down into smaller parts (Alexander, 2024). PI ranking: Project C = 0.960 (1st), Project B = 0.834 (2nd), Project A = 0.826 (3rd).
	Project
	PI Rank
	Investment (£m)
	Proportion
	NPV Contribution (£m)

	Project C (1st priority)
	1st
	50
	100%
	(2.00)

	Project B (2nd priority)
	2nd
	50
	100%
	(8.31)

	Total
	
	100
	
	(10.31)


The combination that should be implemented under capital rationing is Projects B and C and it will use the entire budget of £100 million. This combination will give the project with a highest PI (C) first and then the rest of the remaining 50 million will be given to the next best project (B). NPV contribution is combined with -£10.31m which is not as negative as -17.00m (A) or -10.69m (C). Although the NPVs are still negative, the combination of the present value of cash inflows during predetermined time periods maximises the total present value of cash inflow per pound invested; which aligns with the PI-based capital rationing principle (Alexander, 2024). Pusnawan and Nainggolan (2024) support the notion that the rational choice of combinations to use in situations with capital-intensive investment is that which has the highest aggregate PI in the situation when there are limited funds.


[bookmark: _Toc227193560]6. Conclusion
This report has utilized a wide set of financial analysis tools on published 2024 financial data on HMMC and generated a few key insights to be used by the new CFO. HMMC is a company that is financially healthy and has good liquidity, low debt and good interest coverage. The 22.6% decrease in net profit, increased cost of service, a dangerously big dividend of 154 payout ratio, and a projected drop in production to 294,535 vehicles in 2025 however indicates that there is need to take an urgent strategic step.
The working capital analysis shows that HMMC is efficient in managing its cash cycle and its COC was only 13.10 days in 2024. However, the increase in the finished goods inventory and concentration of receivables in the structure of intra-Group needs to be monitored. The strategic restructuring plan outlines three priority actions that include reforming the dividend policy to retain equity, monetising legacy to help fund EV infrastructure, and integrating more with Mobis Automotive Czech to establish a vertically integrated EV platform. All these measures contribute to the shift that the industry in general is in need of, which Li et al. (2016) and D'Orazio (2025) confirm.
Project C is proposed as the single best investment in all techniques in the investment Appraisal and a mix of Projects B and C is proposed within the constraint of the capital rationing of less than 100 million. The CFO ought to observe that all the projects are below the 10% hurdle rate and this indicates that the cost of capital assumption is to be re-considered or they need to make design adjustments so as to increase the cash flows at the start of a year. Both Hossain (2025) and Manoj (2025) highlight that financial decision-making in quickly evolving industries should be strategic and flexible as well as analytical. With HMMC planning to expand the battery in EURO7, install photovoltaic power plant in 2025, the financial management structure that has been developed based on this report is a formidable basis to make evidence-based decisions.
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[bookmark: _Toc227193563]Appendix A - Full Ratio Analysis with Calculation Workings
1. Profitability Ratios — Calculation Workings
	Formula Reference: GPM = (Revenue − Purchased Consumables & Services) / Revenue × 100

	Ratio
	Working 2024
	2024
	Working 2023
	2023

	Gross Profit Margin
	(187,789,718 − 169,402,318) / 187,789,718 × 100 = 18,387,400 / 187,789,718 × 100
	9.79%
	(188,987,460 − 164,825,896) / 188,987,460 × 100 = 24,161,564 / 188,987,460 × 100
	12.78%

	Net Profit Margin
	10,744,120 / 187,789,718 × 100
	5.72%
	13,874,839 / 188,987,460 × 100
	7.34%

	ROCE
	Capital Employed = 73,855,637 − 16,372,510 = 57,483,127 10,714,786 / 57,483,127 × 100
	18.64%
	Capital Employed = 85,268,692 − 22,130,284 = 63,138,408 14,494,537 / 63,138,408 × 100
	22.97%

	ROE
	10,744,120 / 47,297,227 × 100
	22.72%
	13,874,839 / 53,138,547 × 100
	26.11%


2. Profitability Ratios — Summary Table
	Ratio
	2024
	2023
	Trend

	Gross Profit Margin
	9.79%
	12.78%
	▼ Declining

	Net Profit Margin
	5.72%
	7.34%
	▼ Declining

	Return on Capital Employed (ROCE)
	18.64%
	22.97%
	▼ Declining

	Return on Equity (ROE)
	22.72%
	26.11%
	▼ Declining


Table B2. Profitability Ratios Summary. Source: Author's Calculations from HMMC Annual Report (2024).
3. Liquidity Ratios — Calculation Workings
	Current Ratio = Current Assets / Current Liabilities  |  Quick Ratio = (CA − Inventories) / CL

	Ratio
	Working 2024
	2024
	Working 2023
	2023

	Current Ratio
	62,767,704 / 16,372,510
	3.83x
	72,876,188 / 22,130,284
	3.29x

	Quick Ratio
	(62,767,704 − 8,567,854) / 16,372,510 = 54,199,850 / 16,372,510
	3.31x
	(72,876,188 − 7,823,176) / 22,130,284 = 65,053,012 / 22,130,284
	2.94x


Table B3. Liquidity Ratio Workings. Source: Author's Calculations from HMMC Annual Report (2024).


4. Efficiency Ratios — Calculation Workings
	Inventory Days = Inventories / Revenue × 365  |  Receivables Days = Trade Rec. / Revenue × 365

	Ratio
	Working 2024
	2024
	Working 2023
	2023

	Asset Turnover
	187,789,718 / 73,855,637
	2.54x
	188,987,460 / 85,268,692
	2.22x

	Inventory Days
	8,567,854 / 187,789,718 × 365
	16.65 days
	7,823,176 / 188,987,460 × 365
	15.11 days

	Receivables Days
	14,563,754 / 187,789,718 × 365
	28.31 days
	20,621,814 / 188,987,460 × 365
	39.84 days

	Payables Days
	14,414,526 / 169,402,318 × 365 (denom = purchased consumables & services)
	31.06 days
	14,620,321 / 164,825,896 × 365
	32.35 days


Table B4. Efficiency Ratio Workings. Source: Author's Calculations from HMMC Annual Report (2024).
5. Gearing Ratios — Calculation Workings
	Gearing = Total Liabilities / Equity × 100  |  Interest Cover = Operating Profit / Interest Expense

	Ratio
	Working 2024
	2024
	Working 2023
	2023

	Gearing Ratio
	26,558,410 / 47,297,227 × 100
	56.15%
	32,130,145 / 53,138,547 × 100
	60.45%

	Interest Cover
	10,714,786 / 98,119
	109.20x
	14,494,537 / 189,919
	76.32x


Table B5. Gearing Ratio Workings. Source: Author's Calculations from HMMC Annual Report (2024).
6. Complete Ratio Summary Table
	Ratio
	2024
	2023
	Comment

	PROFITABILITY
	
	
	

	Gross Profit Margin
	9.79%
	12.78%
	Declined — service costs rose sharply

	Net Profit Margin
	5.72%
	7.34%
	Down 22.6% in absolute net profit

	ROCE
	18.64%
	22.97%
	Declining efficiency of capital use

	ROE
	22.72%
	26.11%
	Equity base shrinking from dividends

	LIQUIDITY
	
	
	

	Current Ratio
	3.83x
	3.29x
	Very strong — well above 2.0x benchmark

	Quick Ratio
	3.31x
	2.94x
	Improved; minimal inventory risk

	EFFICIENCY
	
	
	

	Asset Turnover
	2.54x
	2.22x
	Improved as asset base reduced

	Inventory Days
	16.65 days
	15.11 days
	Slight increase — finished goods buildup

	Receivables Days
	28.31 days
	39.84 days
	Significantly improved

	Payables Days
	31.06 days
	32.35 days
	Stable; good supplier relations

	GEARING
	
	
	

	Gearing Ratio
	56.15%
	60.45%
	Improved — debt reduced significantly

	Interest Cover
	109.20x
	76.32x
	Extremely strong coverage


Table B6. Complete Ratio Summary. Source: Author's Calculations from HMMC Annual Report (2024).


[bookmark: _Toc227193564]Appendix B - Investment Appraisal Full Calculation Workings
1. Key Assumptions
	Assumption
	Project A
	Project B
	Project C

	Initial Investment (£m)
	50
	50
	50

	Project Life (years)
	5
	5
	5

	Discount Rate
	10%
	10%
	10%

	Depreciation Method
	Straight-Line
	Straight-Line
	Straight-Line

	Annual Depreciation (£m)
	10
	10
	10

	Residual Value (£m)
	0
	0
	0

	Average Investment (£m)
	25
	25
	25


Table D1. Investment Appraisal Assumptions. Source: Assessment Brief LCMB7002.
2. Annual Net Cash Inflows (£m)
	Project
	Yr 0 (£m)
	Yr 1 (£m)
	Yr 2 (£m)
	Yr 3 (£m)
	Yr 4 (£m)
	Yr 5 (£m)
	Total (£m)

	Project A
	(50)
	10
	12
	14
	10
	8
	54

	Project B
	(50)
	11
	11
	11
	11
	11
	55

	Project C
	(50)
	5
	10
	20
	25
	5
	65


Table D2. Net Cash Inflows per Year. Source: Assessment Brief LCMB7002.
3. Payback Period (PBP)
	PBP = Number of full years before recovery + (Remaining balance ÷ Cash inflow in recovery year)

	Step
	Project A (£m)
	Project B (£m)
	Project C (£m)

	Initial Investment
	(50)
	(50)
	(50)

	Cumulative CF after Year 1
	10
	11
	5

	Cumulative CF after Year 2
	22
	22
	15

	Cumulative CF after Year 3
	36
	33
	35

	Cumulative CF after Year 4
	46
	44
	60 ✓ recovered

	Cumulative CF after Year 5
	54 ✓
	55 ✓
	65

	Balance to recover at start of final year
	50−46 = 4
	50−44 = 6
	50−35 = 15

	CF in recovery year
	8 (Year 5)
	11 (Year 5)
	25 (Year 4)

	Fraction of year = Balance ÷ Recovery CF
	4 ÷ 8 = 0.50
	6 ÷ 11 = 0.545
	15 ÷ 25 = 0.60

	Full years before recovery
	4
	4
	3

	PAYBACK PERIOD
	4 + 0.50 = 4.50 years
	4 + 0.545 = 4.55 years
	3 + 0.60 = 3.60 years


Table D3. Payback Period Calculations. Source: Author's Calculations.
4. Accounting Rate of Return (ARR)
	ARR = Average Annual Accounting Profit ÷ Average Investment × 100   |   Annual Depreciation = £50m ÷ 5 = £10m p.a.

	Item
	Project A
	Project B
	Project C

	Total Net Cash Inflows (£m)
	54
	55
	65

	Less: Total Depreciation (£10m × 5)
	(50)
	(50)
	(50)

	Total Accounting Profit (£m)
	4
	5
	15

	÷ Project Life (5 years)
	÷ 5
	÷ 5
	÷ 5

	Average Annual Accounting Profit (£m)
	0.80
	1.00
	3.00

	Average Investment = (£50m+£0)÷2
	£25m
	£25m
	£25m

	ARR = Avg Annual Profit ÷ Avg Investment × 100
	0.80 ÷ 25 × 100 = 3.20%
	1.00 ÷ 25 × 100 = 4.00%
	3.00 ÷ 25 × 100 = 12.00%


Table D4. ARR Calculations. Source: Author's Calculations.
5. Net Present Value (NPV) at 10% Discount Rate
	NPV = Σ (Cash Flow × Discount Factor) − Initial Investment   |   PV Factor = 1 ÷ (1 + r)^n


PV factors are calculated as 1/(1+0.10)^n:  Year 1 = 0.9091,  Year 2 = 0.8264,  Year 3 = 0.7513,  Year 4 = 0.6830,  Year 5 = 0.6209
	Year
	PV Factor
	CF-A (£m)
	PV-A (£m)
	CF-B (£m)
	PV-B (£m)
	CF-C (£m)
	PV-C (£m)

	1
	0.9091
	10
	9.091
	11
	10.000
	5
	4.545

	2
	0.8264
	12
	9.917
	11
	9.091
	10
	8.264

	3
	0.7513
	14
	10.518
	11
	8.264
	20
	15.026

	4
	0.6830
	10
	6.830
	11
	7.513
	25
	17.075

	5
	0.6209
	8
	4.967
	11
	6.830
	5
	3.105

	Total PV
	
	
	41.323
	
	41.698
	
	48.015

	Less: Investment
	
	
	(50.000)
	
	(50.000)
	
	(50.000)

	NPV
	
	
	(8.677)
	
	(8.302)
	
	(1.985)





6. Profitability Index (PI)
	PI = Total Present Value of Cash Inflows ÷ Initial Investment

	Item
	Project A
	Project B
	Project C

	Total PV of Cash Inflows (£m)
	41.323
	41.698
	48.015

	Initial Investment (£m)
	50.000
	50.000
	50.000

	PI = Total PV ÷ Investment
	41.323 ÷ 50 = 0.826
	41.698 ÷ 50 = 0.834
	48.015 ÷ 50 = 0.960

	PI Rank
	3rd
	2nd
	1st


Table D6. Profitability Index. Source: Author's Calculations.
7. Internal Rate of Return (IRR) — Interpolation Method
	IRR = r₁ + [NPV₁ ÷ (NPV₁ − NPV₂)] × (r₂ − r₁)   where r₁ gives positive NPV and r₂ gives negative NPV



	Step
	Project A
	Project B
	Project C

	Lower trial rate (r₁)
	2%
	2%
	5%

	NPV at r₁
	+£1.008m
	+£1.843m
	+£5.605m

	Higher trial rate (r₂)
	5%
	5%
	10%

	NPV at r₂
	(£2.998m)
	(£2.370m)
	(£1.995m)

	NPV₁ − NPV₂  (denominator)
	1.008+2.998=4.006
	1.843+2.370=4.213
	5.605+1.995=7.600

	NPV₁ ÷ (NPV₁−NPV₂)
	1.008÷4.006=0.2517
	1.843÷4.213=0.4374
	5.605÷7.600=0.7375

	Spread (r₂ − r₁)
	5%−2%=3%
	5%−2%=3%
	10%−5%=5%

	Adjustment
	0.2517×3%=0.755%
	0.4374×3%=1.312%
	0.7375×5%=3.688%

	IRR = r₁ + Adjustment
	2% + 0.755% = 2.755%
	2% + 1.312% = 3.312%
	5% + 3.688% = 8.688%

	Exceeds 10% hurdle?
	No
	No
	No — closest at 8.69%


.


8. NPV at Trial Rates — Verification Workings

	Year
	PV@2%
	CF-A (£m)
	PV-A@2% (£m)
	CF-B (£m)
	PV-B@2% (£m)
	CF-C (£m)
	PV-C@5% (£m)

	1
	0.9804
	10
	9.804
	11
	10.784
	5
	4.762

	2
	0.9612
	12
	11.534
	11
	10.573
	10
	9.070

	3
	0.9423
	14
	13.192
	11
	10.365
	20
	17.277

	4
	0.9238
	10
	9.238
	11
	10.162
	25
	20.567

	5
	0.9057
	8
	7.246
	11
	9.963
	5
	3.916

	Total PV
	
	
	51.014
	
	51.847
	
	55.592

	Less: Investment
	
	
	(50.000)
	
	(50.000)
	
	(50.000)

	NPV
	
	
	+1.014
	
	+1.847
	
	+5.592




[bookmark: _Toc227193565]Appendix C - Investment Appraisal Summary and Capital Rationing
1. Complete Investment Appraisal Summary
	Technique
	Project A
	Project B
	Project C
	Best Project

	Payback Period
	4.50 years
	4.55 years
	3.60 years
	C

	ARR
	3.20%
	4.00%
	12.00%
	C

	NPV (at 10%)
	(£8.677m)
	(£8.302m)
	(£1.985m)
	C

	Profitability Index
	0.826
	0.834
	0.960
	C

	IRR
	2.755%
	3.312%
	8.688%
	C

	Overall Rank
	3rd
	2nd
	1st
	C — Recommended


Table E1. Investment Appraisal Complete Summary. Source: Author's Calculations.
2. Capital Rationing — Optimal Project Combination (Maximum Budget: £100 million)
	Project
	PI
	PI Rank
	Investment (£m)
	Proportion
	NPV Contribution (£m)

	Project C
	0.960
	1st (highest PI)
	50
	100%
	(1.985)

	Project B
	0.834
	2nd
	50
	100%
	(8.302)

	TOTAL (Projects B + C)
	
	Optimal Combination
	100
	Full budget
	(10.287)


Table E2. Capital Rationing — Optimal Combination. Source: Author's Calculations.
3. Alternative Combinations Compared
	Combination
	Total Investment (£m)
	Combined NPV (£m)
	Recommended?

	Projects A + B
	100
	(8.677)+(8.302) = (16.979)
	No

	Projects A + C
	100
	(8.677)+(1.985) = (10.662)
	No

	Projects B + C  ← RECOMMENDED
	100
	(8.302)+(1.985) = (10.287)
	YES — least negative combined NPV


The synergistic NPV of (£10.287m) of Projects B and C is the highest relative to A+C (£10.662m) and A+B (£16.979m). This proves Projects B and C as the best application of the £100 million budget.
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