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[bookmark: _Toc224750084]1. Introduction 
This assignment evaluates the choice between long-term and short-term financing approaches. In this regard, the following analysis is going to evaluate the current financial health of BYD, the cash operating cycle of the chosen organisation, and suggest adequate liquidity development initiatives, along with comparing financial choices through a lens of changes. In addition, a strategic financial restructuring plan and an in-depth analysis of investment appraisal and capital budgeting are also going to be provided to help BYD develop performance in future.
[bookmark: _Toc224750085]2. Financial Health Check
[bookmark: _Toc224750086]2.1 Past 5 years financial statement analysis
According to the five year financial reports posted by the annual reports of BYD Company Limited, the company has good financial growth, operation performance and rising competitiveness in the market of 2020 to 2024 (HKEX News, 2024). The company mainly deals with the manufacturing of electric vehicles (EV) and batteries, and its financial results indicate that demands on new energy vehicles are growing very fast all over the world. BYD has realized a high growth in revenue in the last five years due to the growth in EV production and technological development. The rapid adoption of electric vehicles in the world and the strong position of the company allowed the company to achieve its first revenue of more than HKD 100 billion in recent years (HKEX News, 2024). The growth has been enabled by the growth in sales volumes, strategic commitment in battery technology and the expansion in the energy storage and semiconductor businesses. The stable growth in revenues points to the fact that the company can expand its operations and win the market share in the extremely competitive sphere of EV. 
The balance sheet indicates steadily growing total assets and equity in terms of financial stability. The company has been spending a lot of money in research and development, manufacturing capacity and technological innovation which has upsurged the long term assets. Simultaneously, BYD has been relatively even across the capital structure, employing both internal capital flow as well as external financing to finance growth (Banerjee, 2025). Increase in shareholder equity indicates the retained earnings and the increasing profitability and makes the firm more financially resilient. There are also positive trends in the liquidity and cash flow indicators. Cash flow was operating upwards with the growth in sales and the efficiency in operations and the company was able to fund the large investments in the production of the new energy vehicles. Good cash flow ensures that the business continues to grow and also minimizes excessive dependence on high borrowing. On the whole, this five-year financial analysis indicates that BYD has attained a significant financial growth and operational efficiency (HKEX News, 2024). 
[bookmark: _Toc224750087]2.2 Ratio analysis
The financial ratio analysis of BYD from 2020 to 2024 focuses on trends related to profitability, liquidity, efficiency and financial leverage [Refer appendix A for detail calculations].
[bookmark: _Toc224750088]2.2.1 Profitability Ratios
	
	2024
	2023
	2022
	2021
	2020

	Gross profit margin
	19%
	19%
	17%
	11%
	18%

	Net profit margin
	5%
	5%
	4%
	2%
	4%




The profitability ratio shows an improving trend over the past 5 years. The gross profit margin has increased from 18% in 2020 to 19% in 2024 with a slight dip to 11% in 2021 prior to recovering to 17% in 2022 and stabilising at 19% in 2023 and 2024 (BYD Company Limited 2023). Such improvement indicates that BYD has been able to control its cost of production while increasing sales. Similarly, the net profit margin has increased from 2% in 2021 to 5% in 2023 and 2024 reflecting an improvement of operational efficiency and stronger earnings generations.
[bookmark: _Toc224750089]2.2.2 Liquidity Ratios
	
	2024
	2023
	2022
	2021
	2020

	Current ratio
	0.75
	0.67
	0.72
	0.97
	1.05

	Quick ratio
	0.51
	0.47
	0.46
	0.72
	0.75




The liquidity ratio shows a declining trend. The current ratio has decreased from 1.05 in 2020 to 0.75 in 2024 while the quick ratio has decreased from 0.75 to 0.51 during the same years (BYD Company Limited 2024). Both the ratios have remained lower than industry average of 2 and 1 respectively. This indicates that the company may face some kind of short-term liquidity pressure.
[bookmark: _Toc224750090]2.2.3 Efficiency Ratios
	
	2024
	2023
	2022
	2021
	2020

	Accounts Receivable Turnover ratio
	12.47
	9.74
	10.92
	5.94
	3.90

	Accounts Payable Turnover ratio
	2.59
	2.52
	2.51
	2.37
	2.54




The efficiency ratio has indicated positive operational improvements. The accounts receivable turnover ratio has increased largely from 3.90 times in 2020 to 12.47 times in 2024 which means the company is collecting payments relatively stable between 2.37 times and 2.59 times indicating consistent payment management to suppliers (BYD Company Limited 2022). 
[bookmark: _Toc224750091]2.2.4 Gearing (Leverage) Ratios
	
	2024
	2023
	2022
	2021
	2020

	Debt/Equity Ratio
	2.76
	3.52
	3.07
	1.84
	2.65

	Debt Ratio
	70%
	78%
	75%
	65%
	85%




The gearing ratio indicates that BYD highly depends on debt financing. The debt to equity ratio has reached to its highest at 3.52 in 2023 however improved to 2.76 in 2024 depicting some decline in financial leverage (BYD Company Limited 2020). Meanwhile, debt ratio has declined from 85% in 2020 to 70% in 2024 suggesting a gradual improvement in the company’s financial stability. 
[bookmark: _Toc224750092]2.2.5 Investment Ratios
	
	2024
	2023
	2022
	2021
	2020

	EPS
	13.84
	10.32
	5.71
	1.06
	1.47

	DPS
	13.82
	5.1
	0.47
	0.66
	0.27




Investment ratios have shown significant growth. EPS has increased sharply from 1.47 in 2020 to 13.84 in 2024 depicting stronger growth in profit margins and shareholder returns. The DPS has increased substantially especially from 0.27 in 2020 to 13.82 in 2024 (Companiesmarketcap.com, 2025). It suggests that the company has increasingly rewarded the shareholders through higher dividend payments.
[bookmark: _Toc224750093]2.2.6 Cash Flow Ratios
	
	2024
	2023
	2022
	2021
	2020

	Operating cash flow ratio
	0.27
	0.37
	0.42
	0.38
	0.43

	Cash flow coverage ratio
	0.23
	0.32
	0.38
	0.34
	0.33



The cash flow ratios have shown a moderate decline. The operating cash flow ratio has decreased from 0.43 in 2020 to 0.27 in 2024 (BYD Company Limited 2021). On the other hand, the cash flow coverage ratio has dropped from 0.33 to 0.23. This shows that despite the profits are increasing for BYD, cash flow generation has been relatively weak. 
[bookmark: _Toc224750094]2.3 Trends, Strength and Threats
[bookmark: _Toc224750095]2.3.1 Financial Trends
The firm has significant revenue growth over the last five years, which has been mostly earned due to the booming markets of the electric vehicle (EV) and the growing demands of sustainable transportation around the world (Amy, 2026). The sales revenue has grown significantly annually as there was growth in the quantity of vehicles to be delivered and battery manufacturing. The trend is positive because it is an indication of the successful strategic repositioning by the company in new energy vehicles and technology innovation. This period has also been characterized by a rise in profitability whereby the net profit has grown tremendously with production volumes and operational efficiency also growing. Economies of scale have also played to the advantage of the company in that they have enabled it to lower unit cost of production and increase its profit margins. The other trend to be noted is the constant rise in the total assets and investment in research and development. The company has greatly increased its production, battery technology and semiconductor technologies. These investments have also added to increased asset levels and future annual growth. Simultaneously, operating cash flow has become stronger because of the rise in revenue and allowed the company to fund growth, ensuring its stability in terms of the operations. 
[bookmark: _Toc224750096]2.3.2 Key Strengths 
The good position among the global electric vehicles is one of its major strengths of the company. The company is a vertically integrated manufacturer and therefore manufactures important components including batteries, semiconductors and electric power systems in-house (EVBoosters, 2025). The integration is beneficial in the control of costs, minimization of supply chain dependency, product quality improvement. Also, the constant commitment of the firm to research and development has made it technologically innovative and diversified its products, which to a larger extent had strengthened its competitive edge. The other significant strength is that the company has increased sales growth and market share. The growth rate of the firm has been supported by the rising demand of clean energy transportation, as well as the government policies that led to the growth of the environmental friendly cars. Diversity of business segments such as energy storage and battery technology also help the company stay afloat in revenue and sustainability in the long run. 
[bookmark: _Toc224750097]2.3.3 Potential Threats 
Although the financial performance is good, there are still a number of risks. High competition in the global EV industry is one of the threats. Tesla, Inc. and NIO Inc., among other major competitors, are actively investing in new and emerging technologies and broadening production capacity, and this may decrease the market share and price power (IEA, 2024). The huge amount of capital spending needed to achieve continuous innovation and expansion of its manufacturing capabilities is another possible threat factor. Increased investment in technology development and battery production / infrastructure can put a strain on short term liquidity and profitability. Moreover, the vagaries of the prices of raw materials especially lithium and other battery materials might be used to drive on the cost of production. All in all, the financial patterns demonstrate that it has a robust trend of financial growth and operations. Yet, the profitability and competitiveness management will continue to be important to the long-term financial performance sustainability in dealing with competition, investment and supply chain risks.
[bookmark: _Toc224750098]3. Working Capital Management Analysis
In recent years, BYD is going through a compelling shift in its economic performance, moving away from the aggressive supplier-financing business framework towards a more regulated and transparent strategy. The concerns transformation developed by new regulations, has a significant influence for the working capital management practice in the company.  In the following section, the cash operating cycle of BYD, compelling strategies for developing liquidity through working capital reforms and an in-depth comparison between short-term and long-term financing options is going to be analysed.
[bookmark: _Toc224750099]3.1 Assessment of the cash operating cycle
In previous, the cash operating cycle of BYD has been artificially compressed through its use of the ‘Dilian’ platform, the internal supply chain financial system. It is evident that the Dilian performs as a type of off-balance-sheet financing, which allows BYD to extend payment options for suppliers (Aktien check, 2025). The concerned practices significantly enable the chosen organisation to operate with an adverse working capital, utilising its global or regional suppliers as a significant source of free financing mechanisms. This practice can further establish extensive cash reserves, as well as, aggressive fund expansion. Due to the new Chinese regulatory mandates, this system has been dismantled that compels automakers for settling accounts within the 60-day time period [Refer to Appendix C for calculations]
The formula used to compute it is as follows:




[image: ]
However, no DIO information has been identified which created issue in determining the actual CCC value. Nonetheless, the analysis of DSO and DPO states the cash cycle has enhanced which has negatively effect the business. 
[bookmark: _Toc224750100]3.2 Strategies for developing liquidity through working capital reforms
Both optimised cash flow and stable supplier relationships are recommended for BYD to improve corporate liquidity via performing capital reforms. It is evident that by stabilising supplier relations it can replace the system, which further burdens suppliers with discount rates with lower-cost standard bank financing. Hence, by developing supply chain stability the chosen company can possibly negotiate better terms throughout the long run. By using commercial and bank drafts, BYD, the chosen organisation can delay the original cash outlay, while further complying during the 60-day payment regulation. The optimised cash flow enables the chosen organisation to significantly match its payment cycle with the incoming cash from sales volume. Apart from that, BYD has introduced an aggressive customer financing scheme to escalate clear inventory and sales, which is considered a primary component. For instance, BYD has strategically launched a ‘three-year zero-interest’ and a ‘seven-year low-interest’ loans for its Ocean series vehicles, with its regular financing expenses, which is equivalent to 4.20 USD (Benzinga, 2026). These practices are strategically designed to increase inventory turnover, which further converts finished products into receivables and cash, instantly, which is essential for managing commercial liquidity during the shifting period. Comprehensively, the incorporation of taxation plan, currency risk management, as well as, inflation regulation to the financial restructuring plan can also be considered beneficial for the company to stay financially stable without compromising on sustainable ethics, while succeeding its global expansion. Through these foretold alternatives, BYD is in a position to have sustainable financial performance besides enabling technological leadership and market growth in the long run.
[bookmark: _Toc224750101]3.3 Comparison between short-term and long-term financing options
The contemporary strategy of BYD illustrates a significant approach for balancing both long-term and short-term financing requirements. Short-term financing can be addressed through the enhanced application of commercial drafts and other trade credit components. Instead of being a traditional short-term debt, it is a significant form of self-liquidating, organisational balance-sheet financing that promotes regular commercial operations. The key benefit is that the chosen financing option offers a predictable and structured way for managing supplier payments, without the instant drain on cash. However, the chosen risk is solely dependent on the commercial credit risk of the drafts themselves, whether the creditworthiness of BYD has come into question, such instruments can become a less acceptable to the suppliers. On the other hand, long-term financing options have been developed significantly on the demand side. In addition, the seven-year loan of BYD provided to customers is a form of long-term receivable-based corporate financing for the chosen organisation (Benzinga, 2026). With collaboration to the subsidiaries like Fin Dreams Financing, BYD offers a long-term loan to its audience, in a structured form as finance leases. It is inferred that the chosen company is highly required to responsibly manage the expenses of the business subsidies, because the offered lower interest rates magnificently present a strategic implicit cost borne by BYD. Here, the primary challenge for BYD throughout the ongoing year can be to efficiently manage the corporate transition towards EV Cycle (Nga, 2026). In summary, BYD is significantly substituting its former and aggressive use of supplier credit with a blend of formalised loans and drafts.
[bookmark: _Toc224750102]4. Strategic Financial Restructuring Plan 
[bookmark: _Toc224750103]4.1 Recommend financial restructuring options
To maintain the ongoing growth and financial stability of BYD Company Limited, especially in the electric vehicle (EV) business, a strategic financial restructuring plan is paramount at least in the fast-evolving business situation. Due to its growing global operations and the heavy investment in research, technology and manufacturing capacity, the company haves a stable financial structure which is able to be reinforced by a barrage of restructuring options to enhance it in the areas of capital efficiency and financial risk reduction.
[bookmark: _Toc224750104]4.1.1 Disposition of Non-Core Assets.
Among the key restructuring plans is the disposition of non-core or poor performing business units. Although BYD has several divisions, including electric vehicles, batteries, electronics and energy storage (BYD, 2022). Here, some of the smaller ones are not likely to make a substantial contribution to the profitability. The company could sell or spin off these non-core assets to concentrate its resources on the most profitable and strategic activity of the company especially the EV and battery manufacturing activity. Divestiture will allow the company to raise further capital which can be re-invested to other areas that have potential to grow its business, including battery innovation, autonomous driving technology and global market expansion. It is also a better strategy of enhancing financial performance because it allows for less operational complexity and management can focus on the core competencies. Moreover, the sales of the assets could boost the balance sheet of the company as it would lead to the provision of funds in terms of cash and minimization of operational expenses.
[bookmark: _Toc224750105]4.1.2 Mergers and Strategic alliances.
The other possible restructure measure is to form strategic mergers or collaborate with other companies with complementary technologies or market access. Acquisitions of businesses that are focused on high-quality battery technology, semiconductor and development or electric mobility infrastructure, can improve technological strengths and speed up the process of innovation at BYD (Amy, 2026). The partnerships can also assist the company to tap new geographic markets and build its international supply chain. It may also aid the economies of scale and lower production through strategic alliances. As an example, collaborating with organizations of other economies engaged in car manufacturing or technologies would enable them to share research and development costs, as well as enhance their market penetration. In the sector that is exceptionally competitive, the strategy of collaboration can become a key strategic advantage, allowing it to develop technologies much faster, spread them into many distribution channels.
[bookmark: _Toc224750106]4.1.3 Equity Injection and Raising Capitals.
The other important financial restructuring tool that could help the company expansion strategy is equity injection. More capital can be raised by putting up new equity or strategic investors, this will enhance the capital base of the firm and minimize its dependency on debt finance. Enhancing an equity status enhances a better financial flexibility and financial risk reduction especially when huge capital investment is needed during research, production facilities and distribution networks globally. Institutional investors and strategic cohorts with a significant background of the industry experience and long term investment persistence can also be attracted through equity financing. Greater shareholder capital leads to greater investor trust and financial strength to invest in long term innovation and expansion. In general, a properly designed financial restructuring program which involves disposal of non-core assets, strategic mergers and partnerships and infusion of Leverage capital can go a long way in strengthening the funds of BYD. These steps will enable the company to streamline resources usage, enhance capital output and retain its competitive edge in the fast growing electric vehicle market that is being developed worldwide. 
[bookmark: _Toc224750107]4.2 Evaluate impact on shareholder value, debt structure, and operational flexibility.
The financial restructuring options/plans to be offered to BYD Company Limited such as divestment of non-core asset, a strategic alliance or merger, and equity infusion can have a considerable impact of shareholder value, debt capital and flexibility of operations. The assessment of these effects assists in the identification of whether restructuring plan is adequate to sustain the company financially and provide a competitive edge in the long term.
[bookmark: _Toc224750108]4.2.1 Impact on Shareholder Value
Restructuring can also help in shareholder value in terms of increasing the profitability, efficiency, and growth opportunities. Selling the non-core or non performing business units enables the business to focus and channel funds in the areas that are profitable especially the electric cars and battery technology. With greater emphasis placed on high-growth regions, the company would be able to achieve greater generation of revenue growth and meeting greater profit margins, which can result in a company in better earnings per share (EPS) and upswing in market value. Shareholder confidence can also be enhanced by making equity injections and making strategic partnerships. The extra capital can help the company to take up new modern technology, more production and development of the world market (Hall, 2023). 
[bookmark: _Toc224750109]4.2.2 Impact on Debt Structure
Under the restructuring plan, capital structure of the company may as well be enhanced through the reduction of debt financing (Bailey, 2023). 
Influence on Flexibility in Operations.
Restructuring of finance can also go a long way towards enhancing operational flexibility through simplification of organisational structures coupled with reallocation of resources to the core operations. Selling off less profitable segments makes the managerial processes less complex and allows the top management to make the strategic choices that concentrate not on the overall managerial requirements, but on the strategic objectives, including innovation, production effectiveness and internationalization. Strategic alliances and mergers are again able to increase the abilities of operation through accessibility to new technologies, supply chain and distribution networks (Mutambik, 2024). 
International Taxation Relations.
Working in various countries makes the company vulnerable to various taxation regimes and regulatory frameworks. The rates of corporate taxes, importations duties and government incentives to the use of electric cars have to be considered when expanding production sites or entering joint ventures abroad. The governments of various countries offer tax benefits and subsidies on clean energy production and electric vehicle manufacturing, and it may decrease the costs of operation and enhance profitability (Yan et al., 2023). Nevertheless, the company also has to be able to adhere to the international taxation standards and must steer clear of any aggressive tax evasion schemes that may hurt the corporate image of the company. Honest tax restoration and observance of international taxation rules assist in retaining investor confidence and enhancing the sustainability of the long-term.
Currency Risk Management
The exchange rates are also vulnerable to the global operations of the company. The revenues that were received in European markets could be in other currencies whereas the cost of production can be in the domestic currency. 
Inflation and Pressures of Cost.
Another major factor that may affect financial restructuring decision making is inflation. The increase in inflation will lead to increased cost of production and especially on raw materials like lithium, nickel and other materials that are used in the making of batteries. The inflation is also likely to rise labour and logistics costs. 
Corporate Social Responsibility (CSR).
Financial restructuring and global expansion also require an element of ethical considerations. The company is a large producer of the electric vehicles industry and, therefore, has a duty to facilitate environmental sustainability and ethical conduct of business. Some of the CSR activities can involve the minimization of carbon emission during the manufacturing process, responsible sourcing of battery materials and fair labour practices in their worldwide operations. Good environmental practices also improve the brand image and find environmentalists to invest in (Majeed et al., 2022). 
[bookmark: _Toc224750110]5. Investment Appraisal and Capital Budgeting 
Investment appraisal or capital budgeting is a financial management technique which is applied by the business to examined the long-term investment projects and determine whether the expected returns justify the required investments. The popular investment appraisal techniques are payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI) and internal rate of return (IRR) (Sinaga et al., 2023). It helps the managers for assessing the profitability, risk and liquidity implications prior to make any large amount of capital investment.  In the given analysis, there are three projects- A, B and C which are examine using these techniques. Each project requires a total cash outlay or initiative investment of £50 million having a useful life of 5 years and applies 10% discount rate. The straight-line depreciation is assumed which means the £50 million investment is depreciated in the next five years [Refer Appendix B for calculations].
[image: ]
Annual depreciation = 50/5 = £10 million
[bookmark: _Toc224750111]5.1 Payback period
The payback period computes the total time required for the project to recover its initial cost of investment from the net cash inflows (Team, 2020) [Refer Appendix B].
Project A
[image: ]
Remaining after year 4 = 50 - 46 =  4
Payback period for Project A = 4 years + 4/8 = 4.5 years.

Project B
[image: ]
Remaining after Year 4 = 50 - 44 =6
Payback period for Project B = 4 years+6/11 = 4.55 years. 
Project C
[image: ]
Remaining after Year 3 = 50-35 =15
Payback period for Project C = 3 years+ 15/25 = 0.6 = 3.6 years
PBP is one of the simple capital budgeting techniques and typically focuses on liquidity margin and risk reduction (EBSCO, 2024). In the given case, Project C has the shortest payback period of around 3.6 years in comparison with 4.5 years for Project A and Project B. It reflects that Project C can recover the initial cost of investment of £50 million investment quicker which reduces the business exposure to uncertainty and financial risk. On the basis of liquidity, a shorter payback period is beneficial as the company has easily regain its capital quicker and potentially reinvest into other profitable opportunities. On the other hand, the payback period method has some limitation as it ignores the cash flows that occurs after the payback period and fails to consider the time value of money (Stonex, 2026). Hence, while PBP is a useful method for examining risk and liquidity, it must be combined with other appraisal techniques. 
[bookmark: _Toc224750112]5.2 Accounting Rate of Return (ARR)
ARR measures the total profitability on the basis of accounting profit instead of cash flows (ACCA, 2026) [Refer Appendix B for calculations].
ARR = Average Annual Profit/ Initial investment
Depreciation = £10 million yearly
Project A
[image: ]
Average profit = (0+2+4+0-2)/5 = 0.8
ARR = 0.8/50 = 1.6%
Project B
[image: ]
Average profit = (1+1+1+1+1)/5 = 1
ARR = 1/50 = 2%
Project C
[image: ]
Average profit = (-5+0+10+15-5)/5 = 3
ARR = 3/50 = 6%
ARR examines the profitability of the investment while comparing the average annual accounting profit with the initial cost of investment. ARR is based on accounting profit instead of cash flows and uses financial information derived from the different financial statement (GoCardless, 2020). In the current case, Project C produces the highest ARR at around 6% while Project B generate around 2% and Project A at around 1.6%. It reflects that Project C is expected to generate the highest level of average profits over the five-year life of the project (Kitov, 2021). 
[bookmark: _Toc224750113]5.3 NPV
NPV discounts the future cash flows at the required rate of return.
[Refer Appendix B]
Project A
[image: ]
Project B
[image: ]
Project C
	Year
	Cash Flow
	Discounting rate @10%
	Present Value (£)

	0
	-50
	1
	-50

	1
	5
	0.90909091
	4.545455

	2
	10
	0.82644628
	8.264463

	3
	20
	0.7513148
	15.0263

	4
	25
	0.68301346
	17.07534

	5
	5
	0.62092132
	3.104607

	Net Present Value
	
	-1.98384



The NPV examines a project by discounting the future cash inflows at the required rate of return (Gurnov, 2023). All the given projects have shown negative NPVs which reflect that it does not completely meet the required return. However, Project C has the highest NPV among Project A and B, making it the most financially attractive option as it helps in creating shareholder value. 
[bookmark: _Toc224750114]5.4 PI
[image: ]
The PI measures the value created per unit of investment which is divided by the PV of the future cash flows by the initial cost of investment (Shayeb Al-Rikabi, 2021). Project C has the highest PI which is 0.9603. It indicates better efficiency in generating return in comparison with other Projects A and B which makes it the preferred option under limited capital resource. 
[bookmark: _Toc224750115]5.5 IRR
	Project
	IRR

	A
	2.7%

	B
	3.3%

	C
	8.6%


*It is calculated on excel by using formula “IRR( )”
IRR indicates the discount rate at which the NPV of the project become zero (Morgan, 2024). Project C has the highest IRR which is 8.6% in comparison to Project A and B having IRRs as 2.7% and 3.3%. Despite the IRRs are below the required return of 10%, it can opt the strongest potential profitability among several alternatives. 
[bookmark: _Toc224750116]5.6 Recommendation
On the basis of the above financial evaluation, Project C is highly recommended. The numerical results show that Project C is financially stronger than Projects A and B. It has the shortest payback period of 3.6 years in comparison to 4.5 years for Project A and 4.55 years for Project B. This shows that capital is recovered faster and liquidity risk is reduced. Project C also offers the highest ARR of 6% while Project B and A has generated only 2% and 1.65 respectively depicting better profitability. In terms of discounted techniques, Project C has recorded the highest NPV of £-1.98 million in comparison to £-8.68 million and £-8.30 million for Project A and B as well as highest IRR of 8.6%. Despite all NPVs are negative at 10% discounting rate, Project C has remained the most feasible financial alternative. 
Financial risks
On the basis of profitability factors, Project C has generated the higher ARR as 6%, higher IRR as 8.6% and the highest NPV among several other investment alternatives. Despite the NPV is still negative at the 10% discount rate, it reflects that Project C is closest to meet the firm’s required rate of return. A higher profit in during 3 and 4 has largely increase the project overall value which suggests the strong mid-term revenue generation. The business should focus on Project C as it depicts relatively stronger financial performance. It has generated the highest ARR of 6%, IRR of 8.6% and profitability index of 0.96 while recovering investment faster with 3.6 year payback period. All these figures show better profit margin and liquidity in comparison to Projects A and B.
Liquidity is defined as the potential of the business to meet the short-term financial obligations (Bdc, 2019). The payback period has reflected that Project C can recover its initial investment in 3.6 years which is much quicker than Projects A and B. A shorter payback period can effectively reduce the financial risk and can improve the business liquidity position as the business can recover its capital quickly and reinvest into better opportunities. 
Non-financial risks
On the basis of risk consideration, political risk involves political instability, changes in legal and regulatory systems or government intervention may affect project results (Allianz Trade Corporate, 2024). Prior to final implementation, the management must examine non-financial risks like political and regulatory changes, market demand uncertainty and customer acceptance of the product. A strong customer loyalty, brand goodwill and stable regulatory environment can largely impact long-term project success apart from financial calculations. 
Capital rationing happens when the business has limited funds which are available for investment. In the given case, the business can invest to a maximum of £100 million which means selection of two project. 
The proposed combinations are-
	Combination
	Total investment
	Total NPV

	A+B
	100
	-16.98

	A+C
	100
	-10.66

	B+C
	100
	-10.29



On the basis of the above table, the best combination is Project B+C as it produces the highest total NPV of £-10.29 million among the three options. Despite the NPV is negative at 10%, it is better than the remaining combination. It is due to the fact that project B offers a balanced cash flow in terms of stability in annual inflows to improve predictability. Project C offers a high mid-term cash flow which increases the profitability potential. The combined projects of B and C with different cash flow patterns helps in reducing the operational risk. The faster payback period of Project C offsets the longer recovery period of Project B. Therefore, under the scope of capital rationing, the business must opt for Project B and C. 
[bookmark: _Toc224750117]6. Conclusion
BYD highlights an extensive profitability and revenue growth, while facing extreme liquidity pressure. The working capital management in BYD faces a significant juncture due to the dismantled supplier financing system, which compresses the cash cycle. Restructured finance via strategic alliances, equity management and asset divestiture, BYD can boost operational elasticity and shareholder value, increasing global expansion success. 
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[bookmark: _Toc224750120]Appendix A: Financial Ratio Calculations (Five-Year Summary)
	Ratios
	Formula
	2024
	2023
	2022
	2021
	2020

	Gross profit margin
	Gross profit/Revenue*100%
	19%
	19%
	17%
	11%
	18%

	
	
	(777102455-626046616)/777102455*100
	(602315354-490398945)/602315354*100
	(424060635-351815680)/424060635*100
	23632561/211299918*100
	27243591/153469184*100

	Net profit margin
	Net profit/Revenue*100%
	5%
	5%
	4%
	2%
	4%

	
	
	41587940/777102455*100
	31344070/602315354*100
	17713104/424060635*100
	3967266/211299918*100
	6013963/153469184*100

	Ratios
	Formula
	2024
	2023
	2022
	2021
	2020

	Current ratio
	Current asset/Current liabilities
	0.75
	0.67
	0.72
	0.97
	1.05

	
	
	370572244/495985176
	302121446/453666671

	240803507/333344561
	166110189/171303944
	111605110/106430696

	Quick ratio
	Current assets-Inventories/Current liabilities
	0.51
	0.47
	0.46
	0.72
	0.75

	
	
	(370572244-116036237-3974023)/495985176
	(302121446-87676748-2215413)/453666671
	(240803507-79107199-8223567)/333344561
	(166110189-43354782)/171303944
	(111605110-31396358)/106430696

	Ratios
	Formula
	2024
	2023
	2022
	2021
	2020

	EPS (from annual report)
	Net profit-Dividend paid/Number of shares outstanding
	13.84
	10.32
	5.71
	1.06
	1.47

	DPS (from Companies  Market Caps website) 
	Annual Dividend paid/ Number of shares outstanding
	13.82
	5.1
	0.47
	0.66
	0.27

	Ratios
	Formula
	2024
	2023
	2022
	2021
	2020

	Operating cash flow ratio
	Cash from operations/ Current liabilities
	0.27
	0.37
	0.42
	0.38
	0.43

	
	
	133453873/495985176
	169725025/453666671
	140837657/333344561
	65466682/171303944
	45392668/106430696

	Cash flow coverage ratio
	Cash from operations/ Total liabilities
	0.23
	0.32
	0.38
	0.34
	0.33

	
	
	133453873/584667646
	169725025/529085557
	140837657/372470809
	65466682/(171303944+20231994)
	45392668/(106430696+30132147)

	Ratios
	Formula
	2024
	2023
	2022
	2021
	2020

	Debt/Equity Ratio
	Total liabilities/Total Equity
	2.76
	3.52
	3.07
	1.84
	2.65

	
	
	548667646/198688209
	529085557/150462113
	372470809/121389837
	(171303944+20231994)/104244209
	(106430696+64453912)/64453912

	Debt Ratio
	Total debt/ Total assets
	70%
	78%
	75%
	65%
	85%

	
	
	548667646/783355855*100
	529085557/150462113*100
	372470809/493860646*100
	(171303944+20231994)/(129669958+16610189)*100
	(106430696+64453912)/(89412211+111605110)*100

	Ratios
	Formula
	2024
	2023
	2022
	2021
	2020

	Accounts Receivable Turnover ratio
	Net sales/ Accounts receivables
	12.47
	9.74
	10.92
	5.94
	3.90

	
	
	777102455/62298988
	602315354/61866019
	424060635/38828494
	211299918/35593138
	153469184/39307896

	Accounts Payable Turnover ratio
	Cost of goods sold/Accounts payable
	2.59
	2.52
	2.51
	2.37
	2.54

	
	
	626046616/241643424
	490398945/194429817
	351815680/140437310
	187667357/79043879
	126225593/49791630





[bookmark: _Toc224750121]Appendix B: Investment Appraisal Calculations
	Year
	Project A
	Project B
	Project C

	Initial investment 
	-50
	-50
	-50

	Year 1
	10
	11
	5

	Year 2
	12
	11
	10

	Year 3
	14
	11
	20

	Year 4
	10
	11
	25

	Year 5
	8
	11
	5



Payback period
Project A
	Year
	Cash Flow
	Cumulative Cash Flow

	1
	10
	10

	2
	12
	22

	3
	14
	36

	4
	10
	46

	5
	8
	54



Project B
	Year
	Cash Flow
	Cumulative Cash Flow

	1
	11
	11

	2
	11
	22

	3
	11
	33

	4
	11
	44

	5
	11
	55



Project C
	Year
	Cash Flow
	Cumulative Cash Flow

	1
	5
	5

	2
	10
	15

	3
	20
	35

	4
	25
	60


 
Accounting Rate of Return (ARR)
Project A
	Year
	Cash Flow
	Profit

	1
	10
	0

	2
	12
	2

	3
	14
	4

	4
	10
	0

	5
	8
	-2



Project B
	Year
	Cash Flow
	Profit

	1
	11
	1

	2
	11
	1

	3
	11
	1

	4
	11
	1

	5
	11
	1



Project C
	Year
	Cash Flow
	Profit

	1
	5
	-5

	2
	10
	0

	3
	20
	10

	4
	25
	15

	5
	5
	-5



NPV
Project A
	Year
	Cash Flow
	Discounting rate @10%
	Present Value (£)

	0
	-50
	1
	-50

	1
	10
	0.90909091
	9.090909

	2
	12
	0.82644628
	9.917355

	3
	14
	0.7513148
	10.51841

	4
	10
	0.68301346
	6.830135

	5
	8
	0.62092132
	4.967371

	Net Present Value
	
	-8.67582



Project B
	Year
	Cash Flow
	Discounting rate @10%
	Present Value (£)

	0
	-50
	1
	-50

	1
	11
	0.90909091
	10

	2
	11
	0.82644628
	9.090909

	3
	11
	0.7513148
	8.264463

	4
	11
	0.68301346
	7.513148

	5
	11
	0.62092132
	6.830135

	Net Present Value
	
	-8.30135



Project C
	Year
	Cash Flow
	Discounting rate @10%
	Present Value (£)

	0
	-50
	1
	-50

	1
	5
	0.90909091
	4.545455

	2
	10
	0.82644628
	8.264463

	3
	20
	0.7513148
	15.0263

	4
	25
	0.68301346
	17.07534

	5
	5
	0.62092132
	3.104607

	Net Present Value
	
	-1.98384


PI
	Project
	Initial investment
	Present value of future cash flows
	PI

	A
	50
	41.32417681
	41.32417681/50 = 0.826

	B
	50
	41.69865446
	41.69865446/50 = 0.8339

	C
	50
	48.01615637
	48.01615637/50 = 0.9603



IRR
	Project
	IRR

	A
	2.7%

	B
	3.3%

	C
	8.6%





[bookmark: _Toc224750122]Appendix C: Cash Conversion Cycle
The formula used to compute it is as follows:



However, DIO information is not included. Hence, the following calculation is done for CCC
	Year
	AR Turnover
	DSO (Days)
	AP Turnover
	DPO (Days)
	CCC (without DIO)

	2020
	3.90
	93.59
	2.54
	143.70
	-50.11 days

	2021
	5.94
	61.45
	2.37
	154.01
	-92.56 days

	2022
	10.92
	33.43
	2.51
	145.42
	-111.99 days

	2023
	9.74
	37.47
	2.52
	144.84
	-107.37 days

	2024
	12.47
	29.27
	2.59
	140.93
	-111.66 days



Liquidity Ratios

Current ratio	2024	2023	2022	2021	2020	0.74714378963616446	0.66595468724657536	0.72238618886600048	0.96968105416183525	1.0486176845071087	Quick ratio	2024	2023	2022	2021	2020	0.50518038869774606	0.467808852989335	0.46040271525534204	0.71659416668188325	0.75362423637631759	



Efficiency Ratios

Accounts Receivable Turnover ratio	2024	2023	2022	2021	2020	12.47375727836863	9.7358026867705849	10.921377352415471	5.9365352388991388	3.9042838619497719	Accounts Payable Turnover ratio	2024	2023	2022	2021	2020	2.5907868943290588	2.5222414574406558	2.5051439677960223	2.3742174520559649	2.5350765379643123	



Gearing (Leverage) Ratios

Debt/Equity Ratio	2024	2023	2022	2021	2020	2.7614504592972602	3.5164038737113841	3.0683854448210521	1.8373772494163201	2.6512682116176283	Debt Ratio	2024	2023	2022	2021	2020	0.70040664469151126	0.77858490339610764	0.75420224716589379	0.64756184599502553	0.850098922569961	



Investment Ratios

EPS	2024	2023	2022	2021	2020	13.84	10.32	5.71	1.06	1.47	DPS	2024	2023	2022	2021	2020	13.82	5.0999999999999996	0.47	0.66	0.27	



Cash Flow Ratios

Operating cash flow ratio	2024	2023	2022	2021	2020	0.26906826949198981	0.37411834690408635	0.42249873997494142	0.38216681105719319	0.42649977596688837	Cash flow coverage ratio	2024	2023	2022	2021	2020	0.2282559568893949	0.3207893747135494	0.37811730099901603	0.34179842531692406	0.33239398801912756	



Profitability ratios

Gross profit margin	2024	2023	2022	2021	2020	0.1943834278582996	0.18581032055178193	0.170364681456462	0.11184368277890198	0.17751831533814633	Net profit margin	2024	2023	2022	2021	2020	5.3516675610039088E-2	5.2039300993811294E-2	4.1770215242921571E-2	1.8775520774220084E-2	3.9186779021383213E-2	
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