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[bookmark: _Toc225268188]1. Executive Summary
The BYD Company Limited is one of the most successful international producers of new energy vehicles (EV) with various diversified markets in the automobiles, rechargeable batteries, consumer electronics, photovoltaics, and urban rail transportation. The firm has built its competitive edge as an electric mobility pioneer with robust technological capacities, especially in battery breakthrough and electrification of its vehicles that facilitated in its fast internationalization and market dominance. 
BYD has recorded an outstanding financial growth in the last five years (2020-2024). Its revenue grew considerably, at roughly RMB 156 billion in 2020 to more than RMB 777 billion in 2024, as it had good demand in the electric vehicles and managed to enter the market globally. The level of profitability has also increased significantly and net profit has been increasing in tandem with rising operation efficiency and economies of scale. These tendencies demonstrate the good competitiveness of BYD in the fast-developing EV industry.
Nevertheless, along with such outstanding growth, there are some financial issues. The liquidity position of the company has deteriorated over the years as the current ratio has been decreasing and this may imply pressure on the company in the short-term. Operation efficiency has increased though some weaknesses such as in receivables and inventory management has been addressed, the liquidity is being a major problem.
According to the analysis, it is suggested that BYD should work on the enhancement of its liquidity position by means of managing short-term liabilities and cash reserves. Moreover, the firm must not stop the investment in research and development as it will help it sustain technological edge and contribute to the long-term growth. The strategies that help strengthen its global expansion strategies without jeopardizing its financial stability will be important in maintaining its competitive edge.
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[bookmark: _Toc225268189]2. Introduction
BYD Company Limited is a Chinese multi national company and one of the major players in the new energy vehicle industry in the world. The company deals in various fields of operation which include electric cars, rechargeable batteries, consumer electronics, solar powered systems and trains in the city (BYD Company Limited, 2025). This diversified business model can enable BYD to use the trends of the integration of technologies and vertical manufacturing capabilities to increase its chances of competitive advantage both in the domestic and international markets. 
The world automotive market is in a significant upheaval due to the issues of sustainability, environmental laws and technological changes. The rising trend towards electric mobility has greatly boosted the evolution of the EV market, with such companies as BYD becoming at the center stage of this change. The need to use clean energy solutions is being encouraged by governments across the globe, thus increasing the demand in the use of electric cars and renewable energy technologies (BYD Company Limited, 2024). In this regard, the intensive emphasis of innovation by BYD, especially in the battery technology including its Blade Battery is a significant factor in strengthening its market motive.
This report is aimed at analyzing the financial performance and financial strategic choices of BYD in the past several years. The study will be based on some of the most significant abilities such as the financial performance trends, investment appraisal, capital structure, and working capital management. The report will analyze such areas with an intention of evaluating the financial health of the company, its efficiency in operations and long term sustainability.
All in all, this report gives a detailed financial report of BYD, the connection between theoretical and real-world financial analysis to assess the strengths and weaknesses of the company and its future in the highly competitive global EV market.
[bookmark: _Toc225268190]3. Financial Performance Analysis (BYD Limited)
[bookmark: _Toc225268191] 3.1 Revenue and Profit Analysis
The financial growth of BYD has been impressive within the last five-year period (2020-2024) as its financial results have been impressive and have shown the strong strategic placement of the company in the global market of electric vehicles (EV). The revenue of the company rose considerably to about RMB 156.6 billion in 2020 to the present determined as about RMB 602.3 billion in 2023 and estimated to rise to about RMB 777 billion in 2024. This is over 400 percent growth in revenues in five years, which demonstrates a high level of growth and high demand of its products (BYD Company Limited, 2024).

Figure: Revenue and profit analysis
Source: Self developed using MS Excel
In the same way, the profitability of BYD has also improved significantly. Net profit after taxes to shareholders rose by 2023 as compared to 2020 by 30.04 billion to 4.23 billion, which is reflective of efficient operation and economies of scale. The increasing trend is an indicator of the company to be capable of turning revenue growth into actual money which is essential in long term sustainability (Yao, n.d.).
[bookmark: _Toc225268192]3.2 Key Drivers of Growth
The good performance financially can be explained by the following factors:
1. Rising Global Demand for EVs
The trend of sustainable energy and less carbon emission that is being followed worldwide has boosted the demand of electric cars tremendously. Incentives and more serious environmental regulations are being provided by governments all over the world, and it has increased the adoption of EVs. Being one of the major manufacturers of EVs, BYD has been a direct beneficiary of this trend (BYD Company Limited, 2023).
2. Global Expansion Strategy
BYD has aggressively ventured into the international market such as Europe, southeast Asia and Latin America. The company has built a manufacturing plant and strategic alliances in the world and this has helped the company strengthen its revenue base and minimize its reliance on the Chinese market (Yao, n.d.).
3. Technological Advantage
The high investment in research and development at BYD has resulted into a tremendous technological advancement especially in the battery technology. BYD has also been competitive in the market compared to its competitors because the creation of the Blade Battery has enhanced safety, efficiency and cost-effectiveness. 
4. Vertical Integration
The business strategy of BYD involves the production of some of its major components in-house, i.e., batteries, semiconductors, and electronic systems. This vertical integration minimizes cost, supply chain control as well as profitability (BYD Company Limited, 2022).
5. Product Diversification
Besides EVs, BYD also has businesses in other areas such as consumer electronics, photovoltaics, and rail manufactured transport. This diversification offers new sources of revenues and lowers the risk in the business (Lai et al., 2023).
[bookmark: _Toc225268193]3.3 Ratio Analysis
[bookmark: _Toc225268194]3.3.1 Profitability Ratios
	Year
	Net Profit Margin

	2020
	2.7%

	2021
	1.4%

	2022
	3.9%

	2023
	5.0%


The net profit margin is greatly improved starting in 2021. Profitability rose steadily after declining in 2021 because of high costs and expansion of investments to 5.0 in 2023.

Figure: Profitability ratio
Source: Self developed using MS Excel
Interpretation:
a. Better margins mean less cost control and less operational efficiency. 
b. The mass production of EVs has economies of scale. 
c. Increased premium model contribution. 
[bookmark: _Toc225268195] 3.3.2 Liquidity Ratios
	Year
	Current Ratio

	2020
	1.05

	2021
	0.97

	2022
	0.72

	2023
	0.67

	2024
	0.75



Figure: Profitability ratio
Source: Self developed using MS Excel
Interpretation:
· Constant depreciation means pressure on liquidity. 
· A current ratio that is less than 1 implies that the current assets are less than the liabilities. 
· Threat of cash flow difficulties in immediate future. 
However:
· This is typical of high-growth companies. 
· BYD is very active in expanding and investing in research and development (Lai et al., 2023). 
[bookmark: _Toc225268196]3.3.3 Efficiency Ratios
Receivables Turnover (Days)
	Year
	Days

	2020
	135

	2021
	95

	2022
	53

	2023
	43

	2024
	35



Figure: Receivable Turnover Days
Source: Self developed using MS Excel
Interpretation:
· Significant improvement 
· Faster cash collection 
· Strong credit control 
Inventory Turnover (Days)
	Year
	Days

	2020
	83

	2021
	73

	2022
	64

	2023
	64

	2024
	60



Figure: Inventory Days
Source: Self developed using MS Excel

Interpretation:
· Improved inventory management 
· Efficient production system 
· Reduced holding costs 
[bookmark: _Toc225268197]3.3.4 Gearing and Investment Ratios
Gearing and ROE Analysis
	Year
	Gearing (%)
	ROE (%)

	2020
	69
	7

	2021
	-15
	3

	2022
	-26
	15

	2023
	-44
	22

	2024
	-50
	25



Figure: Gearing ratio
Source: Self developed using MS Excel

Figure: ROE 
Source: Self developed using MS Excel
Interpretation:
According to the table, there was a considerable decrease in the ratio of gearing in 2020 (69 percent) and 2024 (-50 percent). This implies that BYD has minimized the use of external debt financing as well as enhanced its internal financial status. The negative gearing is an indication that the company is having more cash and liquid assets than its total borrowings which means that it has a high level of liquidity buffer and low financial risk (Zhang, 2025).
The falling gearing and rising ROE are especially good since it indicates that BYD is securing a higher rate of returns without necessitating a huge use of debt. This shows a good financial control and this increases investor confidence in the company.
[bookmark: _Toc225268198]3.4 Overall Analysis 
Financial ratio analysis of BYD in the 2020-2024 period can be said to depict a company that is growing well, increasing its profitability, and increasing its operating efficiency, and at the same time has some liquidity issues that need to be addressed in the short run.
To begin with, profitability ratios reveal a disrupted upwards trend. The net profit margin is now much more favorable than it was prior to the year 2021, which is a positive sign of greater cost control and economies of scale due to the greater production of electric cars. Moreover, Return on Equity (ROE) has increased significantly by 7 per cent to 25 per cent which shows that BYD has been producing better returns to shareholders and is using its equity capital more effectively. This is an advancement that illustrates the capacity of the company to convert the growth in revenues into higher profitability (Zhuo, 2024).
Secondly, the liquidity ratios show an opposite trend. Since its value has decreased in 2020 (1.05), the current ratio was lower in the years that followed, with a value of about 0.75 in 2024. It implies that there is more current liabilities than current assets implying that there may be liquidity pressure in the short run. Nevertheless, it is not uncommon in high-growth businesses such as BYD where big investments are made in expanding the business, research and development and international operations.
Third, the efficiency ratios show a significant increase in the management of working capital. The receivables turnover days have reduced significantly by 135 days to 35 days, to show that, it is collecting the payment faster and managing the credit better. Likewise, the inventory turnover days are also lower and it is a sign of improved inventory control and efficient production. Such enhancements help in reduction in cash operating cycle and increased efficiency (Zhang, 2025).
Lastly, as the gearing ratio analysis indicates, the proportion of the company that is financing its activities through debts has decreased considerably due to the 69 percentage to negative values. The negative gearing implies that the firm has more cash compared to debt which will minimize the financial risk and enhance its financial stability. This is also confirmed by the fact that the ROE is also rising at the same rate meaning that more returns are attained without raising the level of financial leverage (Brigham and Ehrhardt, 2021).
[bookmark: _Toc225268199]3.5 Final Evaluation
Altogether, BYD can be regarded as a financially sound and fast-developing corporation that has a good strategic stance in the electric vehicle market. The firm has an excellent profitability, good operations, and low financial risk, which are underpinned by the fall in gearing and rise in returns to shareholders.
But the most important issue of concern is the deteriorating liquidity position as indicated in the decreasing current ratio (Zhuo, 2024). Although this is partly because of aggressive expansion and reinvestment tactics, it points at the fact that there is a need to manage finances on a short-term basis in a better way so that cash flow can be avoided in the future.
In spite of this weakness, the general financial performance of BYD is good. The capacity to enhance profitability, sustainability in its financial risks, and operational efficiency on the long run makes the company very sustainable (Xin, 2024). Hence, once liquidity management is under better control, BYD is likely to keep gaining momentum and keep leading the global EV market.
[bookmark: _Toc225268200]4. Working Capital Management Analysis 
Working capital management is the process of managing both short-term assets and liabilities of a business in a way that would enable them to run their operations effectively and provide adequate liquidity when needed. The work of the working capital is extremely important in the case of a large-scale manufacturer, such as BYD, as the production volumes are high, its supply chains are complicated, and a constant investment in the innovation is developed there (Xin, 2024). Liquidity, profitability and financial stability directly depend on efficient management of the receivables, inventory and payables.
[bookmark: _Toc225268201]4.1 The cash operating cycle analysis
Cash operating cycle (also called cash conversion cycle) is a measure of the duration of time that a company needs to convert its investment in inventory and other resources to cash flows in the form of sales (Cai, 2025). It is calculated as:
Cash Operating Cycle = Inventory Days + Receivable Days- Payable Days.
On the financial information of BYD, it can be noted that key elements of the cash operating cycle have improved immensely in the last five years. The days of inventory turnover have reduced to about 60 days in 2024 as compared to about 83 days in 2020, which is a sign of efficient inventory management. Equally, the receivables turnover days have also gone up significantly, as compared to 135 days, to about 35 days within the same period.

Figure: Cash Cycle
Source: Self developed using MS Excel
The decrease in the days of the receivables indicates that BYD has already made a big step forward in terms of control over the receivables and their collection, which are much easier to turn into cash. The reduction in inventory days also indicates the development of good production planning, effective demand forecasting and effective supply chain management (Lin, 2023).
Even though there is no direct access to the payable days, one can assume that the BYD can enjoy the supplier credit due to its impressive market presence and size of activity. This would also minimise the total cash operating cycle.
Altogether, the cash operating cycle of BYD has been positively changed, which means that the company has become more efficient in its operations and has better cash flow generation. The reduced cash cycle is an advantage that enables the business to operate on a reduced amount of working capital, a fact that is advantageous when such a business is in the process of rapid development (Cai, 2025).
[bookmark: _Toc225268202]4.2 Liquidity and Working Capital Issues
BYD has a liquidity position that has some concerns even though its operational efficiency has improved. The current ratio of the company has already decreased as compared to that of 2020 (approximately 1.05) to 2024 (around 0.75) which implies that the current liabilities are higher than the current assets.

Figure: Operating Cash Flow
Source: Self developed using MS Excel
This is an indication that BYD might experience a temporary liquidity strain, even though the revenue and profit growth are good. The main cause of this trend is that it is an aggressive expansion strategy by the company, which has also included heavy investment in production plants, research and development, and expansion of the global market (Lin, 2023).
Along with this, the chance that the company is increasingly relying on short-term funding to fund its working capital requirement is also possible. Although this practice can be used to achieve a quick growth, it also makes the company susceptible to cash flow limitations especially when there are delays in receivables or other unforeseen costs (Brigham and Ehrhardt, 2021).
Hence, despite the solid operational performance of BYD, there is a need to work on the liquidity management to provide the company with the necessary financial stability in the short term.
[bookmark: _Toc225268203]4.3 Strategies to Improve Liquidity
In order to correct the liquidity problems identified, BYD can adopt a number of working capital reforms:
1. Enhance Receivables Management.
BYD is also advised to tighten its credit control policies by:
· Discounts on early payments. 
· Tightening the credit conditions. 
· Invoicing and collection with the help of digital tools. 
This will also minimize the number of days outstanding and enhance cash receipts.
2. Maximize Inventory Control.
The advanced inventory management methods that the company can embrace include:
· Just-in-time (JIT) systems 
· When the demand is foreseen in real-time. 
· Supply chain process automation. 
These plans will lower holding cost and release cash in inventory.
3. Extend Payable Periods
Without spoiling relationships, BYD would be able to make more extensive payment agreements with the suppliers (Lin, 2023). This will:
· Improve cash flow 
· Minimize the pressure on working capital. 
With a good stand in the market, BYD is likely to exercise bargaining power when dealing with suppliers.
4. Strengthen Cash Management
The company must also have sufficient cash reserves and enhance cash forecasting so that it can be able to pay off short term liabilities. Liquidity risk will be minimized by effective cash management (Brealey, Myers and Allen, 2020).
[bookmark: _Toc225268204]4.4 Short-Term vs Long-Term Financing
	Aspect
	Short-Term Financing
	Long-Term Financing

	Definition
	The funding that is used to finance short-term working capital.
	Funding towards long-term investment and stability.

	Examples
	Trade credit, bank overdrafts, short term loans.
	The long-term debt is referred to as equity financing.

	Purpose
	Operating and current liabilities.
	Growth, investment in capital, and the long-term growth.

	Advantages
	• Quick access to funds 
• Lower initial cost 
• Flexible
	• Financial stability 
• Lower refinancing risk 
•Appropriate with massive investments.

	Disadvantages
	• Repeated payment of repayment. 
• Interest rate fluctuations 
• Excessive liquidity pressure.
	• Higher cost of capital 
• Less flexibility 
The ownership (equity) may be diluted.

	Risk Level
	Increased risk because of the short payback period (Brealey, Myers and Allen, 2020).
	Less risky because of long-term organization.
Long-term financing will assist 

	Relevance to BYD
	BYD partly depends on short-term financing, which is reflected in the decreasing current ratio which drives the short-term financial risk up.
	BYD to enhance financial stability and eliminate liquidity pressure.


 
[bookmark: _Toc225268205]4.5 Evaluation for BYD
In the case of BYD, a combination between the two is advisable. Although short-term financing comes in handy in day-to-day operations, it may result in liquidity problems when over-reliance takes place. Hence, the company will need to contemplate greater utilization of long-term financing to help it with its growth and alleviate financial stress in the short term.
Finally, BYD has shown significant changes in cash operating cycle, which resulted in effective receivables and inventory management. Nevertheless, the falling current ratio is a weakness of the liquidity management. Through proper working capital reforms and short-term and long-term financing balancing, BYD will be able to increase its financial stability, thus generates long-term sustainable growth.
[bookmark: _Toc225268206]5. Strategic Financial Revamping Program.
The fast growth and a good financial growth makes BYD a global leader in the electric vehicle (EV) industry. Nevertheless, financial performance analysis and the analysis of its working capital demonstrate that the company has some issues, especially liquidity pressure and the efficiency of capital allocation. The strategic financial restructuring plan is necessary to support further growth over time and increase the shareholder value. The strategic plan must aim at enhancing the capital structure, liquidity and increasing the flexibility of operations coupled with dealing with the global financial risks (Arnold, 2019).
[bookmark: _Toc225268207]5.1 Financial Restructuring Options
1. Equity Injection
Raising new equity capital is one of the best restructuring techniques that BYD can use. This may be accomplished by way of issue of new stock or strategic investors. Equity injection would:
a. Improve liquidity position 
b. Minimize short-term debts. 
c. Enhance the balance sheet. 
Here, with the good reputation that BYD has in the market and the growth potential, it is in a position to attract investors. Nonetheless, raising new equity can result in the dilution of the shareholders and it is something that has to be handled.
2. Disposition of Non-Core Assets.
BYD has various segments and some include consumer electronics and rail transportation. Although diversification eliminates risk, it can cause inefficiency (Arnold, 2019).
Sale of non core or unproductive business units can:
· Create short-term cash flows. 
· Enhance the concentration of core EV and battery. 
· Improve efficiency in its operation. 
With this approach, BYD will be able to better devote their resources to high-income sectors like electric cars and state-of-the-art battery technologies.
3. Mergers and Strategic Partnerships.
BYD has the opportunity of a merger or joint venture with international companies in a bid to enhance its international presence. Strategic alliances may assist:
a. Sharing of financial and operational risks. 
b. Access new markets 
c. Make use of innovative technologies (Lin, 2023). 
Indicatively, alliances in Europe or North America might assist BYD to defy regulatory regulations and hasten entry into the market.
4. Debt Restructuring
The gearing of BYD is not high; however, the financial structure may be further optimized by restructuring the current debts. This may include:
· Refinancing of short-term debt, into long term debt. 
· Bargaining down interest rates. 
· Lengthening the repayment time (Gitman and Zutter, 2019). 
Such a strategy would decrease the liquidity pressure in the short-term and enhance financial stability.
[bookmark: _Toc225268208]5.2 Impact on Shareholder Value
The suggested plans of reorganization have considerable effects on shareholder value:
Positive Impact:
· Better financial stability more investor certainty. 
· Improved allocation of capital is more profitable. 
· Minimal risks of finance favor long-term expansion. 
Funding and strategic alliances would boost the value of the company on the market by enhancing its financial situation and the development opportunities.
Potential Risks:
· Equity funding can dilute the earnings per share (EPS). 
· Diversification of revenues may be decreased through divestiture. 
· Mergers can be characterized by the problems of integration. 
All in all, when well executed, these strategies have a high possibility of increasing long-term shareholder value.
[bookmark: _Toc225268209]5.3 Impact on Debt Structure
The reorganization plan will streamline the debt profile of BYD through less dependence on short-term debts and more reliance on long-term debt.
Expected Outcomes:
A. Lower refinancing risk 
B. Better liquidity position. 
C. More predictable cash flow operation. 
Turning short-term debt into long-term commitments will allow BYD to better match its long-term financing base with its long-term investment strategy.
[bookmark: _Toc225268210]5.4 Impact on Operational Flexibility
BYD can improve its flexibility of operations considerably by engaging in financial restructuring. Its advantages are: 
a. The decision-making becomes quicker due to the increased cash flow. 
b. Good financial base makes it possible to innovate and grow. 
c. Strategic alliances give entry into new resources and capabilities (Gitman and Zutter, 2019). 
But over-restructuring or excessive expansion can limit flexibility in case of not managed properly. That is why a moderate way should be adopted.
[bookmark: _Toc225268211]5.5 International Considerations
Being a worldwide corporation, BYD should take into account a number of foreign financial aspects:
1. Currency Risk
BYD is prone to exchange rates since it operates in different countries. The depreciation or appreciation of currency can have an effect on revenues and costs.
Strategy:
· Use hedging techniques 
· Diversify revenues in currencies. 
2. Taxation
Taxation policy varies across different countries, which may have an impact on profitability.
Strategy:
· Optimize tax planning 
· Use the international tax agreements. 
3. Inflation
Inflation in the world may result in a rise in the cost of production and a fall in the buying capacity of consumers.
Strategy:
· Cost control measures 
· Pricing adjustments 
[bookmark: _Toc225268212]5.7 CSR and Ethical considerations.
BYD also needs to assure that its restructuring strategies are also ethical and aligned to corporate social responsibility (CSR).
Key Areas:
· Sustainability of the environment (EV production contributes to the green energy) 
· Equal employment practices in the international activities. 
· Open financial reporting. 
· Good CSR practices increase the brand reputation and trust by investors.
[bookmark: _Toc225268213]5.8 Overall Strategic Evaluation
The financial restructuring plan of BYD is to be directed towards the balancing of growth and financial stability. The company will be able to attract and sustain its financial standing through the use of a mix of equity financing, asset divestiture, and strategic partnerships without negatively affecting its operational effectiveness (Atrill, 2020).
Other major risks that are covered by the plan include liquidity pressure, currency and global economic uncertainties. Through a vibrant and aggressive strategy, BYD is able to maintain its competitive edge in the fast-changing EV sector.
In addition to the financial evaluation, several non-financial factors must be considered when selecting investment projects, particularly for a global company like BYD. One key factor is political and regulatory risk. As BYD continues expanding into international markets such as Europe and North America, it faces strict environmental regulations, trade policies, and potential tariffs. These factors may affect project feasibility and profitability, especially in regions with strong local competitors and protectionist policies.
Another important factor is technological risk. The electric vehicle industry is highly dynamic, with rapid advancements in battery technology, autonomous driving, and energy efficiency. Projects that appear financially viable today may become obsolete if new technologies emerge. Therefore, BYD must ensure that its investments remain adaptable and aligned with future technological developments.
Customer preferences and brand loyalty also play a crucial role. The EV market is becoming increasingly competitive, with major players such as Tesla, NIO, and traditional automotive companies entering the segment. Changes in consumer preferences, pricing sensitivity, and brand perception can significantly impact projected cash flows of investment projects.
Furthermore, sustainability and environmental considerations are critical. As a company positioned in the clean energy sector, BYD must ensure that its projects align with global sustainability goals and environmental standards. Strong corporate social responsibility (CSR) practices not only enhance brand image but also improve investor confidence and long-term value creation.
Finally, financial restructuring does not just involve fixing weaknesses but also setting BYD in a place of long-term success. By having solid foundations and proper strategic implementation, BYD will have an opportunity to maximize shareholder value, remain financially stable and keep the world moving toward sustainable mobility. Overall, incorporating these non-financial factors ensures a more comprehensive investment decision-making process and reduces the risk of project failure.
[bookmark: _Toc225268214]6. Investment Appraisal and Capital Budgeting
Investment appraisal is a serious financial decision-making process, which is applied to determine the viability and profitability of long term investment projects (Atrill, 2020). In the case of BYD, a fast-developing corporation with liquidity problems, it is necessary to choose the most effective investment projects to increase the shareholder value and ensure the financial sustainability.
In this section, a comparison of three proposed projects (A, B, and C) is conducted with the help of main investment appraisal methods which are Payback Period (PBP), Accounting rate of return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal rate of return (IRR). These are assumed to be a discount rate of 10% and a straight-line depreciation.
[bookmark: _Toc225268215]6.1 Step 1: Cash Flow Overview
	Year
	Project A
	Project B
	Project C

	Initial
	-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


(All values in £ million)
[bookmark: _Toc225268216]6.2 Step 2: Payback Period (PBP)
Project A:
Cumulative:
· Year 1: 10 
· Year 2: 22 
· Year 3: 36 
· Year 4: 46 
· Year 5: 54 
Payback ≈ 4.5 years
Project B:
Yearly constant inflow = 11
Payback = 50 / 11 ≈ 4.55 years 
Project C:
· Year 1: 5 
· Year 2: 15 
· Year 3: 35 
· Year 4: 60 
Payback ≈ 3.6 years
Interpretation:
· Fastest: Project C 
· Slowest: Project B 
From liquidity perspective → Project C best
[bookmark: _Toc225268217]6.3 Step 3: Accounting Rate of Return (ARR)
Depreciation = 50 / 5 = 10 per year
Project A:
Avg profit = (10+12+14+10+8)/5 – 10 = 10.8 – 10 = 0.8
ARR = 0.8 / 50 = 1.6%
Project B:
Avg inflow = 11 → profit = 11 – 10 = 1
ARR = 1 / 50 = 2%
Project C:
Avg inflow = 13 → profit = 13 – 10 = 3
ARR = 3 / 50 = 6%
Interpretation:
Highest ARR = Project C
[bookmark: _Toc225268218]6.4 Step 4: Net Present Value (NPV)
Discount factor @10%:
	Year
	DF

	1
	0.91

	2
	0.83

	3
	0.75

	4
	0.68

	5
	0.62


Project A:
NPV =
= (10×0.91) + (12×0.83) + (14×0.75) + (10×0.68) + (8×0.62) – 50
= 9.1 + 9.96 + 10.5 + 6.8 + 4.96 = 41.32
NPV = 41.32 – 50 = -8.68
Project B:
NPV = 11 × (0.91+0.83+0.75+0.68+0.62)
= 11 × 3.79 = 41.69
NPV = 41.69 – 50 = -8.31
Project C:
NPV =
= (5×0.91)+(10×0.83)+(20×0.75)+(25×0.68)+(5×0.62)
= 4.55 + 8.3 + 15 + 17 + 3.1 = 47.95
NPV = 47.95 – 50 = -2.05
Interpretation:
· All NPVs negative (at 10%) 
· Least negative: Project C (best) 
[bookmark: _Toc225268219]6.5 Step 5: Profitability Index (PI)
PI = PV / Investment
· A = 41.32 / 50 = 0.83 
· B = 41.69 / 50 = 0.83 
· C = 47.95 / 50 = 0.96 
Interpretation:
Highest PI = Project C
[bookmark: _Toc225268220]6.6 Step 6: Internal Rate of Return (IRR)
Approximate:
· A ≈ 6–7% 
· B ≈ 6–7% 
· C ≈ 9% 
Interpretation:
Closest to required return (10%) = Project C
[bookmark: _Toc225268221]6.7 Overall Ranking
	Method
	Best Project

	Payback
	C

	ARR
	C

	NPV
	C

	PI
	C

	IRR
	C


CLEAR WINNER: Project C
[bookmark: _Toc225268222]6.8 Final Recommendation (Project Selection)
Based on all financial appraisal techniques, Project C is the most suitable investment. It offers:
· Fastest payback → improves liquidity 
· Highest ARR → strong profitability 
· Highest NPV and PI → better value creation 
· Highest IRR → closest to required return 
[bookmark: _Toc225268223]6.9 Link to BYD’s Financial Situation
BYD currently faces:
a. Strong profitability
b. Weak liquidity (low current ratio)
Therefore:
· Projects with faster cash recovery are preferred 
· Project C aligns perfectly 
[bookmark: _Toc225268224]6.10 BYD’s Non-Financial Considerations
1. Political Risk
· International expansion → regulatory risks 
2. Customer Loyalty
· EV market highly competitive 
3. Technological Risk
· Rapid innovation → project uncertainty 
Project C:
· Higher returns → can absorb risk better 
Capital Rationing (Budget = £100m)
Each project = £50m
Max 2 projects allowed
Possible combinations:
A + B:
NPV = -8.68 + (-8.31) = -16.99
A + C:
NPV = -8.68 + (-2.05) = -10.73
B + C:
NPV = -8.31 + (-2.05) = -10.36
Best combination:
Project B + C
Reason:
· Highest combined NPV (least negative) 
· Balanced risk + stable cash flow (B) + high return (C) 
[bookmark: _Toc225268225]7. Final Conclusion
Project C with all of its appraisal techniques is the most economically viable which provides the best balance between profitability and liquidity. The ideal investment plan in the case of capital rationing would be to choose Projects B and C because this option would maximize the value and stay financially stable.
To a company such as BYD, where it is growing at a rapid pace, but is short of liquidity, then it is crucial to focus on initiatives where the cash flows quicker and have greater returns. Thus, the chosen projects are related to financial performance, as well as strategic goals, and help in sustainable long-term development.Bottom of Form
Bottom of Form
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Net Profit Ratio (% p.a.)	
2020	2021	2022	2023	2024	2.7011494252873565	1.4113836186950486	3.9188870549398729	4.9875477336875313	5.1480051480051481	



Current Ratio	
2020	2021	2022	2023	2024	1.05	0.97	0.72	0.67	0.75	



Receivable Days	
2020	2021	2022	2023	2024	135	95	53	43	35	



Inventory Days	
2020	2021	2022	2023	2024	83	73	64	64	60	



Gearing (%)	
2020	2021	2022	2023	2024	69	-15	-26	-44	-50	



ROE (%)	
2020	2021	2022	2023	2024	7	3	15	22	25	



Cash Cycle (Days)	
2020	2021	2022	2023	2024	218	168	117	107	96	



Operating Cash Flow (RMB bn)	
2020	2021	2022	2023	2024	50	65	140	180	220	


Revenue & Profit Analysis

Revenue (RMB bn)	
2020	2021	2022	2023	2024	156.6	216.1	424.1	602.29999999999995	777	Net Profit (RMB bn)	
2020	2021	2022	2023	2024	4.2300000000000004	3.05	16.62	30.04	40	
Revenue (RMB bn)


Net Profot (RMB bn)
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BYDWORKING SHEET-254.xlsx
BYD Financial Data

		Year		Revenue (RMB bn)		Net Profit (RMB bn)		Net Profit Ratio (% p.a.)		Current Ratio		Receivable Days		Inventory Days		Gearing (%)		ROE (%)		Operating Cash Flow (RMB bn)		Cash Cycle (Days)

		2020		156.6		4.23		2.7		1.05		135		83		69		7		50		218

		2021		216.1		3.05		1.4		0.97		95		73		-15		3		65		168

		2022		424.1		16.62		3.9		0.72		53		64		-26		15		140		117

		2023		602.3		30.04		5.0		0.67		43		64		-44		22		180		107

		2024		777		40		5.1		0.75		35		60		-50		25		220		96
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