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[bookmark: _Toc227155785]1. Introduction
The recent years have seen the development of the global electric vehicle (EV) industry accelerated with environmental demands, technological development, and the favorable regulatory environment. The EV sales worldwide exceeded 14 million in 2023, which indicates the rapid market growth and heightening competition in the industry (IEA, 2024). This changing environment has posed a fundamental conflict between expansion goals and financial viability, which compels companies to decide how to strike a balance between scale and value creation in the long run.
The BYD Company Limited has positioned itself as a force in the global EV market and has experienced massive growth in revenue by scale of production and technological development. In 2024, the company recorded revenue of RMB 777.1 billion, which shows its enhanced market position (BYD, 2025). Nevertheless, this growth brings up serious questions of sustainability of BYD in terms of margin pressure, capital intensity and operational efficiency.
Specifically, this report concentrates on the major financial aspects such as profitability, liquidity, efficiency and capital structure to evaluate the total financial strength of the firm and its capacity of creating sustainable shareholder value. The key question that is answered is the question: does the growth trend of BYD have sound financial fundamentals or is it based on structurally weak performance?
In line with this, this report critically assesses the financial status of BYD over the last five years, underlying financial issues, and offers strategic financial recommendations. It also discusses efficiency of working capital, strategies of restructuring and evaluates the investment opportunities through capital budgeting methods. This analysis is structured into four interdependent parts: financial health analysis, working capital management, strategic financial restructuring and investment appraisal, and a conclusion is provided.

[bookmark: _Toc227155786]2. Financial Health Check
[bookmark: _Toc227155787]2.1 Overview of Financial Performance
BYD Company Limited has seen a tremendous growth during the years 2020-2024 and its revenue has grown tremendously as it is estimated to be around RMB 156.6 billion in 2020 and it is estimated to be RMB 777.1 billion in 2024. Such growth indicates an expedited scaling of production, great market demand in electric vehicles around the globe, and the vertical nature of the business model demonstrated by the company, especially in battery production.
The net profit has shown a positive trend with an increase of RMB 4.2 billion in 2020 to about RMB 40.3 billion in 2024. Profit growth has however not been proportional to the growth of revenues and this is an indication that there was compression of margins at earlier stages of growth.
This deviation may be explained by high costs of lithium and battery input, high research and development spending, and intensive pricing policy followed in order to preserve the competitive stance in the EV market.
The financial performance of BYD indicates that there is a basic conflict between the speed of growth and profitability maximisation that concerns the sustainability of its growth strategy.

[bookmark: _Toc227155788]2.2 Profitability Analysis
Table 2.1: Profitability Ratios (2020–2024)
	Year
	Gross Margin
	Operating Margin
	Net Margin
	ROA
	ROE

	2020
	19.4%
	3.5%
	2.7%
	1.8%
	6.5%

	2021
	13.0%
	2.2%
	1.9%
	1.5%
	5.8%

	2022
	17.0%
	3.8%
	3.7%
	2.6%
	10.2%

	2023
	20.1%
	5.5%
	5.0%
	3.8%
	15.6%

	2024
	19.1%
	6.4%
	5.2%
	4.5%
	17.2%



The profile of profitability of BYD shows that the company has recovered after experiencing a decline in the year 2021, in which the margins were severely squeezed. This was mainly influenced by the high lithium prices, high cost of battery inputs and the interference with supply chains, as well as, overzealous pricing strategies to maintain market share.
The post 2022 improvement in margins occurred due to economies of scale being realised under the support of vertical integration and better production efficiency. Nevertheless, this increase could not ensure that the net profit margin of BYD in 2024 is about 5.2% as compared to industry leaders like Tesla, which means that it has a relatively weak pricing power and cost absorption.
Moreover, despite the improvement in the efficiency measures like asset turnover, these have not really been translated into corresponding profitability. This implies that there are still structural cost pressures that restrain margin growth.
Such performance is typical of the traditional trade-off between growth and optimisation of margin in capital intensive industries. Following the theory of finance, the periods of rapid growth are usually linked with compression of the margins followed by stagnation as the scale efficiencies are achieved.
The profitability growth at BYD is limited by structural cost intensity and shows a mismatch between scale and marginal optimisation.
[bookmark: _Toc227155789]2.3 Liquidity Analysis
Table 2.2: Liquidity Ratios (2020–2024)
	Year
	Current Ratio
	Quick Ratio

	2020
	1.12
	0.78

	2021
	1.06
	0.74

	2022
	1.15
	0.81

	2023
	1.21
	0.88

	2024
	1.28
	0.95



BYD has a stable liquidity position, where both current and quick ratios are gradually improving. The current ratio of 1.28 in 2024 shows that it is solvent in the short run, and the ratio of quick ratio is improving, which indicates that it does not depend on inventory to raise its liquidity.
The company also has high cash reserves, with good operating cash flows, which means that it manages its liquidity well despite having high capital requirements.
Nevertheless, liquidity is not extremely high, which means that finances remain actively reinvested in the development and are not stored. This is indicative of strategic emphasis on expansion but can subject the company to liquidity strains in the short run in case of adverse externalities.
BYD exhibits stringent management of liquidity, but further growth could necessitate a delicate strike between working capital to prevent possible limitations.

[bookmark: _Toc227155790]2.4 Efficiency Analysis
Table 2.3: Efficiency Ratios (2020–2024)
	Year
	Inventory Turnover
	Receivables Turnover
	Asset Turnover

	2020
	4.2x
	6.5x
	0.55x

	2021
	3.8x
	6.1x
	0.52x

	2022
	4.5x
	6.8x
	0.60x

	2023
	5.1x
	7.3x
	0.68x

	2024
	5.4x
	7.6x
	0.72x



Efficiency in operations has been increasing, and the increase in inventory and receivables turnover is an indicator of a better supply chain management and credit control. There is also an increase in asset turnover which is an indication of better utilisation of assets to generate revenue.
These gains in profitability are moderate regardless of these improvements. This shows that increases in efficiency are being partially compensated by increasing input costs and competitive prices.
Efficiency improvements are obvious, but they have a small influence on profitability, which implies ongoing structural cost issues in the operations of BYD.

[bookmark: _Toc227155791]2.5 Gearing (Leverage) Analysis
Table 2.4: Gearing Ratios (2020–2024)
	Year
	Debt-to-Equity
	Interest Coverage

	2020
	0.48
	3.2x

	2021
	0.52
	2.9x

	2022
	0.46
	3.8x

	2023
	0.40
	5.1x

	2024
	0.34
	6.3x



The leverage ratio has also decreased with the course of the time, which means that BYD is less dependent on debt funding and is financially stable. The debt equity ratio of 0.34 is an indication of a conservative capital structure.
The level of interest coverage has risen to a great extent and is able to service debt.
The increased capital structure increases financial stability and gives it flexibility in future investment without any undue financial risk.

[bookmark: _Toc227155792]2.6 Investment Ratios
Table 2.5: Investment Ratios
	Year
	EPS (RMB)
	P/E Ratio

	2020
	1.44
	60x

	2021
	1.35
	65x

	2022
	3.08
	45x

	2023
	5.75
	30x

	2024
	6.90
	25x



The value of earnings per share has gone up tremendously which indicates a better profitability and better returns to shareholders. In the meantime, the falling P/E ratio points to the shift of the high growth valuation to a more mature, earnings-based model. This can also be a sign of market normalisation of growth expectations, implying that it is no longer speculative valuation but pricing based on fundamentals.

[bookmark: _Toc227155793]2.7 Cash Flow Analysis
In 2024, BYD achieved high operating cash flow of about RMB 133.5 billion, which is higher than the reported net profit. This shows good quality of earnings and cash conversion which means that the company has good operational performance and supports its profits.
This is in harmony with the Free Cash Flow Theory by Jensen (1986) that proposes that a company with good internal cash generation should take care not to engage in value destroying investments due to the high internal cash.Nonetheless, investment in cash flows are quite bad as a result of the continued capital investment in production capacity, battery manufacture and research and development. This shows how the EV industry is a capital-intensive one.
The cash flows vary over time, which implies that there is a balanced dependence on both internal cash flow and external sources of funding.
Although BYD is showing great cash generation in its operations, the need to invest in capital further might restrict the free cash flow and short term financial flexibility.

[bookmark: _Toc227155794]2.8 Section Conclusion
Although the financial trends at BYD show a trend in enhancing its operational efficiency and scale benefits, the firm performance shows a structural imbalance in terms of achieving growth in revenues and value creation. On theoretical grounds, this deviation raises the objection in the economies of scale theory that with more production, cost efficiency gains should be proportionate. Rather, the relatively low net margin of BYD implies that the scale benefits are still under attack by cost absorption and price pressure.
Moreover, considering the generic strategies of Porter(Porter, 1980) BYD seems to exist in an intermediate strategy-level- hybrid- both as a cost leader and cost differentiator due to technological innovation. A dual approach is however dangerous as it may lead to strategic dilution, where the company will not be able to realize the best cost efficiency as well as restricting the power of premium pricing. This is a strategic tension that could be the reason behind the constrained margins even though the revenue is growing tremendously.
The question of growth sustainability is thus not a critical financial issue, rather is whether BYD can switch to a margin-optimised value creation model, as opposed to a scale-based expansion model. Lack of this transition can lead to diminishing returns to capital even as top-line growth continues.

[bookmark: _Toc227155795]3. Working Capital Management
[bookmark: _Toc227155796]3.1 Cash Conversion Cycle (CCC)
The cash conversion cycle (CCC) is used to gauge how efficiently a firm uses its investment in inventory and receivables into cash, but adjusted to the deferral of payments to suppliers.
Table 3.1: Cash Conversion Cycle (2020–2024)
	Year
	Inventory Days
	Receivable Days
	Payable Days
	CCC (Days)

	2020
	87
	56
	72
	71

	2021
	96
	60
	75
	81

	2022
	81
	54
	78
	57

	2023
	72
	50
	80
	42

	2024
	68
	48
	82
	34


(CCC = Inventory Days + Receivable Days – Payable Days)

The CCC of BYD Company Limited is greatly increased compared to 71 days in 2020 and 34 days in 2024. Such improvement of 37 days is a significant amount of working capital released, enhancing liquidity in the short run and the aspect of lowering dependence of the firm on external financing.
This is in line with working capital theory, which is that, shorter cash conversion cycles will improve liquidity and decrease financing needs. Its enhancement is in terms of increased inventory turnover, improved collection of receivables, and lengthening of supplier credit.
Financially, the decrease in CCC increases the cash flow availability, reduces the working capital needs, and increases the ratio of return on capital employed (ROCE). It also minimizes liquidity risk by increasing the velocity of cash inflows in comparison to outflows.
Nevertheless, even with this progress, the CCC is still relatively high relative to industries with lower capital intensity, which indicates that EV manufacturing has a high working capital intensity, especially because of battery production and the complexity of the supply chain.
The falling CCC of BYD is a positive indication of increased operational efficiency, but the nature of the industry structure constrains how much more can be optimised.

[bookmark: _Toc227155797]3.2 Working Capital Issues
Regardless of the quantifiable gains, BYD still has structural working capital problems.
Growing international operation and dealership networks keep receivables vulnerable to credit risk. With the company expanding internationally, there is a risk of late payments and currency exchange rate, which may affect liquidity.
The stocks are also quite high because of the necessity to support the continuity of production and to find some key raw materials, including lithium. This leads to higher holding costs, and capital tied up in inventory.
Moreover, the ambitious growth plan by the company necessitates constant investment in the manufacturing capacity and innovation, which exerts a strain on cash flow.
Related to Section 2, and although efficiency ratios have risen, these improvements have not been completely reflected in corresponding profitability, in part because of the working capital intensity inherent in the business model of BYD.
Although the decrease in the cash conversion cycle indicates efficiency in the operation, it should be noted that over compression of the working capital can bring about fragility in the supply chain, especially in sectors that require raw materials that are important like lithium. Therefore, resilience needs to be balanced with optimisation.
The working capital problems that BYD faces are systemic issues related to its vertically integrated and growth-oriented business approach as opposed to operational inefficiencies.

[bookmark: _Toc227155798]3.3 Improvement Strategies
a. Inventory Management
Despite the benefits of just-in-time (JIT) systems in lowering the cost of inventory, their complete adoption is likely to be limited by the vertically integrated battery manufacturing at BYD and the reliance on key raw materials.
Nevertheless, with selective optimisation of non-core elements alongside state-of-the-art demand forecasts and digital integration of supply chains, it is possible to decrease surplus stocks without compromising on production stability.

b. Receivables Management
The ways in which BYD can improve the management of receivables include tightening its credit policies especially in the foreign markets as well as providing early payment incentives to the suppliers so as to speed up the cash collections.
Digital invoicing and automated payment tracking can also help to shorten collection times and enhance predictability in cash flows.

c. Payables Management
Due to its size, BYD may use its bargaining power to bargain on the suppliers on a long payment term, which will enhance its liquidity and decrease the CCC.
Nevertheless, this approach has to be balanced to ensure good relationships with suppliers and reliability of the supply chain.
A balanced working capital approach that focuses on both efficiency gains and stability of the supply chain is critical to long-term growth.

[bookmark: _Toc227155799]3.4 Financing Options
Since the manufacturing of EV is capital intensive, the financing decisions are essential to back up the working capital needs.
Short-Term Financing
Bank Overdraft:
Brings in short-term liquidity, but at a fairly high cost, and raises financial risk in the short term.
Trade Credit:
An affordable funding mechanism with an option of deferring payments though high dependency may put a strain on supplier relationships.
Long-Term Financing
Equity Financing:
Gives long-term capital, which is not repaid, minimizing the risk of finance, but diluting ownership.
Bond Financing:
Provides the ability to obtain large-scale funding at a comparatively reduced cost, but at the cost of enhanced leverage and periodic interest payments.

Table 3.2: Financing Comparison
	Financing Type
	Cost
	Risk
	Strategic Impact

	Bank Overdraft
	High
	High
	Short-term liquidity support

	Trade Credit
	Low
	Medium
	Supplier-dependent financing

	Equity
	Medium
	Low
	Dilution but lower financial risk

	Bonds
	Medium
	Medium
	Leverage with tax advantages



Strategically, the high operating cash flow and decreasing leverage of BYD means that debt financing is a cheaper way to fund it as long as financial risk is kept in check given tax benefits.
This is in line with capital structure theory in which companies seek to optimise the financing mix to reduce the weighted average cost of capital (WACC) yet still retain financial flexibility.
As connected to Section 2, the conservative leverage stance of BYD offers enough room to exploit further debt without encountering any serious financial risks, which further expansion.
The ideal way of supporting the growth and reducing the cost of capital is to have a combination of internal cash generation and selective debt financing.
Theoretically, the Pecking Order Theory (Myers and Majluf, 1984) can be critically applied to the financing strategy of BYD and can indicate that the company should focus on internal financing, then debt, and lastly equity because of information asymmetry and cost factors. The high operating cash flows and decreasing leverage of BYD suggest that the company is operating according to this theory because the company depends more on its internal sources of finance before it can contemplate external financing.
Nevertheless, this safe strategy might not be the best in an industry that is capital intensive and fast changing in terms of technology. The Trade-Off Theory of capital structure expands the original research work of Modigliani and Miller (1958) to elucidate that a firm ought to strike a balance between the benefits of using debt as a method of financing and the cost of financial distress in order to reach an optimal capital structure. Since BYD has a low debt-to-equity ratio and a high interest coverage, the company is not likely to be operating at its optimal leverage level.
As a result, a more aggressive yet curtailed application of debt financing might boost shareholder value by decreasing the weighted average cost of capital (WACC), as long as the level of financial risk is not too high. This brings out an aspect of strategic underuse of financial leverage as opposed to overexposure to risk.

[bookmark: _Toc227155800]3.5 Section Conclusion
On the whole, BYD has been able to show a great increase in working capital efficiency, especially due to a decreasing cash conversion cycle and improved operations performance. These enhancements make things more liquid, less dependent on external financing and facilitate internal financing of growth.
Nevertheless, full optimisation remains hindered by structural constraints of the capital-intensive EV market and the vertically integrated model used at BYD. The inability to further increase the working capital efficiency can restrict the liquidity and prevent the firm to continue its aggressive growth policy.

[bookmark: _Toc227155801]4. Strategic Financial Restructuring 
[bookmark: _Toc227155802]4.1 Need for Restructuring
BYD Company Limited has recorded tremendous growth, but there is still a need to undergo financial restructuring to combat structural inefficiency to enable the company to create sustainable values.
Although the growth in revenues is high, the profitability is relatively normal, and the net profit margin is about 5.2% in 2024. This is a pointer to ongoing cost pressures which are fuelled by high lithium prices, battery manufacturing costs and competitive pricing measures.
Moreover, although the operational efficiency has been enhanced, such gains have not been directly reflected into the corresponding profitability, which underscores inefficiency in the cost absorption and margin optimisation.
Though BYD is experiencing high operating cash flows, the EV sector is capital-intensive, and it must invest continuously to maintain growth, which makes it implicitly dependent on the internal funds to allow its growth.
The suggested restructuring implicitly supposes the stable access to capital markets, which might not be valid under the conditions of the tightening of the macroeconomic situation or geopolitical interference. Thus, the preference should be given to financial flexibility rather than capital structure being optimised in a static manner.

Critical Insight:
The restructuring is not a solution to the financial distress, but rather to increase the efficiency of capital, the profitability, and harmonize growth with long term creation of shareholder value.

[bookmark: _Toc227155803]4.2 Restructuring Strategies
a. Equity Injection
Equity financing is a source of long-term capital that does not raise the risk of financial risk, and it is also applicable in the financing of large-scale expansion and innovation projects.
Nonetheless, it leads to dilution of shareholders and can decrease the earnings per share in the short run. As such, equity must be applied on selective strategic investments which have high returns in the long-term.
Strategic Position:
Equity financing can only be used on high impact projects whose long term value creation is more than the effects of dilution.

b. Debt Restructuring
With a debt-to-equity ratio of around 0.34 in 2024, BYD can leverage without going beyond the industry standards.
To finance expansion, debt financing has to be strategically raised because it is tax-advantageous and lowers the weighted average cost of capital (WACC). The cost-efficiency can be further improved by refinancing the current debt with lower interest rates.
Financial risk however should be kept within moderation to prevent over-leverage.
Strategic Position:
BYD ought to leverage on debt financing to maximize on its capital structure and maximize on returns.

c. Cost Reduction Strategy
Cost optimisation is essential in enhancing profitability and the margin constraint. BYD ought to pay attention to:
· Increasing the efficiency of production by automation and economies of scale. 
· Less procurement expenses through long-term supplier contracts. 
· Vertical integration as a means to regulate the cost of battery production. 
Due to the fluctuation of lithium prices, alternative battery technologies and diversification of supply chain should be given priority.
Connected with Section 2, the cost reduction is necessary to transform the scale into the sustainable profitability.
Strategic Position:
Optimisation of costs must be a key source of margin growth.

d. Strategic Partnerships and Mergers
Alliance with other companies helps BYD to go global with the sharing of technological know-how and decreasing capital consumption.
Partnerships with international distributors and technology companies will be able to expedite penetration and innovation and reduce financial risk.
Capital intensity can also be minimized through joint ventures and enhances financial efficiency.
Strategic Position:
It should be aggressive in establishing strategic alliances to help it expand globally without necessarily incurring high costs.
Overall Strategic Recommendation
On the whole, it is suggested that a hybrid approach, involving selective debt financing, cost focus, and strategic alliances should be implemented in order to improve financial performance and maintain growth.

[bookmark: _Toc227155804]4.3 Impact Analysis
Impact on Shareholders
Equity financing can also dilute ownership, but in case the capital is used efficiently, it can increase shareholder value in the long-term by increasing earnings and broadening the market.
Properly controlled financial risk can further increase shareholder value by boosting return on equity (ROE) as a result of debt financing.
Insight:
The major trade-off is between the short term dilution and long term value creation.
Impact on Debt Structure
Optimisation of capital structure and enhancement of financial ratios (such as debt-to-equity and interest coverage) can be achieved through increasing debt levels and refinancing existing obligations.
This is in line with the capital structure theory where the firms would want to minimise the WACC whilst keeping financial flexibility.
Impact on Operations
Restructuring enhances operational flexibility through enabling:
· Effective use of financial resources. 
· Faster production scaling 
· Improved cost management 
This becomes important in a fast-paced EV market where responsiveness and efficiency are the factors of competitiveness.

Integrated Insight:
The financial restructuring will boost financial performance and strategic agility, which will increase the competitiveness of BYD.
Most importantly, the success of financial restructuring should be measured not solely based on short-term financial performance but also concerning long-term strategic flexibility. In some of the most dynamic sectors like electric vehicles, it might not be enough to optimise the capital structure on a static basis. Rather, companies need to take a dynamic capital structure stance, varying financing choices based on market volatility, technological disruption, and competitive intensity.
Furthermore, the suggested restructuring plan implicitly presupposes the stable access to capital markets and the predictable cost structures. The truth of the matter is that lithium price volatility, geopolitical risk, and changes in regulations bring a lot of uncertainty to the financial planning process. This questions the conventional belief in rational financial optimisation and indicates that BYD needs to adopt real options thinking (Dixit and Pindyck, 1994) in its strategic decision making.
In this sense, the investments in the capacity growth and innovation are to be treated not as a capital investment but as a strategic alternative that gives the flexibility of growth in the future. Thus, cost efficiency will not be the sole factor of the success of restructuring but also the capability of BYD to remain strategically open in a highly uncertain and dynamic market environment.

[bookmark: _Toc227155805]4.4 International and Ethical Considerations
Currency Risk
Expansion into the global market will expose BYD to foreign exchange volatility that have the potential to affect revenue and profitability.
It needs to implement hedging to reduce currency risk.
Inflation
Inflation, especially on raw materials like lithium, makes production expensive and strains margins.
This risk has to be dealt with through long-term supplier contracts and diversification measures.
Tax Policies
The variations in international tax regimes affect investment decisions. The location of operations can be strategic to promote tax efficiency.
ESG and CSR.
The BYD business model focuses on sustainability. Sourcing of raw materials with ethics and environmental standards are paramount.
Good ESG performance boosts investor confidence, minimizes regulatory risks, and helps to boost long-term financial performance.
Strategic Insight:
The concept of sustainability should be incorporated in financial strategy to create long-term value and competitive advantage.

[bookmark: _Toc227155806]4.5 Section Conclusion
On the whole, though BYD is characterized by good growth and financial stability, restructuring of its financial capabilities is crucial to promote efficiency and enable sustainable growth. The company can enhance financial performance and positioning through optimisation of its capital structure, cost efficiency and strategic alliances.
Finally, the restructuring performance will be based on the capability of BYD to align financial strategy to the operational implementation.

[bookmark: _Toc227155807]5. Investment Appraisal
[bookmark: _Toc227155808]5.1 Introduction to Projects
This part compares three mutually exclusive investment projects through capital budgeting methods. Each of the projects will need an upfront investment of £50 million and will produce various cash flows within five years. The required rate of return is 10% discount rate.
· Project A: Gradual cash inflows 
· Project B: Stable and consistent inflows 
· Project C: Uneven but high mid-period inflows 
5.2 Calculation Section
Project A
Cash flows: 10, 12, 14, 10, 8
Payback Period
Cumulative: 10, 22, 36, 46, 54
Remaining after Year 4 = 4
Fraction = 4 / 8 = 0.5
Payback = 4.5 years
ARR
Average inflow = (10+12+14+10+8)/5 = 10.8
Depreciation = 50/5 = 10
Profit = 0.8
ARR = (0.8 / 50) × 100 = 1.6%
NPV
	Year
	CF
	Factor
	PV

	1
	10
	0.909
	9.09

	2
	12
	0.826
	9.91

	3
	14
	0.751
	10.51

	4
	10
	0.683
	6.83

	5
	8
	0.621
	4.97


Total PV = 41.31
NPV = 41.31 – 50 = -8.69
IRR
IRR = 6%
Since IRR (6%) is below the required return (10%), the project is not financially acceptable.
Profitability Index
PI = 41.31 / 50 = 0.83
Project B
Cash flows: 11, 11, 11, 11, 11
Payback Period
Remaining after Year 4 = 6
Fraction = 6 / 11 = 0.55
Payback = 4.55 years
ARR
Average inflow = 11
Profit = 1
ARR = 2%
NPV
	Year
	PV

	1
	10.00

	2
	9.09

	3
	8.26

	4
	7.51

	5
	6.83


Total PV = 41.69
NPV = 41.69 – 50 = -8.31
IRR
IRR = 6%
Since IRR (6%) is below 10%, the project should be rejected.
PI
PI = 0.83

Project C
Cash flows: 5, 10, 20, 25, 5
Payback Period
Remaining after Year 3 = 15
Fraction = 15 / 25 = 0.6
Payback = 3.6 years

ARR
Average inflow = 13
Profit = 3
ARR = 6%

NPV
	Year
	PV

	1
	4.55

	2
	8.26

	3
	15.02

	4
	17.08

	5
	3.10


Total PV = 48.01
NPV = 48.01 – 50 = -1.99

IRR
IRR = 9%
Since IRR (9%) is below the required return (10%), the project is not financially acceptable
PI
PI = 0.96

[bookmark: _Toc227155809]5.3 Comparison of Projects
	Criteria
	A
	B
	C

	Payback
	4.5
	4.55
	3.6

	ARR
	1.6%
	2%
	6%

	NPV
	-8.69
	-8.31
	-1.99

	IRR
	6%
	6%
	9%

	PI
	0.83
	0.83
	0.96



Project C is the most successful on the majority of the metrics. But, all projects are negative NPV, which means value destruction.
Based on the capital budgeting principles, NPV is the surest approach since it is time-sensitive in its approach, and it has the direct measure of shareholder value.
The Net Present Value (NPV) rule will imply that the three projects should all be rejected since the values are negative, but this might be limited as the industry is high-growth. Conventional methods of capital budgeting presuppose comparatively stable cash flows and risk profiles, yet the electric vehicle sector is marked by high levels of uncertainty, fast innovation, and high levels of strategic interdependencies.
Here, the shortcomings of NPV are revealed because it does not reflect the strategic worth of investments such as market positioning, development of technological capability and long term competitive advantage. This is consistent with criticisms in the literature of finance that NPV can underestimate projects which contain inherent growth opportunities.
Using a real options approach (Dixit and Pindyck, 1994), Project C can be viewed in a more favourable light since it has its negative NPV because of its higher mid-period cash flows, which give it more flexibility and reinvestment possibilities in case of favourable market conditions. This brings out the relevance of managerial flexibility in running in an uncertain environment.
Thus, financial discipline cannot be underestimated, but a strict refusal of all negative NPV projects can result in underinvestment in strategically important sectors, which can undermine the competitiveness in the long term.

[bookmark: _Toc227155810]5.4 Final Recommendation
Financially speaking, all three projects should be discarded since each of them creates a negative Net Present Value (NPV) and thus cannot be used to achieve the basic goal of shareholder wealth maximisation. Based on the accepted financial theory, the NPV rule is the best decision criterion, because it quantifies the value creation directly.
Nevertheless, a strictly mechanical implementation of NPV might not be adequate in the framework of high-growth, innovation-based industries like electric vehicles. They are typified by uncertainty, swift change in technology and strategic interdependencies that might not be adequately reflected in the traditional capital budgeting methods.
Project C, in this respect, is the most defensible project in terms of strategy since it does not pose an immediate source of financial value but reduces the value destruction and provides greater operational flexibility. Its front and mid-period cash inflows give it a better liquidity and establish inherent strategic options, such as scaling, deferring, or restructuring investments in reaction to market trends.
Thus, the advice is dual: financial, any projects must be turned down; strategic, Project C can only be conditionally approved based on the larger corporate goals like positioning in the market, building technological capacity, or competitive edge in the long run. This difference upholds theoretical rigor and integrates strategic realism.

[bookmark: _Toc227155811]5.5 Capital Rationing
Budget = £100 million
	Combination
	Total NPV

	A + B
	-17.00

	B + C
	-10.30

	A + C
	-10.68


Project B and C combination is the best under capital rationing since it will maximise total NPV although both are negative.

[bookmark: _Toc227155812]5.6 Risk Analysis
Project-Specific Risk
The lumpy nature of the cash flow of project C poses a higher risk of forecasting, as it is more vulnerable to changes in demand and uncertainty in the market.
Market Risk
The demand in the EV could affect projected cash flows.
Political Risk
EV profitability is highly dependent on government policies and subsidies.
Financial Risk
Negative NPVs show that a project is not able to generate the necessary returns, making it risky to invest in such project.

Strategic Insight:
The decisions made in investments should be a balance between financial analysis and strategy especially in industries that change at a very high rate.
This leads to a more profound structural issue; the idea that the increase in revenues in capital-investment sectors like EV production is bound to be reflected in the creation of economic value. Although the traditional economies of scale theory implies that cost advantages are attained at larger output levels, the performance of BYD suggests that diseconomies of scale are experienced within the short and medium-term due to the volatility of costs of inputs and aggressive pricing policies.

[bookmark: _Toc227155813]5.7 Section Conclusion
In general, Project C is better than the alternatives, but none of the projects can achieve the necessary rate of return. Regarding financial considerations they ought to be discarded. But where strategic growth is the focus, project C is the least value-destructive alternative. Financial discipline should therefore provide a guideline on the investment decisions but flexibility should be provided towards the strategic critical opportunities.

[bookmark: _Toc227155814]6. Conclusion
This report has analytically assessed financial performance and strategic financial positioning of BYD Company Limited in the 202024 period which has shown a company with high growth rate, enhanced operational performance as well as financial stability, but with some structural weaknesses. Although BYD has managed to attain a significant growth in revenues, and improved global competitiveness in the electric vehicle market, the growth has not been completely reflected in commensurate profitability, indicating that there are still deep-seated margin pressures along the lines of capital intensity, volatility of raw materials, and intense competitive pricing practices.
The financial analysis shows that BYD has a sound liquidity position, decreasing leverage, and strong operating cash flows, which may demonstrate a strong financial base that could facilitate further growth. But the high working capital intensity and the continued need to spend capital, which characterizes the firm, points to a natural trade-off between expansion and the generation of free cash flow, which can limit short-term financial flexibility, unless well managed.
Strategically, the distress is not an ingredient to financial restructuring but the necessity to improve capital efficiency and value creation in the long run. This necessitates a hybrid approach to be pursued involving selective debt financing, cost optimisation and strategic alliance in order to harmonize the financial structure with the scale of operations. This will help BYD to keep its cost of capital to a minimum but provide enough flexibility to react to market volatility and technological disruption.
The investment appraisal also supports the value of financial discipline since all of the proposed projects have negative NPVs, meaning that they destroy value based on traditional capital budgeting parameters. Although the performance of Project C can be considered relatively better, it can only be accepted based on strategic grounds and not financial basis. This points out the urgent conflict between the short-term financial performance and strategic positioning in the long term in innovation-based industries.
Altogether, the success of BYD on the long-term level will be dependent on the capacity to transform the scale of operations into the long-term profitability, to optimise its capital structure, and to balance its growth ambitions with financial discipline. It is not the ability to grow that will make the firm competitive in the future but rather the ability to create stable shareholder value in a highly complex and capital-intensive global environment.
In the end, the main dilemma that BYD has to face is not growth, but transforming growth into sustainable economic value. This needs a strategic transition of expansion-performance to efficiency-value creation, backed by theoretically based financial decision making and adaptive strategic implementation. The degree to which BYD manages to make this transition will be what makes it a structurally profitable global leader or a company that is still bound by the trade-offs of a fast-paced industrial growth.
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