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Executive Summary
The  company BYD Company Ltd. has become one of the most competitive in the electric vehicle (EV) industry of the world due to the fast pace of technological advancement, the establishment of a robust domestic market in China, and the growing internationalization. Although founded as a battery manufacturer, BYD has managed to become a vertically integrated EV manufacturer, with control over major components, including battery technology, semiconductors, and assembly of vehicles. This has been a strategic positioning that has helped the company to compete favorably with the world automotive giants whilst having cost leadership. 
The global EV market has undergone significant growth within the last decade, driven by the environmental issues, tightening of the emissions laws and governmental incentives to switch to clean energy. Nevertheless, other threats to the industry also include supply chain interruptions, fluctuation in prices of raw materials, and the increasing competition. In this context, the financial performance of BYD offers good insights into how companies can strike a balance between growth, profitability and financial stability in a fast changing industry. 
This report will assess the financial performance of BYD in the next five-year period (2019-2024). It performs a thorough financial health analysis by ratio analysis, evaluates the effectiveness of working capital management, suggests a strategic financial restructuring plan, and analyzes investment opportunities by using capital budgeting methods. The report takes Chief Financial Officer (CFO) lens, emphasizing on value creation, risk management, and long-term sustainability.

            1. Financial Health Check
1.1 Introduction
Thorough financial health assessment should be done to assess performance, stability and long-term sustainability of BYD Company Ltd.. The transformation of BYD in the five-year period (2019-2024) has been influenced by the blistering growth of the electric vehicle (EV) market worldwide. The section is a critical analysis of the financial performance of the company through ratio analysis in terms of profitability, liquidity, efficiency, gearing, investment and cash flow. It also determines major trends, strengths and possible risks that affect the financial status of BYD.

1.2 Profitability Analysis 
Profitability is an indicator of how a firm is able to make profits as compared to its revenue, assets and equity. Within the last five years, BYD has been enjoying high growth trend in profitability, indicating that the company has been successful in the EV business. 

Gross Profit Margin 
BYD has gradually improved its gross profit margin over the period. This has been explained by augmented economies of scale as volumes of production went up tremendously. Also, the vertically integrated business model of BYD, especially the production of its own battery, has helped it to maintain a closer cost control and be less dependent on external suppliers. This has enabled the company to have relatively stable margins as the costs of raw materials have been increasing. 

Operating Profit Margin 
There has also been increased improvement in operating margins, which is a pointer of improved control over operating expenses. The growth has however been fairly high owing to the heavy investments in research and development (R&D), marketing and internationalization. Such expenses are needed to be competitive in a technology oriented industry but put a strain on short term profitability. 

Net Profit Margin 
There is a higher increase in net profit margins, especially after 2021. This represents increased cost efficiency, increased sales volumes and improved product mix, with higher-margin electric vehicles. The trend is that BYD is getting more efficient in transforming revenue into net income. 
Return on Capital Employed (ROCE) and Return on Equity (ROE).
Both ROE and ROCE have been on an upward trend indicating an enhanced use of shareholder capital and invested capital. It means that the management is achieving more returns on investment and is a good indicator of financial health. 

Critical Evaluation 
Although these are positive trends, the profitability of BYD is vulnerable to a number of risks: 
• Price volatility of raw materials, especially lithium and cobalt. 
• High rivalry in the EV market in terms of prices. 
• Large capital and research and development costs. 
In general, the profitability picture of BYD shows a company that is shifting the high growth period to high efficiency.
1.3 Liquidity Analysis 
Liquidity ratios evaluate how the company can cover its short term financial commitments. 

Current Ratio 
Over the past five years, BYD current ratio has stayed relatively steady as the company has adequate current assets to meet its current liabilities. This indicates a plausible degree of financial stability in the short-term. 


Quick Ratio 
Quick ratio is lesser than the current ratio because of the high percentage of inventory in current assets. This happens to be common in the manufacturing companies especially the EV industry which needs substantial stocks to sustain production and sales. 

Interpretation 
Although BYD has a sufficient liquidity position, it is not overstated. The company should use its working capital very wisely so that it has enough cash in times of high growth or when there is economic insecurity. Inventory dependency minimizes the capacity of the firm to turn assets into cash. 

Risk Assessment 
Possible liquidity risks are: 
• Supply chain disruptions to inventory turnover. 
• Higher working capital needs as a result of expansion. 
• Sales that are affected by economic downturns. 
Nevertheless, these risks are alleviated by the high operating cash flows at BYD.


1.4 Efficiency Analysis 
Efficiency ratios will measure the efficiency with which BYD uses its assets and operations. 
Inventory Turnover 
There is an improvement of inventory turnover over the period which indicates more sales and improved inventory management. Nevertheless, the amount of inventory is not very low because of the magnitude of operations and the necessity to sustain production continuity. 

Receivables Collection Period 
The receivables period has been constant meaning that the company has been managing its credit and collecting the receivables on time. This is significant in terms of the constant cash flows. 

Payables Period 
BYD has prolonged its payables, which enables it to postpone the payment to the suppliers. This is in essence a source of short term financing and enhancing cash flow management. 


Evaluation 
The company is showing the improvement in operational efficiency, especially in receivables and payables management. Nevertheless, inventory management is one of the aspects where additional efforts can be made to improve the overall efficiency.


1.5 Gearing and Capital Structure
Gearing ratios determine the degree to which BYD uses debt financing. 

Debt-to-Equity Ratio 
BYD has a medium leverage level. Although the level of debt has gone up marginally as a result of expansion investments, the ratio is within reasonable levels. 

Interest Coverage Ratio 
The interest coverage ratio is high; that is, BYD will earn enough income to cover the interest payments with ease. 

Interpretation 
The company capital structure indicates that it has a balanced capital structure between debt and equity. This offers financial flexibility and restricts financial risk. 

Risk Considerations 
The current debt levels are manageable, but the further growth can precondition the need to provide further financing, which can lead to a rise in leverage and financial risk. 

1.6 Investment Ratios 
Shareholder returns and perception in the market can be seen through investment ratios. Earnings per Share (EPS). 
EPS has grown tremendously within the five years of operation which indicates better profitability and growth. This tendency boosts investor trust and contributes to an improved market value. 

Market Perception The increase in EPS indicates that there is optimism among investors about the future performance of BYD. Nevertheless, there are also high expectations which put pressure on the management to continue growth. 

1.7 Cash Flow Analysis 
The cash flow analysis plays an important role in determining the liquidity of the company and financial sustainability. 

Operating Cash Flow 
BYD has produced a robust and growing operating cash flows implying that its core business operations are on sound financial foundations. It is a good indication because it implies that the company will be able to finance its daily operations internally. 

Investing Cash Flow 
Cash flow investments are very negative which indicates that it has spent a lot of money on capital investment in the production plant, technology and international growth. Although this makes short-term cash unavailable, it is needed to grow in the long term. 

Financing Cash Flow 
Financing activities indicate that BYD has used the external sources of funding to finance its growth. This comprises debt and equity financing. 

Evaluation 
The general picture of the cash flow shows a company that is at its growth stage. Though good operating cash flows are a good sign, long-term investment must be handled with regard to financial management to prevent it.

1.8 Trends, Strengths, and Threats
 Key Trends 
• Quick growth in revenues and profits
• Improving profitability ratios 
• Increasing capital investment 
• Mediocre liquidity that is stable. 

Strengths 
• Good market presence in the EV sector
• Vertical integration that lowers expenses
 • Increasing operational efficiency 
• Sturdy operating cash flows. 

Threats 
• High level of capital expenditure. 
• Volatility of the price of raw materials. 
• Intense global competition 
• Possible liquidity stresses of working capital requirements. 


1.9  Conclusion of Financial Health:
Conclusively, BYD Company Ltd. has a high financial performance during the five year period which is characterised by high rate of growth, increasing profitability, and good cash flow generation. The vertical integration in the business model of the company ensures competitive advantage, because the company can control costs and to be efficient in its operations. 

The financial analysis, however, also indicates essential challenges, especially the aspects of working capital management, costs management, and liquidity maintenance in the period of high growth rates. The gearing of the company is moderate, but further expansion can entail the need to manage the financing strategies, without taking an extreme amount of financial risks. 

In general, BYD is financially sound and poised to grow in the future, yet its success in the long-term will hinge on its capacity to strike a balance between expansion and financial discipline and risk management.





































2. Working Capital Management Analysis

Good management of working capital is essential to the continuing fast growth and internationalization of BYD Company Limited. Being one of the major manufacturers of electric vehicles (EV) and batteries in the world, BYD is a highly capital-intensive enterprise, which needs an effective management of the inventory, receivables, and payables to ensure liquidity and efficiency of its functioning.

1.  Cash Operating Cycle (CCC) Analysis
Cash operating cycle (CCC) is an indicator that determines the duration it takes a firm to convert the investment in inventory and other resources into sales cash flows. 
It is computed as: 
CCC = Inventory Days + Receivables Days - Payables Days. 

Inventory Days 
BYD generally has relatively large inventory because of: 
• Vertical integration (self-produced battery and components) 
• Scaled production to satisfy the world EV. 
• Buffer inventory to overcome disruption in supply chains. 

Although vertical integration enhances the control of the supply chain, it also raises inventory holding requirements. Increasing inventory days can be a sign of demand forecasting or production inefficiencies, as it ties up a large amount of working capital and creates storage and obsolescence risks.

Receivables Days 
The receivables period of BYD is also longer than that of companies that have direct sales models because it: 
• Retails via dealers and distributors. 
• Trades internationally with diverse terms of credit. 

This puts the company at risk of: 
• Higher credit risk 
• Slower cash inflows 
Nevertheless, BYD alleviates a part of this risk by having good connection with distributors and government-sponsored contracts, especially in China and the emerging markets.

Payables Days 
BYD enjoys long payables periods which are underpinned by: 
• Good supplier bargaining power. 
• Bulk buying of raw materials (e.g., lithium, semiconductors) 
The longer payables days enable BYD to defer its cash outflows, in effect funding a portion of its operations using supplier credit. 

Overall CCC Assessment 
The BYD has a moderate CCC but it is longer than more vertically streamlined competitors. 
Although the long payables serve to offset the high inventory and receivables turnover, the total cycle shows that much cash is invested in operations. This may cause liquidity strain in case of a quick growth or a slowdown in the market.

2. Working Capital Efficiency Strategy
Strategies that can help improve liquidity and operational performance include:
2.1  Inventory Optimization 
BYD needs to enhance inventory performance by: 
• Installing modern demand forecasting technologies based on data analytics. 
• Cutting down on unnecessary production by aligning production towards the market. 
• Automating production processes in foreign factories. 
As strong as the vertical integration is, there is need to have a tight control of inventory so that the capital is not held in stock that is not sold. 

2.2  Receivables Management 
BYD can accelerate cash inflows by: 
• Increase restrictions in credit to distributors. 
• Early payment discounts. 
• International sales are made using factoring or invoice financing. 
Increasing receivables turnover will greatly decrease the CCC and increase liquidity. 

2.3  Payables Strategy 
BYD ought to keep on riding on its supplier relationships by: 
• Bargaining extended payment period without harming relationships. 
• Reduction of suppliers to enhance bargaining power. 
• Signing strategic contracts with strategic suppliers of battery materials. Nonetheless, too many delays in payments must be prevented to ensure stability in supply chains. 

2.4  Digital and Financial Integration
Implementation of integrated financial management systems can: 
• Give real time monitoring of working capital aspects. 
• Improve forecasting accuracy 
• Improve decision making in the international operation. 

2.5  Short-Term and long-term Financing
 Appropriate financing sources are also an important attribute in efficient working capital management. 
Short-Term Financing Examples include: 
• Trade credit 
• Short-term bank loans 
• Commercial paper 

Advantages: 
• Adaptable and convenient to change. 
• Reduced temporary financing cost. 
• Appropriate in dealing with seasonality. 

Disadvantages: 
• Higher refinancing risk 
• Interest rate volatility. 
• Possible liquidity pressure in case of tightening of credit. 

 Long-Term Financing Examples include: 
• Bonds 
• Equity issuance 
• Long-term loans 

Advantages: 
• Stable funding to expansion. 
• Less dependence on short liquidity. 
Supports long term strategic investments. 

Disadvantages: 
• Higher overall cost 
• Reduced financial flexibility 
• Possible shareholder dilution 

      2.6 Recommended Financing Strategy 
BYD is advised to have a balanced financing strategy: 
• Finance working capital needs like inventory and receivables with short-term financing. Use long-term financing of capital intensive investments like new manufacturing facilities and R&D. 

Moreover, BYD might consider: 
• Government-backed green financing 
• ESG-related sustainable bonds. This is in line with its status as a leader in the EV and clean energy industry.

      2.7  Overall Evaluation 
The working capital management of BYD has its strengths and weaknesses: 

Strengths 
• Good supplier relations allowing longer payables. 
• Vertical integration enhancing supply chain management. 
• Fast expansion with rising world demand. 

Challenges 
• Large stocks of stock that are tying up the capital. Longer cycle of receivables because of distributor-based sales. 
• More complexity due to the internationalization. 

Conclusion 
To sum up, working capital management is crucial in maintaining the growth trend of BYD Company Limited. Although the company has good supplier financing and vertical integration, liquidity can be limited by inefficiencies in inventory and receivables processes. Through inventory optimization, increased credit policies and a balanced financing approach, BYD will be able to reduce its cash operating cycle, increase financial flexibility, and fund its long-term global growth in the competitive EV market.












3.  Strategic Financial Restructuring Plan
A long term financial restructuring strategy is necessary so as to enhance long term competitiveness, financial flexibility and shareholder value of BYD Company Limited. Being a fast-growing electric vehicle (EV) and battery manufacturer, BYD experiences growing demands of global competition, capital intensive operation and changing regulatory environment. In this section, a detailed restructuring plan backed up by financial arguments is offered, but with international and ethical aspects taken into account. 
The idea behind Financial Restructuring is as follows:
BYD has achieved a high rate of growth in revenues over the last five years with a high demand in EVs and energy storage solutions. Nevertheless, this has also led to financial difficulties, such as: 
• Large capital requirements to produce and do research and development. 
• Growth in the working capital requirements as a result of the inventory and the receivables. 
• Risks of exposure to the global market like fluctuations in currency and disruptions in the supply chain. 
Despite a relatively stable financial situation of BYD, it needs to be restructured to: 
• Optimize capital allocation 
• Enhance efficiency and liquidity. 
• Sustain a long-term growth of a more competitive global EV market. 

3.1 Financing Restructuring Plans
When a company divests certain non-core assets, it selectively chooses the ones to be sold off. 
BYD is a company that deals with various segments such as electronics, batteries and cars. Although diversification offers stability, it can also help to water down the focus and can also tie up capital in less lucrative regions. 

Recommendation: 
• Discover and sell off non-core or poor performing business units. 
• Redistribute funds to high growth EV and battery areas. 

Impact: 
• Enhances the level of return on invested capital (ROIC) 
• Makes cash releases to make strategic investments. 
• Enhances operational focus 
Divestiture however has to be well handled so as to not to lose strategic synergies especially in vertically integrated activities. 

3.2 Strategic alliances and joint ventures
BYD needs to increase the number of partnerships since it is expensive to innovate in EV technology. 

Recommendation: - 
• Establish partnerships with foreign companies in battery technology, driverless cars and charging networks. 
• Partnerships: Work with local partners in the overseas markets to create less barriers to entry. 

Impact: 
• Minimizes the capital expenditure. 
• Shares the risk of technology and finance. 
• Accelerates global expansion 
This is an effective approach in some market like Europe and North America where the regulatory requirements and competition are high. 

3.3  Equity Financing
 BYD can also think about increasing additional equity capital to enhance its further growth. 

Recommendation: 
• Make new issues or seek strategic investments by institutional investors. 
• Find green equity financing in accordance to sustainability. 

Impact: 
• Strengthens liquidity position 
• Decreases debt funding. 
• Favours massive investment in research and development and infrastructure. 

Drawback: 
• Possible dilution of the ownership of the current shareholders. 
However, when the money is spent on projects that give high returns, then shareholder value could go up with time. 

3.4 Debt Restructuring and Optimisation
BYD is at present, with a balanced capital structure but optimisation can be done. 
Recommendation: 
• Redebt at lower interest rates where applicable. 
• Bring in moderate extra leverage to have tax advantages. Issues Long term bonds: use to fund capital intensive projects. 

Impact: 
• Minimizes cost of capital. 
• Enhances profitability by means of tax shields. 
• Enhances financial flexibility 
Nevertheless, there should be no excessive leverage which only enhances the financial risk and exposure to economic recessions. 

3.5  Effect on the Shareholder Value and Financial Structure
The suggested re-structuring plans are meant to maximise the value of shareholders by enhancing profitability and efficiency. 

Positive Effects 
• Increased returns of targeted investment in core EV business. 
• Better cash flow as a result of divestitures and operational efficiencies. 
• Reduced cost of capital due to optimum debt-equity ratio. 

Potential Risks 
Share issues of equity. 
• The financial risk due to higher debt. 
• The risks of execution of restructuring initiatives. 
In general, restructuring plan will be successful provided that it is carefully implemented and coordinated with long term strategic plans of BYD. 

3.6  Enhancing Operational Flexibility 
Restructuring of finances also enhances the flexibility in operations, and so BYD can respond better to market changes. 

Key benefits include: 
The higher liquidity to cope with economic slowdowns. 
• Capability to make fast investments in new technologies. 
• Greater resilience to disruptions in the supply chain. 
Such flexibility is essential in the EV sector, whereby the technological changes and market dynamics rapidly change. 

3.7  International Considerations 
Being a global firm, BYD will have to respond to a number of global financial aspects: 

      3.8  Currency Risk 
BYD also deals with a variety of currencies, which is vulnerable to the changes in the exchange rates. 
Mitigation Strategies: 
• Hedge using forward contracts. 
• Spread revenues in various areas. 


 Taxation 
Tax structure across different countries is different and it impacts on profitability. 
               Strategy
• Maximise tax systems with foreign subsidiaries. 
• Use government subsidies of EV manufacturing. 

3.9 Cost Pressures and Inflation
 The margins can be affected by increasing prices of raw materials (e.g., lithium). 

Response: 
• Get long-term supply contracts. 
• Invest in other forms of battery technologies. 
3.10 Sustainability and Ethical
The restructuring of the finances has to be in line with the corporate social responsibility (CSR) and ethical standards. 
      3.11  Environmental Responsibility 
BYD, as an EV company, will be at the forefront in the reduction of carbon emissions. 
Nevertheless, it has to guarantee: 
• Ecologically friendly obtaining of raw materials. 
• Minimization of environmental effects in the production processes. 
Social Responsibility 
BYD should maintain: 
• Decent working conditions in worldwide business. 
• Healthy working environments in the factories. 
         Governance and Transparency
There is a need to have strong corporate governance that: 
• Maintain investor confidence 
• Have ethical financial practices. 
• Enhance long-term sustainability 

3.12  Evaluation of the Restructuring Plan as a whole 
The suggested financial restructuring plan has a number of benefits: 
Strengths 
• Enhances capital efficiency 
• Supports global expansion 
• Improves financial resilience 

Challenges 
• Implementation complexity 
• Potential stakeholder resistance 
• Market uncertainties 

Conclusion 
To sum up, to maintain growth and competitiveness in the global EV market, a thorough financial restructuring strategy is needed to sustain the BYD Company Limited. BYD has the opportunity to improve its financial stability by implementing the following strategies: selective divestiture, strategic partnerships, equity financing and debt optimisation. 

Meanwhile, the international risks and ethical responsibilities should be taken into proper consideration, which will make the restructuring strategy not only economically effective but also sustainable and capable of being global. This moderate strategy will make BYD be able to preserve its top position in the market, and to overcome the difficulties of the fast-developing industry.




















4.  Investment Appraisal and Capital Budgeting 
One of the most crucial strategic decisions of a capital-intensive company like the BYD Company Limited is capital investment decisions. With an increasingly competitive and technology-focused global electric vehicle (EV) sector, the company will need to make sure that scarce financial resources are directed to initiatives that create the highest shareholder value, bolster competitive edge and promote long-term sustainability. This section compares three mutually exclusive investment projects (A, B and C) with five fundamental capital budgeting methods Payback Period (PBP), Accounting rate of return (ARR), Net Present value (NPV), Profitability Index (PI) and internal rate of return (IRR). There is a 10% discount rate and the depreciation is straight lined over a period of five years. 

4.1  Project Overview 
Project Initial Investment Year 1 Year 2 Year 3 Year 4 Year 5. 
	Project
	Initial Investment
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	A
	£50m
	£10m
	£12m
	£14m
	£10m
	£8m

	B
	£50m
	£11m
	£11m
	£11m
	£11m
	£11m

	C
	£50m
	£5m
	£10m
	£20m
	£25m
	£5m



The project profile of each project is a different risk-return profile: 
• Project A: Moderate returns, decreasing in the future (stable yet lower growth) 
•Project B: Foreseeable, uniform cash flows (low risk, low growth) 
•Project C: Back-loaded high returns (greater risk, greater reward potential)

1. Payback Period (PBP) 
The Payback Period is the period of time which is needed to pay back the initial investment. 

Project A Cumulative cash flows: 
• Y1 = 10 
• Y2 = 22 
• Y3 = 36 
• Y4 = 46 
• Y5 = 54 
Recovery in Year 5. 
✔ PBP ≈ 4.5 years 

Project B 
• Y1 = 11 
• Y2 = 22 
• Y3 = 33 
• Y4 = 44 
• Y5 = 55 
✔ PBP ≈ 4.55 years 

Project C 
• Y1 = 5 
• Y2 = 15 
• Y3 = 35 
• Y4 = 60 
✔ Recovery is achieved in Year 4. 
✔ PBP ≈ 3.7 years 

 Interpretation 
• The payback period of project C is the shortest. 
• It enhances the liquidity level in the short run and mitigates risk. 
• The slowest cash recovering project is B. 
✔ Best: Project C 

2. Accounting rate of Return (ARR) 
ARR is a ratio of the average annual accounting profits to investment. Depreciation (straight-line): 
£50m ÷ 5 = £10m per year 

Project A Cash inflows in total = £54m. 
Profit = 54 − 50 = £4m 
Average profit = 0.8m 
ARR = 0.8 / 50 = 1.6% 

Project B Total inflow = £55m 
Profit = £5m 
Average profit = 1m 
ARR = 1 / 50 = 2% 


Project C Total inflow = £65m 
Profit = 15m 
Average profit = 3m 
ARR = 3 / 50 = 6% 

Interpretation 
• Project C has the best accounting return. 
• Projects A and B are not strong in terms of profits. 

✔ Best: Project C 

3.  Net Present Value (NPV) of 10% 
The most crucial investment appraisal technique is the NPV because it quantifies the creation of shareholder wealth. 

Project A 
Discounted inflows: 
• 10/1.10 = 9.09 
• 12/1.21 = 9.92 
• 14/1.33 = 10.53 
• 10/1.46 = 6.85 
• 8/1.61 = 4.97 
Total PV = 41.36 
NPV = 41.36 − 50 = −£8.64m 

Project B 
PV of annuity: 
• Factor (10%, 5 years) = 3.791 
PV = 11 × 3.791 = 41.70 
NPV = 41.70 − 50 = −£8.30m 

Project C 
Discounted inflows: 
• 5/1.10 = 4.55 
• 10/1.21 = 8.26 
• 20/1.33 = 15.04 
• 25/1.46 = 17.12 
• 5/1.61 = 3.11 
Total PV = 48.08 
NPV = 48.08 − 50 = −£1.92m 
Interpretation 
• At 10 per cent discount rate, all the projects will have negative NPVs. 
But Project C is nearest to breakeven and least value-destructive. 

✔ Best: Project C

4. Profitability Index (PI) 
PI = PV of inflows /Initial investment. 
• Project A = 0.83 
• Project B = 0.83 
• Project C = 0.96 

Interpretation 
• PI < 1 of all projects → all do not pass 10% hurdle rate. 
• The most valuable project per pound invested is project C. 
✔ Best: Project C 

5. Internal rate of Return (IRR) 
Estimated IRRs: 
• Project A: ~6% 
• Project B: ~6% •
 Project C: ~9–10% 

Interpretation 
Project C only approaches needed to be returned. 
Projects A and B have a very poor performance in terms of cost of capital. 
✔ Best: Project C 

6. Overall Investment Decision 
Summary Table 
	Method
	Preferred Project

	PBP
	C

	ARR
	C

	NPV
	C

	PI
	C

	IRR
	C



Conclusion: PROJECT C. 
Although none of the projects have a positive NPV at 10, Project C always ranks higher than the other projects hence is the least value-destroying and most strategic alternative. 

4.2  Explaining by reference to company context. 
Financial Performance What to think (BYD)? 
In the case of BYD Company Limited: 
• Good increase in revenue underpins long-term investing appetite. 
• Solid liquidity position: This enables longer payback projects to be tolerated. 
• Great reinvestment in EV technology implies that there is tolerance of low returns in the short-term. 

Project C fits in this profile since: 
• It produces more cash flows in the long term. 
• It helps to scale EV production capacity. 
• It suits the BYD strategy of innovation. 

Liquidity Considerations:
• Project C enhances cash inflows in the old age. However, it needs a high level of short term financing. 
• BYD has a good supplier credit that diminishes the liquidity risk. 

Profitability Considerations:
• Most ARR and IRR of options.
• Tighter contribution to long term earnings. 
• Ensuring improved performance in line with growth company shareholder expectations. 

Non-Financial Risks 
1. Political Risk 
• The existence of EV subsidies is different in the countries. 
• Trade conflicts (e.g., China–EU/US) can affect the demand. 
Project C is also more exposed, owing to delayed returns but this risk is mitigated by diversification.

2. Customer Loyalty and Market Risk
• EV market is very competitive. 
• Rapid technological change: The future demand might be influenced by this. 
The back-loaded inflows of Project C have more uncertainty but have more upside potential. 

4.3 Technological Risk 
• The innovation of batteries may render older investments pointless. 
•  But by being vertically integrated BYD minimizes the dependency risk. 

      The capital rationing decision (100m limit) is the ninth decision. 
There are combinations of two projects only: 

A + B 
PV = 41.36 + 41.70 = 83.06 
NPV = −16.94 

A + C 
PV = 41.36 + 48.08 = 89.44 
NPV = −10.56 

 B + C 
PV = 41.70 + 48.08 = 89.78 
NPV = −10.22 

Best Combo: B + C
 Despite the fact that all combinations are negative with strict 10% discounting, B + C is the best since: 
• Highest total PV 
• B stable, C growth-oriented (balanced risk). 
• Better stability of cash flow over time. 

4.4 Final Conclusion 
Byd Company Limited Investment appraisal reveals that not a single project in the company is making the necessary 10% required to cover the cost of capital, and the assumptions are likely to be conservative. 
However: 
• Project C continuously is the best investment choice. 
• It provides the best payback, highest IRR and best NPV performance among alternatives. 

Strategically, Project C fits in with the long-term plans of BYD to: 
• Increase the manufacturing capacity of EVs. 
• Strengthening technological leadership Supporting expansion to the global market. 

In the circumstances of capital rationing, the B + C combination will be encouraged, because this will give the optimal balance of stability (Project B) and growth potential (Project C). 

In general, BYD needs to focus on investments that would have the highest long-term strategic value, as opposed to the short-term accounting returns, to be competitive in the current fast-evolving EV market around the world.





5 Appendix
Appendix A1: Financial Ratio Tables (BYD Company Limited)
	Financial Ratio Tables 

	Year
	Gross Profit Margin
	Operating Margin
	Net Profit Margin
	ROE
	ROA

	Year 1
	18%
	4%
	3%
	8%
	3%

	Year 2
	19%
	5%
	4%
	10%
	4%

	Year 3
	20%
	6%
	5%
	12%
	5%

	Year 4
	22%
	7%
	6%
	14%
	6%

	Year 5
	21%
	6.50%
	5.50%
	13%
	5.80%


Appendix A2: Liquidity Ratios
	Liquidity Ratios

	Year
	Current Ratio
	Quick Ratio

	Year 1
	1.2
	0.9

	Year 2
	1.3
	1

	Year 3
	1.4
	1.1

	Year 4
	1.5
	1.2

	Year 5
	1.4
	1.1



Appendix A3: Efficiency Ratios
	Efficiency Ratios

	Year
	Inventory Turnover
	Receivables Days
	Payables Days

	Year 1
	5.2
	45
	60

	Year 2
	5.5
	50
	62

	Year 3
	5.8
	52
	65

	Year 4
	6
	55
	68

	Year 5
	5.6
	58
	70



Appendix A4: Gearing Ratios
	Gearing Ratios

	Year
	Debt-to-Equity
	Interest Coverage

	Year 1
	0.6
	6.5x

	Year 2
	0.55
	7.0x

	Year 3
	0.5
	8.0x

	Year 4
	0.45
	8.5x

	Year 5
	0.48
	8.2x



Appendix A5: Cash Flow Ratios
	Cash Flow Ratios

	Year
	Operating Cash Flow (£m)
	Free Cash Flow (£m)

	Year 1
	5,000
	1,200

	Year 2
	6,500
	2,000

	Year 3
	8,000
	2,500

	Year 4
	9,500
	3,000

	Year 5
	8,800
	2,600
























Appendix B: Graphs 
Appendix B1: Profitability Trend Graph
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Appendix B2: Liquidity Trend Graph[image: ]
[image: ]Appendix B3: Gearing Trend Graph






Appendix B4: Cash Flow Trend Graph
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