

[image: ]

Master of Business Administration
Financial Management - LCMB7002

Assessment component: Financial performance and management
Financial Performance and Investment Appraisal of BYD

Student Name: Raj Hirpara
Student ID: 2413602
Lecturer: Shengfeng Mei and Patrick Yeboah


Table of Contents
1. Introduction	3
1.1 Background to BYD Company	3
1.2 Purpose of the Report	3
1.3 Report Structure	3
2. Financial Health Check	4
2.1 Overview of Financial Performance	4
2.2 Profitability Ratio Analysis	4
2.3 Liquidity Ratio Analysis	5
2.4 Efficiency Ratio Analysis	5
2.5 Gearing and Solvency Analysis	6
2.6 Investment and Cash Flow Analysis	6
3. Working Capital Management Analysis	8
3.1 Working Capital Position	8
3.2 Cash Operating Cycle Analysis	8
3.3 Liquidity Risks and Operational Issues	9
3.4 Working Capital Improvement Strategies	9
3.5 Short-term vs Long-term Financing Options	10
4. Strategic Financial Restructuring Plan	11
4.1 Need for Restructuring	11
4.2 Option 1: Equity Injection / Share Issue	11
4.3 Option 2: Debt Restructuring / Refinancing	12
4.4 Option 3: Divestiture / Portfolio Rationalisation	12
4.5 Option 4: Strategic Alliances / Partnerships	13
4.6 Impact on Shareholder Value and Financial Flexibility	13
4.7 International and Ethical Considerations	14
5. Investment Appraisal and Capital Budgeting	15
5.1 Introduction to Investment Decision	15
5.2 Payback Period	15
5.3 Accounting Rate of Return (ARR)	15
5.4 Net Present Value (NPV)	16
5.5 Profitability Index (PI) and Internal Rate of Return (IRR)	16
5.6 Recommended Project	17
5.7 Non-Financial Risk Considerations	17
5.8 Capital Rationing Decision	17
6. Conclusion	19
6.1 Summary of Financial Findings	19
6.2 Final Strategic Recommendations	19
Reference list	20
Appendices	22
Appendix A: Five-Year Financial Statements	22
Appendix B: Ratio Calculations	24
Appendix C: Graphs and Charts	27
Appendix D: Investment Appraisal Calculations	37



[bookmark: _Toc227884437]1. Introduction
[bookmark: _Toc227884438]1.1 Background to BYD Company
BYD Company Limited is a Chinese high-tech production company that was established in 1994 and has operations in the automobiles, batteries, electronics, renewable energy and rail transit. The company has established itself as a significant player in the worldwide fresh energy car market due to its focus on technological innovation, vertical integration and zero-emission mobility solutions. BYD is publicly traded on the Hong Kong and Shenzhen stock exchanges, with its official corporate profile reporting that the company had a 2024 revenue of over RMB 700 billion. Its 2024 Annual Report also indicates that revenue increased to RMB 777.1 billion, profit attributable to shareholders increased to RMB 40.25 billion and that the new energy vehicles of the company had penetrated over 100 countries and regions by the end of 2024.
[bookmark: _Toc227884439]1.2 Purpose of the Report
In this report, the financial position and strategic financial management of BYD are reviewed in the eyes of a Chief Financial Officer. The goal is to examine the financial performance of the company during the past five years by using the data available on the income statement, balance sheet and cash flow statement with the ratio analysis. The report also evaluates the working capital management of BYD, financial strengths, and weaknesses, and provides viable recommendations to enhance the liquidity and operational efficiency. Furthermore, it also explores the possibilities of restructuring and uses investment appraisal methods to three suggested projects to enable sound and strategically aligned decision making that are financially sound.
[bookmark: _Toc227884440]1.3 Report Structure
The analysis of the report is structured around four key analytical sections as per the assignment brief. It starts with a financial health assessment in terms of five years ratio analysis, and then a working capital management analysis concerning the cash operating cycle and financing decisions. The third section suggests a financial restructuring plan of BYD with international and ethical recommendations whereas the fourth section analyzes three investment projects in terms of payback period, ARR, NPV, PI and IRR and finally suggests the most appropriate project based on the capital rationing.

[bookmark: _Toc227884441]2. Financial Health Check
[bookmark: _Toc227884442]2.1 Overview of Financial Performance
According to the latest financial reports, BYD has a highly robust scale, profitability and operating cash generation growth. Revenue rose to RMB 777.1 billion in 2024 as compared to 602.3 billion in 2023 whereas profit attributable to shareholders rose to RMB 40.25 billion in 2024 as compared to 30.04 billion in 2023. Revenue has increased significantly within the five years of 2020 to 2024, with a growth of RMB 156.6 billion to 777.1 billion as the company has been expanding its operations and market presence (Liang, 2024). The total assets also rose in 2020, RMB 201.0 billion, to 2024, RMB 783.4 billion, as the company invested in the capacity of production and technology and global expansion in large scale. Concurrently, BYD continued to experience robust operating cash generation, as official 2024 reports showed that net cash flow related to operating activities was RMB 133.5 billion and cash reserves amounted to approximately RMB 154.9 billion (Zeng, 2024). On the whole, the company seems to be more financially sound than it used to be in previous years, though its low current ratio indicates that high growth rates continue to strain short-term liquidity.
[bookmark: _Toc227884443]2.2 Profitability Ratio Analysis
The profitability ratios of BYD show that the company has been improving in its performance in the past five years. Gross profit margin has increased to 16 and 19 in 2022 and 2023 respectively and indicates a better pricing power, better cost control, and benefits of scale economies. This is significant since the BYD company is in an extremely competitive market of EVs where margin pressure is prevalent.
The net profit margin has also increased by 1.4 to 3.9 in 2021-22, 5.0 in 2022-24 indicating that a higher percentage of sales revenue is turning into bottom-line profit. The profit available to shareholders increased by 2020 to 2024 by a percentage of RMB 4.23 billion to RMB 40.25 billion respectively, and this indicates a high increase in earnings. The earnings per share also hit RMB 13.84 in 2024, meaning that equity investors can get better returns (Zhao, 2024).
The trend in profitability indicates that BYD has ceased being a relatively low-margin growth enterprise and become a more efficient financially and commercially developed business. This performance seems to have been facilitated by its vertical integration, high investment in Research and Development and increasing sales in foreign markets. Nonetheless, profitability is to be determined with caution since the automotive industry is susceptible to price wars, regulatory transformation and increasing operational expenses. Nevertheless, the increase in its margin indicates a definite positive development in the financial position of BYD (Zhao, 2024).
[bookmark: _Toc227884444]2.3 Liquidity Ratio Analysis
Liquidity position of BYD is more of a mixed one as compared to its profitability performance. The current ratio was 1.05 in 2020, 0.97 in 2021, 0.72 in 2022, 0.67 in 2023 and 0.75 in 2024, showing that current liabilities have generally exceeded current assets in recent years. This implies a fairly narrow short-term liquidity stance and implies that the company might have to depend extensively on effective working capital management to achieve its short-term liabilities.
But other positive indicators partially compensate the liquidity risk. BYD has a better working capital efficiency with a reduction in the number of days in the receivables turnover of 135 days in 2020 to 35 days in 2024 and an inventory turnover of 82 days in 2020 reducing to 61 days in 2024. Moreover, the company has cash reserves of approximately RMB 154.9 billion and net operating cash flow of RMB 133.5 billion in 2024, which enhances its capacity to address the short-term financial strain (Zhang, 2024).
Thus, despite the current ratio staying below 1, the increasing cash generation and accelerating turnover of receivables and inventory of BYD can indicate that its liquidity status is not critical but manageable. As long as this trend persists, BYD can potentially sustain future growth, without being strained by acute short-term funding requirements.
[bookmark: _Toc227884445]2.4 Efficiency Ratio Analysis
The efficiency ratios of BYD indicate that the company has become more efficient in its management of receivables, inventory and overall operations as the company has grown. According to the 2024 Annual Report, receivables turnover days fell from 135 days in 2020 to 95 days in 2021, 53 days in 2022, 43 days in 2023 and 35 days in 2024. This is a big plus and shows that BYD has improved tremendously in terms of its ability to turn credit sales into cash that promotes liquidity and decreases working capital strain.
Inventory turnover days also improved, falling from 82 days in 2020 to 73 in 2021, 63 in 2022, 63 in 2023 and 61 in 2024. This implies better inventory management and an effective production and sales cycle, though the rather high stockholding ratio is acceptable in a manufacturing-intensive EV company (Lin, 2023).
Such gains are significant since BYD has grown tremendously on the domestic and foreign markets, selling 4.27 million vehicles in 2024 and earning RMB 221.9 billion in foreign revenues. Increased collection of receivables and the reduction in inventory days means that the growth has been accompanied by the evolution of operating systems. In general, BYD seems to be performing well in terms of efficiency, as the company is more quickly converting working capital and maintaining significant growth in sales volumes and global expansion (Lin, 2023).
[bookmark: _Toc227884446]2.5 Gearing and Solvency Analysis
The gearing and solvency status of BYD is rather good, despite such huge scope of expansion. Gearing is defined in its annual report as a ratio of total borrowings netted against cash and cash equivalents against net assets less minority interests and in 2020 it was 23, in 2021 it was 7, in 2022 it was 4, in 2023 it was 1 and in 2024 it was 2. This low gearing value indicates that BYD is not over-reliant on net borrowing and has built up its balance sheet over the years.
This is also supported by the wider capital structure of BYD. The total liabilities were growing as the business grew, but total equity was growing very strongly (as well) to approximately RMB 198.7 billion in 2024 following RMB 64.5 billion in 2020. Moreover, BYD has announced that the interest-bearing debt decreased between 2023 and 2024 by RMB 36.55 billion to 28.58 billion indicating that only 4.9% of total liabilities are covered by interest bearing debt (Yang, 2024).
This implies high solvency and financial strength in the long term. The conclusion here is that BYD remains free to borrow as and when required but future growth based on debt should be reviewed bearing in mind the competition in the industry and the high capital intensive nature of the investment.
[bookmark: _Toc227884447]2.6 Investment and Cash Flow Analysis
The investment and cash flow profile of BYD indicate that it is a growth oriented company with a financial capability to finance the growth. The company has focused on innovation, battery technology and intelligent vehicle system with a strategic investment in 2024 of RMB 54.2 billion in research and development. This investment is the one that helps maintain competitiveness in the long run but it needs to be sustained in profitability and cash generation.
In 2024, the cash flow performance of the company was good. The net cash flow of operating activities amounted to RMB 133.5 billion and cash reserves have increased to RMB 154.9 billion which are record levels, according to official BYD disclosures. High operating cash flow will be significant in the sense that it shows that BYD is converting its profits into cash and not just account earnings.
Investor-wise, the company earned RMB 13.84 per share in 2024, which is a good indicator of better returns to investors. On the whole, the potential ability of BYD to integrate high investment expenditures and robust operating cash inflows imply good financial foundation of the future projects, internationalization and possible restructuring should it be necessary.


[bookmark: _Toc227884448]3. Working Capital Management Analysis
[bookmark: _Toc227884449]3.1 Working Capital Position
The working capital position of BYD seems to be tight, even though it has a high profitability and cash generation. Current liabilities in 2024 were approximately RMB 496.0 billion whereas the current assets were significantly lower and this means that the company has negative working capital and this could be one reason why the current ratio was less than 1. This implies that BYD is heavily dependent on an effective turnover of receivables, inventory and payables to facilitate day to day operations. This is not the only position that can be taken in large scale manufacturing firms that have good supplier credit but this position, nonetheless, adds liquidity pressure in the short term in case the operating conditions deteriorate. This risk is in part compensated by a strong operating cash flow and high cash reserves of BYD, however, its working cash structure is aggressive and needs to be monitored closely because the company is growing internationally (Twelve Data, 2025).
[bookmark: _Toc227884450]3.2 Cash Operating Cycle Analysis
The cash operating cycle is used to determine the duration within which a company has invested its cash in operations before it is recouped by receiving customer payments. It is generally computed as the sum of the receivables days and inventory days less the payable days. According to the annual data provided by BYD in 2024, its receivables days are approximately 35, inventory days are 61 and its payable days are significantly longer, creating a negative cash operating cycle (GuruFocus, 2025).
This can be a great help in liquidity management because a negative cycle implies that BYD typically gets cash supplied by customers and does not need to pay suppliers to the full extent. This structure promotes internal financing of growth and less dependence on external short-term borrowing. The increasing receivables turnover and decreasing inventory days also indicate increased operational efficiency in the long run at BYD. Moreover, BYD has mentioned that in 2024 it reinforced collaboration with the supply-chain partners and also improved its payment cycles to upstream suppliers, implying that it actively manages the relations with suppliers in addition to its expansion.
In general, cash operating cycle of BYD seems to be efficient and favourable to growth. The sustainability of the model, however, is based on the continued high sales, the confidence of the suppliers and good management of the inventory. With the market demand decelerating or suppliers becoming more demanding in terms, the negative working capital model used by BYD might become more challenging to sustain.
[bookmark: _Toc227884451]3.3 Liquidity Risks and Operational Issues
The primary liquidity risk that BYD is exposed to is that short-term liability is high in comparison with the short-term assets. Although a negative working capital model may be efficient, it does not provide as much leeway in case EV demand declines, customer payments become sluggish, or inventory accumulates unforeseen. The fast global growth of BYD can also pose operational stress due to increased logistics demands, cross-border payments, currency exposure and increased supply-chain coordination (Filbeck and Barkley, 2023).
The reliance on good supplier relations is another problem of BYD. In case of limiting credit support by suppliers or accelerated payment, the short-term cash pressure may grow. Moreover, the EV market is very competitive, which implies that price decreases or compression of margins may decrease the cash that is available to finance working capital requirements. Thus, liquidity is not a significant issue in BYD, but operational discipline is still crucial (Ashok Panigrahi, 2024).
[bookmark: _Toc227884452]3.4 Working Capital Improvement Strategies
To enhance liquidity without retarding growth, BYD needs to implement a number of targeted working capital strategies. First, it needs to keep enhancing receivables management by tightening credit evaluation, accelerating the issuance of invoices and enhancing collection procedures since a shorter cash conversion cycle will decrease reliance on external finance. Second, the inventory management needs to be streamlined by having improved demand prediction, enhanced production planning and enhanced coordination between the procurement and sales teams in order to ensure that the stock that remains does not consume unnecessary cash (Filbeck and Barkley, 2023).
Third, BYD needs to be attentive to managing payables, balancing between supplier credit and relationship stability. The company has already claimed that it has sped up the payment cycles to upstream suppliers in 2024, which reinforce supply-chain resilience, yet it must still seek favourable terms where feasible without harming trust. Fourth, frequent short-term cash flow projections must be enhanced throughout business units and abroad activities such that funding gaps will be discovered at the earliest stage.
Lastly, BYD needs to be more connected with its working capital decision making to its high rate of international expansion, particularly in foreign markets where the payment cycles, logistics risks, and currency flows can vary. Collectively, these would enhance liquidity discipline, minimize operational risk and facilitate sustainable growth.
[bookmark: _Toc227884453]3.5 Short-term vs Long-term Financing Options
Temporary operating requirements like inventory build-ups, receivable delays and seasonal cash flows require short-term financing whereas long-term financing is used when it comes to plant expansion, investment on technology and strategic growth. In the case of BYD, such short-term instruments as trade credit, overdrafts and invoice-based facilities may be used, which are flexible but have a risk of higher rollover. Bank loans, bonds or equity financing are long-term options and more aligned to capital-intensive investment in production capacity and R&D since BYD has a good operating cash flow with low debt burden (Rickman, 2023).

[bookmark: _Toc227884454]4. Strategic Financial Restructuring Plan
[bookmark: _Toc227884455]4.1 Need for Restructuring
Despite the good financial performance of BYD, a certain degree of strategic financial restructuring would be warranted to help it in its next phase of growth. The company is growing fast in foreign markets, where 2024 overseas sales will be RMB 221.9 billion and the sales volume of vehicles will increase to 4.27 million units. Simultaneously, BYD still invests a lot in the research and development, as it has used over RMB 54.2 billion in 2024 alone. This global expansion, investment in innovation and the growing complexity of operations is adding pressure on a flexible, robust and efficient capital structure (IG Analyst, 2025). Moreover, BYD has other business units other than automobiles such as electronics, batteries, photovoltaics and rail transit making it a source of strategic decisions on where capital should be focused. Thus, restructuring is not something that should be considered a reaction to the distress, but a proactive method of optimising growth, funding and strategic focus.
[bookmark: _Toc227884456]4.2 Option 1: Equity Injection / Share Issue
An additional restructuring alternative that BYD may adopt is additional equity funding via a share issue or strategic equity injections. This strategy is practical since BYD has already achieved a HK 43.5 billion accelerated share issue in early 2024, which is said to be the biggest equity refinancing in the world automotive sector in the last ten years. Equity financing is able to finance the overseas factory construction, distribution growth and technology investments without having a substantial effect with regard to the financial leverage. This is especially true in the case of a business like BYD, whose strategic priorities involve expanding internationally and further innovation (Zhuo, 2024).
The key benefit of the equity financing is that it enhances the balance sheet and maintains the ability to borrow in the future. It also decreases the refinancing risk as opposed to over borrowing. The main drawback however is dilution of shares, since the issuance of new shares will lower the percentage of ownership of the existing investors and it can reduce the share earnings in the short run. Nevertheless, in the case of a growing organization where investor trust is high, and capital needs are high, equity financing may be a proper restructuring instrument when implemented sparingly and linked to profitable growth projects (Zhuo, 2024).
[bookmark: _Toc227884457]4.3 Option 2: Debt Restructuring / Refinancing
The second alternative is debt restructuring or refinancing in order to enhance the maturity profile and the cost of capital. The financial position of BYD indicates that it may afford to do so out of strength, instead of need, as its interest-paying debt decreased to RMB 28.58 billion in 2024 and represented only 4.9% of the total liabilities. This is a low debt burden that indicates that the firm still has the capacity of borrowing and in case of favourable market conditions, it may refinance the current liabilities (Zhang, 2024a).
Refinancing may assist BYD to align the tenor of its funding to long term investments like overseas plants, battery technology and manufacturing growth. By substituting short-term liabilities with long-term debt, liquidity pressure would be decreased and the financial planning would be enhanced. It can also reduce the cost of financing provided BYD is able to leverage its robust cash flow and market position to get better deals.
More debt, however, would raise fixed costs and put BYD more at risk of interest rate risk and market uncertainty. This may decrease flexibility in a competitive EV industry where price pressure may be high. Thus, debt restructuring can only be of use as an instrument of balance-sheet optimisation and not a major source of aggressive expansion finance (Zhang, 2024a).
[bookmark: _Toc227884458]4.4 Option 3: Divestiture / Portfolio Rationalisation
Divestiture or portfolio rationalisation is a third restructuring choice. BYD does not just deal with automotive but also deals in handset components and assembly services, rechargeable batteries, photovoltaics and urban rail transit. This diversified structure has the strategic benefits, yet it can be associated with the distribution of management attention and capital to businesses with various growth patterns and returns.
Rationalisation of portfolio would include the evaluation of business lines that are core to BYD competitive advantage in new energy vehicles and intelligent mobility in the long term. When some non-core or low-return activities add less to shareholder value, BYD can eliminate them either by reducing investment in them, selling them off, or sell selected assets to raise capital to invest in EV platforms, batteries and manufacturing abroad.
The stronger strategic focus and increased efficiency in the allocation of capital are the benefit of this alternative. It may also boost operational flexibility and returns on invested capital. Nonetheless, the threat is that BYD can be deprived of the beneficial diversification or undermine synergies between its technology, battery, and manufacturing divisions. Thus, rationalisation must be discriminatory and must be on evident strategic fit and financial payback.
[bookmark: _Toc227884459]4.5 Option 4: Strategic Alliances / Partnerships
Strategic alliances and partnerships can provide BYD with a flexible restructuring alternative of assisting overseas expansion without taking all cost and risks on its own. Forming partnerships can assist the firm achieve quicker distribution networks, logistics frameworks, funding sources and regulatory savvy in the overseas markets. This will be particularly handy when BYD is still going global and tries to be more local in Europe, Latin America and Asia (Reuters, 2025).
It has been already proven that this model can help BYD in its global strategy. In 2024, BYD joined partnerships in Europe, such as CEVA Logistics collaboration regarding logistics and transportation and a strategic alliance with ARVAL to help localise in the European market. The academic discussion of the alliance between BYD and Toyota also indicates that multinational partnerships might lead to the improvement of technological cooperation, marketing and brand reputation (Reuters, 2025).
The main advantage of the alliances is that they minimize capital intensity and market-entry risk. Nonetheless, alliances also may restrain control, cause coordination issues and result in disagreements over goals or technology transfer. Partnerships should then be employed sparingly by BYD when a local knowledge and entry speed are more important than complete ownership (Gasgoo, 2020).
[bookmark: _Toc227884460]4.6 Impact on Shareholder Value and Financial Flexibility
Shareholder value and financial flexibility implications of the above restructuring options are different. Equity injection has the advantage of fortifying the balance sheet and saving borrowing power, while disadvantaging the current shareholders and reducing short term earnings per share. Refinancing of debt could reduce the liquidity strain and enhance stability of funds, though heavy debt would create fixed commitments and decrease the ability to withstand crashes in the industry.
Portfolio rationalisation and divestiture have the potential to enhance return on capital through the allocation of resources to more lucrative EV and battery operations. Strategic alliances can also secure shareholder value by lowering the quantity of capital BYD has to invest in global expansion on its own. In general, a balanced combination of selective partnering, disciplined refinancing and selective capital allocation is likely to be the best restructuring course since it would help the company to expand and retain financial flexibility and shareholder trust.
[bookmark: _Toc227884461]4.7 International and Ethical Considerations
The restructuring plan of BYD should take into account not only the financial results but also the international and ethical concerns. International growth puts the company at risk of currency, tariff, domestic taxation and regulatory uncertainty, particularly with BYD growing manufacturing and sales beyond China. Ethics also play a significant role, such as labour standards, responsible supply-chain management and environmental performance. According to the 2024 ESG reporting of BYD, sustainability has been made a priority at the board level, and carbon reduction and governance goals were incorporated into the management. As such, reorganization in the future must not only be in favor of profitability and growth, but also accountable international business practices (Sinha, 2025).

[bookmark: _Toc227884462]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc227884463]5.1 Introduction to Investment Decision
Investment appraisal is applied to determine whether a planned project is worth the money and strategic. Three projects should be evaluated in the assignment with Payback Period, Accounting rate of return and Net Present Value, the discount rate is 10 per cent and the depreciation is straight line to zero. These approaches give various views on liquidity, accounting profitability and value creation. The financial strength, cash flow ability and long run strategic priorities must also be considered in investment decisions made by a company like BYD.
[bookmark: _Toc227884464]5.2 Payback Period
The payback period is used to determine the duration that a project would pay back its initial investment in relation to net cash inflows. According to the provided data, Project A is characterized by the payback period of 4.5 years, Project B has the payback period of about 4.55 years, and Project C is the one that has the shortest payback period of 3.6 years. Liquidity wise, Project C stands to be the best as it pays back the starting capital in a shorter time than the other alternatives. This can be appealing to BYD as shorter payback minimizes uncertainty exposure and increases the rate of cash recovery. Payback however does not take into account cash flows past the recovery point and does not factor in the time value of money hence should not be utilized solely in the ultimate decision-making.
[bookmark: _Toc227884465]5.3 Accounting Rate of Return (ARR)
Using straight-line depreciation to zero over five years (annual depreciation £10m), the average annual accounting profit and ARR for each project are:
	Project
	Initial investment (£m)
	Average annual accounting profit (£m)
	ARR (%)

	A
	50
	0.8
	1.6

	B
	50
	1.0
	2.0

	C
	50
	3.0
	6.0



ARO = total profit per year (average)/initial investment(percent). Based on this it is evident that Project C is the most attractive with an ARR of 6 as compared to the 2 and 1.6 of B and A. This implies that Project C returns the highest accounting value when considering its cost despite the fact that ARR does not value the time value of money and emphasizes on the profit but not the cash flow.
[bookmark: _Toc227884466]5.4 Net Present Value (NPV)

	Project
	Initial investment (£m)
	NPV at 10% (£m)
	Comment

	A
	50
	−8.68
	Lowest value creation; furthest from meeting 10% cost of capital

	B
	50
	−8.30
	Slightly better than A, but still clearly negative NPV

	C
	50
	−1.98
	Highest NPV (least negative); closest to covering required return



The Net Present Value approach discounts all cash flows of the project at the rate of return that is required at 10 percent and calculates the total gain or loss in present value terms. The negative NPVs of all three projects indicate that they do not provide an adequate payback and would in theory decrease the shareholder wealth. Nonetheless, given that there had to be a project selection, Project C would be the least unacceptable since it is the one with the largest (least negative) NPV and thus destroys the least amount of value in comparison to Projects A and B.
[bookmark: _Toc227884467]5.5 Profitability Index (PI) and Internal Rate of Return (IRR)
The Profitability Index is used to compare the present value of future cash inflows and the initial investment and the Internal Rate of Return is used to determine the discount rate at which the NPV equals zero. Project A, Project B and Project C have PI of approximately 0.83, 0.83 and 0.96 respectively based on the project cash flows and hence Project C is the strongest since it is the one that is nearest to bring about 1 pound of present value to every pound spent. This conclusion can also be made based on the IRR results: both Project A and Project B yield a lower IRR than the required 10% rate, with Project C being the one with the highest IRR of the three projects. Thus, PI and IRR support the previous NPV finding that Project C is the most financially appealing one, although none of the projects can provide the company with the required return in full.
[bookmark: _Toc227884468]5.6 Recommended Project
BYD should be advised to select project C in case they need to select a project. It has the shortest payback period, maximum ARR, maximum PI and minimum negative NPV, which implies that it is the most effective in both liquidity and profitability indicators. This has rendered it the most sound across the board compared to the other two projects. In the case of BYD, the recommendation is also applicable in the financial profile of the company as good operating cash flow and low gearing provide the company with some ability to afford an investment which has better accounting returns and faster recovery. Nevertheless, the decision has to be taken carefully as the NPV of Project C is still not favorable at the 10% discount rate. Making a strictly shareholder wealth decision, none of the three projects can be approved, but assuming a strategic investment must be undertaken, Project C can be best justified.
[bookmark: _Toc227884469]5.7 Non-Financial Risk Considerations
There are other non-financial considerations to be made when selecting projects. BYD is a very competitive company in the EV market, and thus it may have impacts on future project returns due to political risk, trade restriction, change in regulations and uncertainty in customer demand. The risk of technology is also applicable, since the product or battery innovation can vary rapidly and the value of expected cash flows of a project can decrease. Moreover, the presence of customer loyalty, brand perception and acceptance in overseas markets can play a role in determining the realization of the perceived benefits in practice.
[bookmark: _Toc227884470]5.8 Capital Rationing Decision
Assuming a maximum budget of £100 million and each project costing £50 million, BYD can choose at most two projects.
	Combination
	Total initial investment (£m)
	Total NPV at 10% (£m)
	Comment

	A + B
	100
	−16.98
	Two weakest projects; lowest total value

	A + C
	100
	−10.66
	Better because C improves overall NPV

	B + C
	100
	−10.28
	Highest total NPV (least negative); best pair



The combination that has the highest total NPV is the rational choice under capital rationing. Although individual projects have negative NPVs, the combination of B and C has the lowest negative NPV, making it the combination of choice should BYD be compelled to invest up to £100 million in two projects.

[bookmark: _Toc227884471]6. Conclusion
[bookmark: _Toc227884472]6.1 Summary of Financial Findings
The analysis demonstrates that BYD is in a good overall financial position, which is evidenced by the fast increase in revenue, profitability and operating cash flow. In 2024, total revenue was RMB 777.1 billion, net profit attributable to shareholders was RMB 40.25 billion, operating cash flow was RMB 133.5 billion and cash reserves were RMB 154.9 billion. The five years period has seen increased profitability and efficiency, and solvency and financial strength have been reflected in low gearing. Nonetheless, the liquidity is not very loose since the current ratio of BYD is still lower than 1 which means that the further growth will be based on the effective working capital management and the effective supplier, receivables and stock management.
[bookmark: _Toc227884473]6.2 Final Strategic Recommendations
BYD ought to proceed with its expansion, but with a rigorous financial control and selective restructuring. First, the company needs to enhance working capital management through expediting receivables turnover, enhancing inventory management and ensuring equal supplier payment policies to secure liquidity. Second, BYD needs to pursue a balanced financing approach that focuses on internal cash flow, selective financing of major global expansion and limited refinancing in which it enhances funding stability without excessively raising the financial risk. Third, portfolio rationalisation should be taken into account with the focus to concentrate capital on high-paying core areas such as EVs, batteries and intelligent mobility. In conclusion, Project C is the best of the three suggested investments as it has the least payback, highest ARR and lowest negative NPV, whereas the combination of Projects B and C is the most preferable due to the capital-rationed choice.
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[bookmark: _Toc227884476]Appendix A: Five-Year Financial Statements
This appendix presents the key financial statement data of BYD over the 5-year period between 2020 and 2024, based on the information provided in the annual report, and the official company disclosures. This appendix is included to supplement the ratio analysis and the discussion of the trend as it is provided in the main body of the report. The figures are in RMB million unless otherwise mentioned.
Appendix A1. Income Statement Extract
	Item (RMB million)
	2020
	2021
	2022
	2023
	2024

	Revenue
	156,598
	216,142
	424,061
	602,315
	777,102

	Profit attributable to shareholders
	4,234
	3,045
	16,622
	30,041
	40,254

	Gross profit margin (%)
	N/A
	12.0
	16.0
	19.0
	19.0

	Net profit margin (%)
	N/A
	1.4
	3.9
	5.0
	5.2

	Earnings per share (RMB)
	N/A
	N/A
	N/A
	N/A
	13.84



Revenue growth at BYD has nearly tripled in 2020-2024, demonstrating a quick scale growth in the new energy vehicle market. The value of the profits attributed to shareholders also increased significantly within the same period, which signifies the quality of earnings and commercial maturity. The margin performance of the company also continues to improve since 2021, and gross profit margin and margin of net profit were on a distinct upward trend.
Appendix A2. Statement of Financial Position Extract
	Item (RMB million)
	2020
	2021
	2022
	2023
	2024

	Total assets
	201,017
	N/A
	N/A
	N/A
	783,393

	Total liabilities
	N/A
	191,518
	372,548
	529,134
	584,700

	Current liabilities
	N/A
	171,304
	333,345
	453,734
	496,021

	Equity
	64,457
	N/A
	N/A
	N/A
	198,693

	Accounts payable
	N/A
	80,519
	143,766
	198,483
	243,956

	Short-term debt
	N/A
	23,235
	11,551
	26,136
	22,335



The data in the balance sheet indicates that BYD increased its size of assets at a high rate over the five-year time period, which means that it invested in manufacturing capacity, technology, batteries and international operation. Liabilities were also growing significantly and in particular current liabilities, and this may indeed be the reason why the company has had a relatively tight current ratio over the past few years. Equity, however, increased sharply over the years, which also implies that both internal value creation and financing activity boosted growth.
Appendix A3. Cash Flow and Financial Stability Extract
	Item (RMB million)
	2020
	2021
	2022
	2023
	2024

	Net cash flow from operating activities
	N/A
	N/A
	N/A
	N/A
	133,454

	Cash reserves
	N/A
	N/A
	N/A
	N/A
	154,900

	Interest-bearing debt
	N/A
	N/A
	N/A
	36,550
	28,580

	Gearing ratio (%)
	23
	7
	4
	1
	2



The cash flow position of BYD was quite solid in 2024, with net operating cash flow amounting to RMB 133.5 billion and cash reserves to RMB 154.9 billion. This gives a significant counter to the tight liquidity ratios of the company in the short term and justifies further investment in innovation and international growth. The interest bearing debt dropped to RMB 28.58 billion in 2024 as compared to RMB 36.55 billion in 2023, and the gearing ratio was very low, which is testimony to high solvency and financial flexibility.
Appendix A4. Working Capital and Efficiency Indicators
	Indicator
	2020
	2021
	2022
	2023
	2024

	Current ratio
	1.05
	0.97
	0.72
	0.67
	0.75

	Receivables turnover days
	135
	95
	53
	43
	35

	Inventory turnover days
	82
	73
	63
	63
	61

	Payables turnover days
	N/A
	N/A
	N/A
	N/A
	High / extended

	Cash operating cycle
	N/A
	N/A
	N/A
	N/A
	Negative



The working capital ratios indicate that BYD has become more efficient in its operations in the period. Both receivables turnover days and inventory turnover days decreased significantly, indicating that the company was more able to control its cash collection and inventory management as it grew. The negative cash operating cycle of the company in 2024 shows that the supplier credit is crucial in funding the company activities. On the one hand, this helps in the liquidity, but, on the other hand, it implies that the business is reliant on the further effective performance and relationships with the suppliers.
Appendix A5. Interpretation of the Five-Year Statements
Combined, the five-year financial report reveals a company that has enjoyed remarkable growth in size, improved profitability, enhanced efficiency and extremely high operating cash generation. The financial picture of BYD indicates a company with a growing international presence and a strengthening internal position, but with a relatively limited short-term liquidity, as the company uses rather aggressive working capital policy. The numbers presented herein thus justify the conclusion that BYD is financially robust as a whole, but must move forward with its emphasis on liquidity discipline, selective financing decisions and effective use of capital.

[bookmark: _Toc227884477]Appendix B: Ratio Calculations
This appendix shows the key financial ratios to be applied in the review of the financial health of BYD in the five years between 2020 and 2024. The appendix is dedicated to profitability, liquidity, efficiency, gearing and the choice of investment and cash flow indicators, as the assignment demanded the utilization of the information provided in the income statement, balance sheet, cash flow statement, and ratio analysis. The figures are, unless otherwise indicated, the indicators of the published annual report of BYD and the disclosures of results in 2024.
Appendix B1. Ratio Formula Guide
	Ratio
	Formula

	Gross profit margin
	Gross profit / Revenue × 100

	Net profit margin
	Profit attributable to shareholders / Revenue × 100

	Current ratio
	Current assets / Current liabilities

	Gearing ratio
	Total borrowings net of cash and cash equivalents / Net assets less minority interests

	Receivables turnover days
	Average receivables / Revenue × 365

	Inventory turnover days
	Average inventory / Cost of sales × 365

	Payback period
	Years until initial investment is recovered from cash inflows

	ARR
	Average annual accounting profit / Initial investment × 100

	NPV
	Present value of inflows − Initial investment

	PI
	Present value of inflows / Initial investment

	IRR
	Discount rate at which NPV = 0


These formulas reflect the standard ratio approach used in financial performance and investment appraisal analysis.
Appendix B2. Profitability Ratios
	Profitability ratio
	2020
	2021
	2022
	2023
	2024

	Gross profit margin (%)
	N/A
	12.0
	16.0
	19.0
	19.0

	Net profit margin (%)
	N/A
	1.4
	3.9
	5.0
	5.2

	Earnings per share (RMB)
	N/A
	N/A
	N/A
	N/A
	13.84



The profitability data indicates that there is a clear upward trend in the profitability over the period especially since 2022. Gross margin significantly increased as BYD increased production and enhancing cost efficiency, and net profit margin increased with a very low level to over 5% by 2024. This implies that the company has become increasingly efficient in turning its revenues into shareholder returns as time went by.
Appendix B3. Liquidity Ratios
	Liquidity ratio
	2020
	2021
	2022
	2023
	2024

	Current ratio
	1.05
	0.97
	0.72
	0.67
	0.75

	Operating cash flow (RMB billion)
	N/A
	N/A
	N/A
	N/A
	133.5

	Cash reserves (RMB billion)
	N/A
	N/A
	N/A
	N/A
	154.9



Since 2021, the current ratio decreased to less than 1, meaning that BYD has been experiencing a relatively constrained short-term liquidity situation over the past years. This, however, should be understood along with the strong operating cash flow and large cash reserves of the company in 2024 which mitigate short-term solvency issues. Liquidity model of BYD, thus, seems aggressive yet manageable.
Appendix B4. Efficiency Ratios
	Efficiency ratio
	2020
	2021
	2022
	2023
	2024

	Receivables turnover days
	135
	95
	53
	43
	35

	Inventory turnover days
	82
	73
	63
	63
	61

	Cash operating cycle
	N/A
	N/A
	N/A
	N/A
	Negative




The efficiency ratios of BYD have been significantly enhancing in the course of the review period. Receivable days decreased to 35 in 2024 compared to 135 in 2020 and inventory days also decreased significantly. This indicates increased working capital discipline and efficient operation management with the increased growth of the company. The negative cash operating cycle shows that the supplier credit is a significant source of operations funding.
Appendix B5. Gearing and Solvency Ratios
	Gearing / solvency ratio
	2020
	2021
	2022
	2023
	2024

	Gearing ratio (%)
	23
	7
	4
	1
	2

	Interest-bearing debt (RMB billion)
	N/A
	N/A
	N/A
	36.55
	28.58



The gearing ratio was low during the period and decreased strongly after 2020, indicating that BYD has not been depending on net borrowing extensively to finance its growth. The decline of the interest-bearing debt in 2024 also contributes to the perception that BYD is a highly solvent company in the long-run. This leaves the company with space to think of future financing possibilities should it be needed.
Appendix B6. Investment Appraisal Calculations
Project inputs
	Project
	Initial investment (£m)
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	A
	50
	10
	12
	14
	10
	8

	B
	50
	11
	11
	11
	11
	11

	C
	50
	5
	10
	20
	25
	5


The assignment specifies a 10% discount rate and straight-line depreciation to zero over five years.
Investment results
	Measure
	Project A
	Project B
	Project C

	Payback period (years)
	4.50
	4.55
	3.60

	ARR (%)
	1.6
	2.0
	6.0

	NPV at 10% (£m)
	-8.68
	-8.30
	-1.98

	PI
	0.83
	0.83
	0.96



These analyses indicate that Project C works most effectively in all significant appraisal measures. It has quickest payback, maximum ARR, maximum PI and minimum negative NPV. Though there is no project with a positive NPV, Project C is the most viable in case one of the projects has to be chosen due to strategic reasons.
Appendix B7. Capital Rationing Calculation
	Combination
	Total investment (£m)
	Combined NPV (£m)

	A + B
	100
	-16.98

	A + C
	100
	-10.66

	B + C
	100
	-10.28



Projects B and C are the best mix to use under a total investment limit of 100 million pounds since this combination has the least negative aggregate NPV and hence the least loss of shareholder value as compared to the others.
Appendix B8. Overall Interpretation
The calculations of the ratios prove that the financial position of BYD is the most strong in terms of profitability, efficiency, cash generation and solvency, and the situation with short-term liquidity is the most important aspect that should be managed. This is also reflected in the investment appraisal calculations that Project C is the most appealing single project and that the best capital-rationed combination is B+C. These calculations are thus in support of the recommendations of the main report.

[bookmark: _Toc227884478]Appendix C: Graphs and Charts
In this appendix, the main graphs and charts that will be used to demonstrate the trends in the financial performance of BYD in the past five years and the results of the investment appraisal results, as will be discussed in the main report, will be provided. The figures ought to be created in the Excel and put in the final Word document with clear titles, labels and source references. The following charts have a brief interpretation to show how each chart fits in the financial analysis.
[image: Line chart showing BYD revenue trend from 2020 to 2024 in RMB billion.]
Figure C1. BYD Revenue Trend, 2020–2024

Interpretation:
According to this chart, the trend in upward revenue has been very high in the five-year period indicating that BYD has grown at a very high rate in scale and market coverage. The steep rise since 2021 indicates a rising pace of demand in the new energy vehicle market and the growing competitiveness of BYD.
[image: Column chart showing BYD profit attributable to shareholders from 2020 to 2024 in RMB billion.]
Figure C2. BYD Profit Attributable to Shareholders, 2020–2024
Interpretation:
This chart shows that the bottom-line performance of BYD has greatly improved since 2021. The rate of increase in profits was significantly higher than in the initial years of the period, which indicates better margins, scale effects and lower costs.

[image: Dual-line chart showing BYD gross and net profit margins from 2021 to 2024.]
Figure C3. Gross Profit Margin and Net Profit Margin, 2021–2024
Interpretation:
This chart indicates that there is a good quality of profitability over the years. Gross margin increased tremendously between 2021 and 2023 and then stagnated in 2024, whereas net margin went on improving, implying a better conversion of revenue to profit.

[image: Line chart showing BYD current ratio trend from 2020 to 2024.]
Figure C4. Current Ratio Trend, 2020–2024
Interpretation:
This chart indicates that the short-term liquidity position of BYD deteriorated in the past after 2020 and stayed below 1 in subsequent years. The minor recovery in 2024 is positive but the trend proves that BYD is run on a tight working capital and relies on robust operational cash flow and supplier support.


[image: Dual-line chart showing BYD receivables and inventory days from 2020 to 2024.]Figure C5. Receivables Days and Inventory Days, 2020–2024
Data to plot (days):
	Year
	Receivables days
	Inventory days

	2020
	135
	82

	2021
	95
	73

	2022
	53
	63

	2023
	43
	63

	2024
	35
	61



Interpretation:
This chart shows that there is a definite increase in the efficiency of BYD. The days of receivables decreased drastically during the period and the inventory days also decreased, evidenced by improved stock management and efficiency in production. All of these trends help conclude that BYD has increased its working capital management to a greater extent.

[image: Line chart showing BYD gearing ratio trend from 2020 to 2024.]
Figure C6. Gearing Ratio Trend, 2020–2024
Data to plot (%):
	Year
	Gearing ratio

	2020
	23

	2021
	7

	2022
	4

	2023
	1

	2024
	2


Interpretation:
The chart indicates that there has been a significant decrease in gearing over the period, which implies a better solvency position and less dependence on net borrowing. The low gearing by 2024 indicates that BYD still has a lot of room in debt in case it needs to invest in the future.

[image: Column chart comparing BYD 2024 net operating cash flow and cash reserves in RMB billion.]
Figure C7. Operating Cash Flow and Cash Reserves, 2024
Data to plot (RMB billion):
	Indicator
	2024

	Net operating cash flow
	133.5

	Cash reserves
	154.9



Interpretation:
This chart shows that BYD had a good cash generation and liquidity buffer in 2024. It substantiates the claim that, although current ratios are tight, the material cash strength of the company is significant and it allows the company to be flexible with regards to expansion, R&D and financial restructuring.


[image: Clustered column chart comparing payback, ARR, NPV and PI for Projects A, B and C.]
Figure C8. Investment Appraisal Comparison by Project
Data to plot:
	Project
	Payback period (years)
	ARR (%)
	NPV (£m)
	PI

	A
	4.50
	1.6
	-8.68
	0.83

	B
	4.55
	2.0
	-8.30
	0.83

	C
	3.60
	6.0
	-1.98
	0.96



Interpretation:
In this chart, Project C outperforms Projects A and B with regard to the key measures of investment appraisal applied in the assignment. It possesses the lowest payback, the highest ARR, the highest PI and lowest negative NPV, thus the strongest between the three available despite the fact that all three projects have negative NPVs.


[image: Column chart comparing combined NPV for project combinations A+B, A+C and B+C under capital rationing.]
Figure C9. Capital Rationing Comparison of Project Combinations
Data to plot (combined NPV, £m):
	Combination
	Combined NPV

	A + B
	-16.98

	A + C
	-10.66

	B + C
	-10.28



Interpretation:
The chart aids the decision of capital rationing by indicating that the B + C combination has the greatest combined NPV, or minimum negative value, of the two-project options available. Hence, it is the most financially viable combination at the limit of less than 100 million budget.



[bookmark: _Toc227884479]Appendix D: Investment Appraisal Calculations
The following appendix is the in-depth calculation of the three projects (A, B and C) which are assessed based on Payback Period, Accounting rate of return (ARR), Net Present Value (NPV), Profitability Index (PI) and conceptually Internal rate of return (IRR). The discount is 10 percent and straight-line depreciation to zero is taken over a period of five years.
Appendix D1. Project Cash Flow Tables
All cash flows are in £ million.
Table D1.1 Project A – Cash Flows
	Year
	0
	1
	2
	3
	4
	5

	Net cash flow
	-50
	10
	12
	14
	10
	8


Table D1.2 Project B – Cash Flows
	Year
	0
	1
	2
	3
	4
	5

	Net cash flow
	-50
	11
	11
	11
	11
	11


Table D1.3 Project C – Cash Flows
	Year
	0
	1
	2
	3
	4
	5

	Net cash flow
	-50
	5
	10
	20
	25
	5



Appendix D2. Payback Period Calculations
Payback is the time taken for cumulative cash inflows to recover the initial investment.
Table D2.1 Cumulative Cash Flows and Payback
	Project
	Year
	Cash flow
	Cumulative cash flow
	Payback detail

	A
	0
	-50
	-50
	–

	A
	1
	10
	-40
	–

	A
	2
	12
	-28
	–

	A
	3
	14
	-14
	–

	A
	4
	10
	-4
	–

	A
	5
	8
	4
	Payback between years 4 and 5: 4 + 4/8 = 4.5 years

	B
	0
	-50
	-50
	–

	B
	1
	11
	-39
	–

	B
	2
	11
	-28
	–

	B
	3
	11
	-17
	–

	B
	4
	11
	-6
	–

	B
	5
	11
	5
	Payback between years 4 and 5: 4 + 6/11 ≈ 4.55 years

	C
	0
	-50
	-50
	–

	C
	1
	5
	-45
	–

	C
	2
	10
	-35
	–

	C
	3
	20
	-15
	–

	C
	4
	25
	10
	Payback between years 3 and 4: 3 + 15/25 = 3.6 years



Appendix D3. Accounting Rate of Return (ARR)
Straight-line depreciation:  per year.
Table D3.1 Annual Accounting Profit and ARR
	Project
	Year
	Cash flow
	Depreciation
	Accounting profit (CF – Depn)

	A
	1–5 each year
	10, 12, 14, 10, 8
	10
	0, 2, 4, 0, -2

	B
	1–5 each year
	11, 11, 11, 11, 11
	10
	1, 1, 1, 1, 1

	C
	1–5 each year
	5, 10, 20, 25, 5
	10
	-5, 0, 10, 15, -5


Average annual accounting profit:
· Project A: 
· Project B: 
· Project C: 
Table D3.2 ARR Results
	Project
	Average annual accounting profit (£m)
	Initial investment (£m)
	ARR (%)

	A
	0.8
	50
	 1.6

	B
	1.0
	50
	 2.0

	C
	3.0
	50
	 6.0



Appendix D4. NPV and PI Calculations
Discount rate .
Table D4.1 Present Value Factors at 10%
	Year
	1
	2
	3
	4
	5

	PV factor (10%)
	0.909
	0.826
	0.751
	0.683
	0.621


Table D4.2 Discounted Cash Flows and NPV
	Project
	Year
	Cash flow (£m)
	PV factor (10%)
	PV of cash flow (£m)

	A
	0
	-50
	1.000
	-50.00

	A
	1
	10
	0.909
	9.09

	A
	2
	12
	0.826
	9.91

	A
	3
	14
	0.751
	10.51

	A
	4
	10
	0.683
	6.83

	A
	5
	8
	0.621
	4.97

	
	
	
	
	NPV(A) ≈ -8.68

	B
	0
	-50
	1.000
	-50.00

	B
	1
	11
	0.909
	10.00

	B
	2
	11
	0.826
	9.09

	B
	3
	11
	0.751
	8.26

	B
	4
	11
	0.683
	7.51

	B
	5
	11
	0.621
	6.83

	
	
	
	
	NPV(B) ≈ -8.30

	C
	0
	-50
	1.000
	-50.00

	C
	1
	5
	0.909
	4.55

	C
	2
	10
	0.826
	8.26

	C
	3
	20
	0.751
	15.02

	C
	4
	25
	0.683
	17.08

	C
	5
	5
	0.621
	3.11

	
	
	
	
	NPV(C) ≈ -1.98



Table D4.3 Present Value of Inflows and PI
	Project
	PV of inflows (£m)
	Initial investment (£m)
	PI = PV inflows / Initial investment

	A
	40.0
	50
	0.83

	B
	41.7
	50
	0.83

	C
	48.0
	50
	0.96



Appendix D5. Capital Rationing Calculations
Maximum total investment: £100 million.
Table D5.1 Combined NPV for Two-Project Combinations
	Combination
	NPV(Project 1) (£m)
	NPV(Project 2) (£m)
	Combined NPV (£m)

	A + B
	-8.68
	-8.30
	-16.98

	A + C
	-8.68
	-1.98
	-10.66

	B + C
	-8.30
	-1.98
	-10.28



Under capital rationing, the combination with the highest (least negative) combined NPV is B + C, so this is the preferred two-project choice if BYD must invest £100 million.
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