








3.3 Return method valuation analysis 
3.3.1 Weighted cost of capital 

Before the free cash flow valuation analysis, it is necessary to calculate the corresponding 
after-tax operating net profit, working capital changes, capital expenditures, depreciation and 
amortization disclosed by the company. In the calculation of cost of equity capital, the CAPM 
model is constructed by using BYD's 2018-2021 stock market performance GEM index. In the 
research and calculation, it is assumed that the risk-free rate of return is 0, then the relationship 
between the two can be calculated through univariate linear regression. Since the compound annual 
growth rate of the GEM Index from 2018 to 2021 is 18.25%, the cost of equity capital of BYD can 
be obtained by the following cost of equity capital formula, which is 18.20%. 

Equity capital cost = 0.9901 × GEM index compound annual growth rate + 0.13% 

Figure 2: Regression Model Analysis 
Further, the summation is calculated based on BYD's debt capital structure and equity capital 

structure. Among them, it is assumed that the average interest rate of BYD's short-term debt1 is 
1.5%, and the scale of long-term debt is 5.11%. The capital income tax rate is 25% based on the 
share of equity capital, then it can be calculated that the WACC discount rate of BYD is 10.47%. 

Table 3: Discount Rate Calculation 

Category Amount (100 million 
yuan) Proportion Cost 

Short-term debt 305.54 20.99% 1.50% 
Long-term debt 107.9 7.41% 5.11% 

Rights and interests 1,042.44 71.60% 18.20% 
Tax rate 25% 
WACC 10.47% 

3.3.2 Forecast of tax profits 
The following table presents BYD's income statement for 2018-2021. BYD's operating income 

did not have positive growth in 2018-2019, but it showed a rapid growth in 2020-2021, which is 
because the demand for new energy vehicle purchase gets a blowout in this period. Hence, it is 
assumed that the growth rate in 2021 will be maintained in 2022-2024. Meanwhile, BYD's 
operating cost rate is relatively stable, so the main business cost rate is assumed to be the average of 

1short-term loans + notes payable + long-term loans due within one year 

y = 0.9901x + 0.0013
R2 = 0.3121
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