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Executive Summary

 The role of Chief Financial Officer (CFO) in this report is to examine the financial performance of Ford Motor Company in five years (2020-2024) as required by the Board. Ford is a publicly traded automaker (NYSE: F) based in Dearborn, Michigan that competes based on conventional, hybrid, and electric car segments in three strategic areas: Ford Blue (ICE/hybrid), Ford Model e (EV), and Ford Pro (commercial vehicles). Based on solely sourced data, the Annual Reports (10-K) of Ford, the report provides a detailed financial health analysis through ratio analysis, a working capital dynamic analysis, a strategic restructuring plan, and capital investment appraisal using Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). The analysis shows a company that is recovering well in terms of its operations but limited by the losses making EV segment, high warranty payments, and geopolitical headwinds such as tariff risk.
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[bookmark: _Toc227925558]1.1 Company Overview

This is a company overview of Ford Motor Company was established in 1903 and it is among the largest motor car producers in the world in terms of revenues. The automaker markets cars under the Ford and Lincoln brands worldwide with the help of its captive financial unit, Ford Motor credit Company (Ford credit). As of 2023, Ford reorganized its reporting into three operating units: Ford Blue (conventional and hybrid), Ford Model e (battery electric vehicles) and Ford Pro (commercial vehicles and software services). The total revenues increased by 9.8 percent, with a compound annual growth of 9.8 percent, between 2020 and 2024, increasing by $127.1 billion to 185.0 billion (Pavlínek, 2022).
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	Year
	Total Revenue ($bn)
	Net Income Attr. to Ford ($bn)
	Net Income Margin (%)
	Adjusted EBIT ($bn)
	Adjusted EBIT Margin (%)

	2020
	127.1
	(1.3)
	(1.0%)
	2.5
	2.0%

	2021
	136.3
	17.9
	13.2%
	10.0
	7.3%

	2022
	158.1
	(2.0)
	(1.3%)
	10.4
	6.6%

	2023
	176.2
	4.3
	2.5%
	10.4
	5.9%

	2024
	185.0
	5.9
	3.2%
	10.2
	5.5%


Sources: Ford Annual Reports 2020–2024
As you can see in table
The 2021 figure of net income is grossly inflated by a net unrealised gain of 9.1 billion on Ford investment in Rivian after the IPO of the latter company. Stripping out these special items, adjusted net income was $6.4 billion in 2021, $7.6 billion in 2022, $8.1 billion in 2023, and $7.4 billion in 2024.
 
This is evidenced by the resilient underlying operating base showing a steady Adjusted EBIT of about $10 billion annually since 2021 (Gardner, Sloan and Yoon, 2024). Nevertheless, in 2023-2024, the GAAP net income margin was also skinny (2.5%3.2), indicating a high level of below-the-line charges such as restructuring, pension remeasurement, and write-downs related to EVs (Ribeiro, Shan and Taylor, 2018).
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1.3 Profitability Ratios
Gross Profit Margin is derived from revenues less cost of sales. Cost of sales rose from $112.8 billion in 2020 to $158.4 billion in 2024.
	Year
	Revenue ($m)
	Cost of Sales ($m)
	Gross Profit ($m)
	Gross Margin (%)

	2020
	127,144
	112,752
	14,392
	11.3%

	2021
	136,341
	114,651
	21,690
	15.9%

	2022
	158,057
	134,397
	23,660
	15.0%

	2023
	176,191
	150,550
	25,641
	14.5%

	2024
	184,992
	158,434
	26,558
	14.4%


Sources: Ford Annual Reports 2020-2024  
As you can see in table

The gross margin has improved by a large margin in 2021 (15.9) over 2020 (11.3) as volume bounced back after the pandemic and prices have risen, but has since declined modestly to 14.4% in 2024, due to higher material costs in the EV business and higher warranty accruals (Kurt et al., 2021). The warranty and field service accrual amounted to 14.0 billion at year end 2024 (as compared to 9.2 billion at year end 2022 and 11.5 billion at year end 2023) is a major structural cost pressure.

Operating Profit Margin: There was a decrease in operating income between 2022 and 2024, where 2022 had a figure of $6.3 billion and 2024 had a figure of 5.2 billion. Operating margin decreased to 3.1 percent (2023) and 2.8 percent (2024) with the major loss of the increasing interest expense of the Ford Credit, the pension expense and losses in EV investment (Jayathilaka, 2020).
 
Return on Equity (ROE): 
Net income attributable to Ford divided by average equity attributable to Ford:

	Year
	Net Income Attr. Ford ($m)
	Avg. Equity ($m)
	ROE (%)

	2021
	17,937
	~39,600
	45.3%

	2022
	(1,981)
	~45,900
	(4.3%)

	2023
	4,347
	~43,000
	10.1%

	2024
	5,879
	~43,800
	13.4%


Computed from Ford Annual Reports
As you can see in table

Excluding the Rivian-inflated 2021, the ROE trend shows a recovery from -4.3% in 2022 to 13.4% in 2024. This enhancement indicates increased GAAP earnings fuelled by the outstanding performance and positive income tax credits of Ford Pro.

Return on Assets (ROA): Net income divided by average total assets:

	Year
	Net Income ($m)
	Avg. Total Assets ($m)
	ROA (%)

	2022
	(2,152)
	~256,000
	(0.8%)

	2023
	4,329
	~264,600
	1.6%

	2024
	5,894
	~279,300
	2.1%


Computed from Ford Annual Reports
As you can see in table

This rising ROA in 2022 to 2024 indicates a true earnings recovery, albeit that the asset base is dominated by the finance receivables of the Ford Credit (111.6 billion at the end of 2024) that overstates the denominator.
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Current Ratio (Total Current Assets / Total Current Liabilities):  
	Year
	Current Assets ($m)
	Current Liabilities ($m)
	Current Ratio

	2020
	96,500
	90,700
	1.06

	2021
	108,996
	90,727
	1.20

	2022
	116,476
	96,866
	1.20

	2023
	121,481
	101,531
	1.20

	2024
	124,474
	106,859
	1.16


Computed from Ford Annual Reports
As you can see in table

The current ratio has been recorded as being fairly stable at 1.2x over the period indicating sufficient but not excessive short-term liquidity. It was only slightly worsened to 1.16x in 2024 due to the increase in the short-term debt of Ford Credit (up to $53.2 billion).

Quick Ratio (Current Assets less Inventories / Current Liabilities):

	Year
	Current Assets ($m)
	Inventories ($m)
	Quick Ratio

	2022
	116,476
	14,080
	1.05

	2023
	121,481
	15,651
	1.04

	2024
	124,474
	14,951
	1.03


Computed from Ford Annual Reports
As you can see in table

relies, in part, on the conversion of inventories. The inventories significantly decreased by a small margin of 15.7 billion to 15.0 billion in 2024 indicating a positive demand.

Cash and Liquidity: Company-level cash and marketable securities (not including Ford Credit) were also strong. At year-end 2023 and 2024, the total cash and equivalents were 24.9 and 22.9 billion respectively. In 2024, the marketable securities stood at $15.4 billion. The liquidity floor of the Company cash set by Ford is above $20 billion, which is in line with its policy set in the balance sheet.
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Asset Turnover (Revenue / Total Assets):

	Year
	Revenue ($m)
	Total Assets ($m)
	Asset Turnover

	2022
	158,057
	255,884
	0.62

	2023
	176,191
	273,310
	0.64

	2024
	184,992
	285,196
	0.65


Computed from Ford Annual Reports
As you can see in table

There is relatively low asset turnover (0.62–0.65x) as is characteristic of a capital-intensive automotive company that has a large captive finance subsidiary. The small increasing tendency is good.

 Inventory Days (Inventories / (Cost of Sales / 365)):

	Year
	Inventories ($m)
	Cost of Sales ($m)
	Inventory Days

	2022
	14,080
	134,397
	38.2 days

	2023
	15,651
	150,550
	37.9 days

	2024
	14,951
	158,434
	34.5 days


Computed from Ford Annual Reports

As you can see in table

The 2024 inventory days of 34.5 days are the lowest of the five-year window, which is indicative of more efficient supply chain management and normalisation after the 2021 2022 semiconductor shortage.

Receivables Days (Trade and Other Receivables / (Revenue / 365)):

	Year
	Trade Receivables ($m)
	Revenue ($m)
	Receivables Days

	2022
	15,729
	158,057
	36.3 days

	2023
	15,601
	176,191
	32.3 days

	2024
	14,723
	184,992
	29.1 days


 Computed from Ford Annual Reports
As you can see in table

The decrease of the receivables days by 36.3 to 29.1 days indicates enhancement of the efficiency of collections especially to the cash flow.
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Debt-to-Equity Ratio (Total Long-Term Debt excl. Ford Credit / Total Equity attr. Ford):
 

	Year
	LT Debt excl. Ford Credit ($m)
	Equity attr. Ford ($m)
	Debt/Equity

	2021
	17,200
	48,519
	0.35

	2022
	19,200
	43,242
	0.44

	2023
	19,467
	42,773
	0.46

	2024
	18,898
	44,835
	0.42


Computed from Ford Annual Reports
As you can see in table

The Ford Company long-term debt to equity ratio is pretty moderate. It is at 0.42 times in 2024. This is the ratio for the Ford Company. The Ford Company interest expense on its debt not including Ford Credit went down.
It was one point three billion dollars, in 2023. Then it became one point one billion dollars in 2024. This shows that the Ford Company is managing its debt in a way. The Ford Company is doing this for its debt excluding Ford Credit.


Interest Coverage Ratio (Adjusted EBIT / Interest Expense excl. Ford Credit):

	Year
	Adjusted EBIT ($m)
	Interest Expense ($m)
	Coverage Ratio

	2022
	10,415
	1,259
	8.3x

	2023
	10,416
	1,302
	8.0x

	2024
	10,208
	1,115
	9.2x


Computed from Ford Annual Reports
As you can see in table

An interest coverage ratio above 8x is strong, indicating Ford comfortably services its corporate debt. This is in line with investment-grade credit ratings (BBB- / Ba1 / BBB Low) maintained by the major rating agencies.
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Operating Cash Flow:

	Year
	Net Cash from Operations ($m)
	Capital Spending ($m)
	Free Cash Flow ($m)

	2020
	24,269
	(5,742)
	18,527

	2021
	15,787
	(6,227)
	9,560

	2022
	6,853
	(6,866)
	(13)

	2023
	14,918
	(8,236)
	6,682

	2024
	15,423
	(8,684)
	6,739


Computed from Ford Annual Reports
As you can see in table

Note: 2020 operating cash flow was high because of Ford Credit working capital movements. In 2022, 2023, and 2024, company-adjusted free cash flow (excluding Ford Credit) was 9.1, 6.8, and 6.7 billion respectively. Capital expenditure is increasing rapidly - 5.7 billion in 2020 to 8.7 billion in 2024 - as Ford makes a major investment in EV production capacity and the BlueOval SK battery joint venture.
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Earnings Per Share (Diluted, GAAP):
 
	Year
	Diluted EPS (GAAP)

	2020
	($0.32)

	2021
	$4.45

	2022
	($0.49)

	2023
	$1.08

	2024
	$1.46


 
Sources: Ford Annual Reports
As you can see in table

The adjusted diluted EPS — which better reflects underlying performance — was $1.59 (2021), $1.88 (2022), $2.01 (2023), and $1.84 (2024). The minor decline in 2024 is due to EV losses and special charges associated with the cancellation of a planned all-electric three-row SUV programme.

Dividends Per Share: Dividends were $0.10 per share in 2021, $0.50 in 2022, $1.25 in 2023, and $0.78 in 2024. The supplemental dividends declared in 2022 and 2023 signal management confidence in cash generation (Kaplan and Pérez-Cavazos, 2021), though the lower 2024 payment likely reflects caution regarding tariff headwinds and EV investment needs (Lindén et al., 2022).

[bookmark: _Toc227925566]1.9 Summary: Strengths, Threats, and Trends
Key Strengths:
(1) Consistent Adjusted EBIT of ~$10 billion per annum since 2021
(2 )Ford Pro segment generating a record EBIT of $9.0 billion in 2024 on revenues of $66.9 billion
(3) Strong interest coverage ratio (9.2x in 2024) and investment-grade credit ratings
(4) Improving inventory and receivables efficiency trends
(5) Robust Company liquidity floor above $20 billion
Key Threats:
(1) Ford Model e segment incurred an EBIT loss of $5.1 billion in 2024, with losses expected to reach $5.0–$5.5 billion in 2025
(2) Warranty cost escalation: accrual up 53% from $9.2 billion (2022) to $14.0 billion (2024)
(3) Potential 25% tariffs on imports from Canada and Mexico noted as a significant earnings risk for 2025
(4) Adjusted EBIT margin declining from 7.3% (2021) to 5.5% (2024)
(5) Pension obligations: global underfunded status of $0.5 billion (2024), with unfunded plans totalling $3.9 billion
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2. Working Capital Management Analysis
[bookmark: _Toc227925568]2.1 Cash Operating Cycle
The cash operating cycle (COC) — also referred to as the cash conversion cycle — measures the time between cash outflows for raw materials and cash inflows from vehicle sales. It is calculated as:
COC = Inventory Days + Receivables Days − Payables Days
Payables Days (Trade Payables / (Cost of Sales / 365)):

	Year
	Payables ($m)
	Cost of Sales ($m)
	Payables Days

	2022
	25,605
	134,397
	69.5 days

	2023
	25,992
	150,550
	63.0 days

	2024
	24,128
	158,434
	55.7 days


Computed from Ford Annual Reports
 As you can see in table

	Year
	Inventory Days
	Receivables Days
	Payables Days
	COC (Days)

	2022
	38.2
	36.3
	69.5
	5.0

	2023
	37.9
	32.3
	63.0
	7.2

	2024
	34.5
	29.1
	55.7
	7.9


Computed from Ford Annual Reports
As you can see in table

The COC of Ford is exceptionally brief and optimistic, i.e., the company receives the cash of dealers earlier than it has to pay the suppliers completely. This is an inherent strength of the automotive wholesale system, in which Ford credit funds the inventory of dealers and Ford collects cash when the parts are shipped wholesale (Lind et al., 2012). Nevertheless, the tendency is alarming: the payables days have decreased to 69.5 to 55.7 days and it can be associated with supplier renegotiations and decreased supply chain finance, increasing the working capital load (Gelsomino et al., 2025).
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Net Working Capital (excl. Ford Credit financing items):

	Year
	Current Assets ($m)
	Current Liabilities ($m)
	Net Working Capital ($m)

	2022
	116,476
	96,866
	19,610

	2023
	121,481
	101,531
	19,950

	2024
	124,474
	106,859
	17,615


Computed from Ford Annual Reports
As you can see in table

Net working capital declined by $2.3 billion in 2024, largely due to Ford Credit's short-term debt growth. This compresses the buffer available for operational needs.

[bookmark: _Toc227925570]2.3 Strategies to Improve Liquidity Through Working Capital Reform

1. Supplier Dynamic Discounting / Supply Chain Finance Reinstatement

The decreasing payables days (69.5 to 55.7 in three years) of Ford indicate that the use of supply chain finance is decreasing. Effective payables days can be reinstated or increased by the use of a financial institution supported early payment programme which can extend the effective payables days back to 65-70 days, to free up about estimated 1.5-2.0 billion of working capital.

supply chain finance allows buyers to optimise payment terms without putting a strain on supplier relationships (Wu et al., 2019).

2. Inventory Optimisation via Demand-Driven Scheduling

 Inventory days of Ford decreased to 34.5 days in 2024, showing improvement. Nevertheless, the normalised accumulation of completed EV stock (which is usually waiting to be updated with software or to receive parts) is a risk(Yu et al., 2024). By implementing the principles of just-in-time (JIT) more strictly at EV manufacturing facilities, it is possible to further shorten the inventory by 3-5 days, releasing around 1.3-2.2 billion dollars of cash.

3. Ford Credit Distributions and Capital Structure

 In 2024, Ford credit made a distribution of $500 million to its parent, compared to a distribution of 2.1 billion in 2022. A less volatile distribution plan - between 1.5 and 2.0 billion per year - would help the parent company working capital status without excessive overloading of the balance sheet of Ford Credit (current leverage 10:1) (Kim, McConnell and Greenwood, 1977).

4. Receivables Acceleration through Digital Invoice Platforms

 The number of days of receivables decreased to 29.1 days(Ford Annual Reports, 2022–2024), whereas it can be further reduced by digitalizing the onboarding of dealer payment systems, especially in emerging markets where manual invoice reconciliation slows down collections.

 2.4 Short-Term vs Long-Term Financing Options

	Feature
	Short-Term Financing
	Long-Term Financing

	Examples
	Commercial paper, revolving credit facility, overdraft
	Bond issuance, term loans, equity injection

	Cost
	Lower nominal rate (variable)
	Higher fixed coupon but predictable

	Flexibility
	High — drawn and repaid as needed
	Lower — covenants and repayment schedules

	Risk
	Rollover/refinancing risk
	Fixed obligation regardless of performance

	Ford's Position
	$14.9 billion revolving credit facilities
	$18.9 billion LT debt excl. Ford Credit (2024)

	Best Use For
	Seasonal inventory swings, working capital gaps
	EV capex, plant upgrades, pension de-risking


 
As you can see in table

The current revolving credit facilities of Ford amount to about 14.9 billion and was undrawn at the year-end, which is a substantial backstop of short-term liquidity (Sufi, 2007; Ford Annual Reports, 2024). In the case of EV capital expenditure, which the management aims at a range of 8.0 to 9.0 billion in 2025, long-term bond financing is more fitting since the payback period is multi-year,and the bond market is currently very strong (BBB-rated by Fitch and S&P).stress that liquidity risk is minimised by matching the period of financing to the period of the asset being financed, which is generally practiced by Ford (Geelen et al., 2024).
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[bookmark: _Toc227925572]3.1 Context: Why Restructuring Is Needed

The three-segment model of Ford reveals a basic internal cross-subsidy: Ford Pro will contribute to Ford Model e with its $9.0 billion EBIT in 2024, which will effectively subsidize the $5.1 billion EBIT loss of Ford Model e. Ford Model e will incur about 14.5 billion in cumulative losses over 2023-2025 (Ford Annual Reports, 2023–2024).
Unchecked, this trend poses a threat to the credit ratings, dividend sustainability and efficiency of capital allocation of Ford. Restructuring is thus a strategic requirement and a financial necessity (Marimuthu, 2009).
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Option 1: Partial Divestiture / IPO of Ford Pro

The jewel in the crown is Ford Pro - in 2024 the revenues and EBIT stand at 66.9 billion and 9.0 billion respectively (EBIT margin: 13.5), which is significantly higher than the average in the Company. Floating 20-25% of Ford Pro in a New York Stock Exchange listing has the potential to create value. Ford Pro has an implied equity value of 90-108 billion at a peer multiple of 10-12x EBIT (similar to peer companies in the industrial/commercial vehicle sector, including CNH Industrial) (Ford Motor Company, 2024). The 20%float would raise between 18 and 21 billion, which would be used to finance EV investment without diluting the parent level shareholders of the Ford Motor Company(Thompson and Apilado, 2009). report the potential value creation of partial IPOs in the restructuring of conglomerates.

 Option 2: Equity Injection / Joint Venture for Ford Model

Ford has already shown readiness to employ JVs structures - BlueOval SK LLC (50 percent joint venture with SK On to produce batteries) had a carrying value of 4.15 billion at the end of 2024(Ford Motor Company, 2024). Diluting this strategy, such as finding a strategic investor (e.g. a sovereign wealth fund or a large tech partner) by selling them a minority stake in the Ford Model e segment would divide the loss burden of $5 billion/year but keep Ford EV leadership goals. A similar template is the precedent of the 12 billion-dollar investment of SoftBank in Cruise autonomous vehicles by General Motors. The equity injection of 30% at a low valuation of 10 billion would boost 3 billion dollars and create a positive market perception(Zhang et al., 2007).
 
Option 3: Divestiture of Non-Core International Markets

Ford already started rationalising its global presence: in 2024, it sold its subsidiary in Denmark and in 2023, Sanand plants in India were sold to Tata Motors(Ford Motor Company, 2023; Ford Motor Company, 2024). The restructuring costs (which amounted to $1.9 billion in 2023 and 1.2 billion in 2024) would be lower with a more aggressive programme of leaving loss-making markets, especially in China, where Changan Ford has had negative equity earnings(Feldman, 2016).

[bookmark: _Toc227925574]3.3 Impact on Shareholder Value, Debt Structure, and Operational Flexibility

 A hybrid solution - Ford Pro partial IPO proceeds of $18 billion issued 50% to invest in EVs and 50% to buy back shares and eliminate debt would:
•        Cut long-term debt of Reduce Company by half, decreasing annual interest payment by about 400-500 million dollars, down to 10 billion.
•        Allow share buybacks, which enhance EPS, in aid of the dividend policy.
•        Retain operational control of Ford Pro (>75% stake)
•        Signal strategic visibility to capital markets.

In 2024, Return on Invested Capital (ROIC) was 9.6% versus an Adjusted ROIC of 12.9%(Ford Motor Company, 2024). By focusing capital in Ford Pro and cutting EV losses, ROIC would increase faster to 1518, which is significantly higher than the estimated WACC of about 1011 at Ford, and would generate shareholder value.

[bookmark: _Toc227925575]3.4 International and Ethical Considerations

Currency Risk: Ford earns 32.5% of the revenues outside the United States(Ford Motor Company, 2024). An appreciating USD (applicable in case of capital repatriation due to tariffs) would decrease the translated value of foreign earnings. Ford has been using derivative hedging instruments to hedge foreign exchange exposures but structural hedges like matching the cost of production to the currency of revenue (e.g. production in Europe to European markets) are more sustainable over long-term(Alaryani et al., 2024).

Taxation: At the end of 2024, Ford had a carrying forward of operating loss of 20.7 billion, and a valuation allowance of 4.2 billion on deferred tax assets (Ford Motor Company, 2024). The 2023 corporate restructuring of leasing operations created tax benefits of $610 million (Ford Motor Company, 2023). Any divestiture should be carefully designed to prevent the incurrence of large capital gains taxes; treaty-protected holding company structures in places like Luxembourg or the Netherlands can maximise tax efficiency and still follow OECD Pillar Two minimum tax requirements (OECD, 2021).

Inflation: The increasing cost of inputs steel, aluminium, lithium, cobalt, has squeezed the gross margins of Ford. This is partially addressed by long-term commodity supply contracts (e.g., the multi-year lithium supply contract that Ford has with BlueOval SK) (Ford Motor Company, 2023; Ford Motor Company, 2024), but inflationary pressures on labour (after UAW and Unifor contracts in 2023) and logistics persist (Ford Motor Company, 2023; Ford Motor Company, 2024).  

 Corporate Social Responsibility (CSR): The total ev capital expenditure of $4.7 billion in 2024 (compared to 1.6 billion in 2022) shows that Ford is committed to decarbonisation (Ford Motor Company, 2022; Ford Motor Company, 2024). The strategic choice of the company to invest in solid-state batteries and next-generation EV platforms should be offset with the responsible management of the workforce changes, especially in communities where the manufacturing of legacy ICE batteries is being phased out (Ford Motor Company, 2023; Ford Motor Company, 2024). The involvement of Ford in the UAW in collective bargaining restructuring programmes reflects the social awareness. Any restructuring should be in line with ESG disclosure models like the Task Force on Climate-related Financial Disclosures (TCFD), which are being more and more obligatory among institutional investors.  

[bookmark: _Toc227925576]4. Investment Appraisal and Capital Budgeting

[bookmark: _Toc227925577]4.1 Project Details

The Board of Ford needs to consider three investment projects which are mutually independent and each has an initial investment of £50 million, net cash inflows over five years with a discount rate of 10 percent and straight-line depreciation to zero.
 
	
	
	
	

	Year
	Project A NCF (£m)
	Project B NCF (£m)
	Project C NCF (£m)

	1
	10
	11
	5

	2
	12
	11
	10

	3
	14
	11
	20
	

	4
	10
	11
	25
	

	5
	8
	11
	5
	

	Total
	54
	55
	65
	


 
 Annual depreciation for all projects = £50m / 5 = £10m per annum
As you can see in table

[bookmark: _Toc227925578]4.2 Payback Period (PBP)

Project A:

· End Year 1: £10m cumulative → shortfall £40m
· End Year 2: £22m cumulative → shortfall £28m
· End Year 3: £36m cumulative → shortfall £14m
· End Year 4: £46m cumulative → shortfall £4m
· PBP = 4 + (4/8) = 4.5 years
Project B:

· End Year 1: £11m → shortfall £39m
· End Year 2: £22m → shortfall £28m
· End Year 3: £33m → shortfall £17m
· End Year 4: £44m → shortfall £6m
· PBP = 4 + (6/11) = 4.55 years
Project C:

· End Year 1: £5m → shortfall £45m
· End Year 2: £15m → shortfall £35m
· End Year 3: £35m → shortfall £15m
· End Year 4: £60m cumulative → payback within Year 4
· PBP = 3 + (15/25) = 3.6 years
· 
PBP Ranking: C (3.6 yrs) > A (4.5 yrs) > B (4.55 yrs)

[bookmark: _Toc227925579]4.3 Accounting Rate of Return (ARR)

ARR = (Average Annual Accounting Profit / Average Investment) × 100
Average Investment = (£50m + £0) / 2 = £25m
Annual accounting profit = Annual NCF − Annual depreciation

Project A:

· Average NCF = £54m / 5 = £10.8m
· Average Accounting Profit = £10.8m − £10m = £0.8m
· ARR = (0.8 / 25) × 100 = 3.2%
Project B:

· Average NCF = £55m / 5 = £11.0m
· Average Accounting Profit = £11.0m − £10m = £1.0m
· ARR = (1.0 / 25) × 100 = 4.0%
Project C:

· Average NCF = £65m / 5 = £13.0m
· Average Accounting Profit = £13.0m − £10m = £3.0m
· ARR = (3.0 / 25) × 100 = 12.0%
· 
ARR Ranking: C (12.0%) > B (4.0%) > A (3.2%)

[bookmark: _Toc227925580]4.4 Net Present Value (NPV)

Discount rate: 10%. Discount factors: Year 1 = 0.909, Year 2 = 0.826, Year 3 = 0.751, Year 4 = 0.683, Year 5 = 0.621.

Project A:
	Year
	NCF (£m)
	Discount Factor
	PV (£m)

	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


 As you can see in table

NPV (A) = £41.31m − £50m = −£8.69m

Project B:
	Year
	NCF (£m)
	Discount Factor
	PV (£m)

	1–5
	11
	(Annuity factor 10%, 5yr = 3.791)
	41.70


As you can see in table

NPV (B) = £41.70m − £50m = −£8.30m

Project C:
	Year
	NCF (£m)
	Discount Factor
	PV (£m)

	1
	5
	0.909
	4.55

	2
	10
	0.826
	8.26

	3
	20
	0.751
	15.02

	4
	25
	0.683
	17.08

	5
	5
	0.621
	3.11

	Total PV
	
	
	48.02


As you can see in table

NPV (C) = £48.02m − £50m = −£1.98m

NPV Ranking: C (−£1.98m) > B (−£8.30m) > A (−£8.69m)

Important Note: At a 10% discount rate, all three projects have a negative NPV, that is, none of them destroys or creates value that is above the cost of capital at this hurdle rate. Nevertheless, Project C is the least value-destructive and it is the nearest to break even, which implies that it is the most feasible in case the discount rate can be low (e.g. through subsidised green finance of EV-related investments) or the qualitative strategic considerations are taken into account.  

[bookmark: _Toc227925581]4.5 Profitability Index (PI)

PI = (NPV + Initial Investment) / Initial Investment = Total PV / Initial Investment

	Project
	Total PV (£m)
	Initial Investment (£m)
	PI

	A
	41.31
	50
	0.826

	B
	41.70
	50
	0.834

	C
	48.02
	50
	0.960


As you can see in table

PI Ranking: C (0.960) > B (0.834) > A (0.826)

A PI below 1.0 confirms that all projects fail to return the cost of capital. Project C's PI of 0.960 — the closest to 1.0 — indicates it is the least capital-inefficient.

[bookmark: _Toc227925582]4.6 Internal Rate of Return (IRR)

The IRR is the discount rate at which NPV = 0. Using interpolation:

Project A: At 10%: NPV = −£8.69m; At 5%: NPV (approx.) = £54m × (4.329) − £50m = −£3.37m+
· Interpolation: IRR ≈ 5% + [3.37/(3.37+8.69)] × 5% ≈ 1.4% (approximation indicating very low return)
· 
Project B: At 10%: NPV = −£8.30m; At 5%: Total PV = £11m × 4.329 = £47.62m; NPV = −£2.38m
· IRR ≈ 5% − [2.38/(2.38+8.30)] × 5% = 3.9%
· 
Project C: At 10%: NPV = −£1.98m; At 8%: Discount factors (0.926, 0.857, 0.794, 0.735, 0.681):
· PV = 4.63 + 8.57 + 15.88 + 18.38 + 3.41 = £50.87m; NPV at 8% = +£0.87m
· IRR ≈ 8% + [0.87/(0.87+1.98)] × 2% ≈ 8.6%

IRR Ranking: C (8.6%) > B (3.9%) > A (1.4%)

[bookmark: _Toc227925583]4.7 Summary of Appraisal Methods

	Method
	Project A
	Project B
	Project C
	Best Project

	PBP
	4.50 yrs
	4.55 yrs
	3.60 yrs
	C

	ARR
	3.2%
	4.0%
	12.0%
	C

	NPV
	−£8.69m
	−£8.30m
	−£1.98m
	C

	PI
	0.826
	0.834
	0.960
	C

	IRR
	1.4%
	3.9%
	8.6%
	C


As you can see in table

Unanimous recommendation: 
Project C is the superior investment across all five appraisal techniques.

[bookmark: _Toc227925584]4.8 Project Recommendation and Justification

Project C is recommended for the following reasons:  

1.Minimal payback period (3.6 years) - especially applicable considering the cash flow constraints faced by Ford in the short term because of EV losses and the possible tariff effects. An increased rate of capital repatriation enhances liquidity strength.

2.Highest ARR (12.0) - higher than the WACC of 10-11 estimated by Ford, so it is the only project that can potentially generate value in case of synergies realised or discount rate changed.
3.Minimum negative NPV and maximum PI - Project C is the least depreciated in terms of the present value; at a slightly lower discount rate (say 8 percent), the project will have a positive NPV.

4.IRR of 8.6% - nearest to the hurdle rate of all three choices; minor changes in cash flow assumptions (e.g., operational efficiencies, government EV incentives) can take the IRR over 10.

Project C 

(large inflows in Years 34) fits the growth trajectory of the Project C well as the commercial vehicle services revenue is projected to increase with subscription penetration, which will give a natural cash flow fit.
Non-financial risk factors: The cash flows of the project C in Years 1-2 are low, which is risky in case of the worsening of macroeconomic conditions (e.g., recession, credit tightening). Nevertheless, the cash position of Ford of $22.9 billion and availability of undrawn revolving credit facilities of 14.9 billion gives sufficient buffer to cover the deficit in the initial years(Ford Motor Company, 2024). Political risk - especially escalation of tariffs would impact most negatively on Projects A and B, which have a greater cashflow dependence on cross-border supply chains in the short term. The level of demand stability is achieved by customer loyalty and the strength of the Ford Pro commercial brand, which is not seen in more cyclical consumer-facing segments.  

[bookmark: _Toc227925585]4.9 Capital Rationing: Best Combination up to £100 Million

With a maximum budget of £100 million and each project requiring £50 million:

	Combination
	Projects
	Total Investment
	Combined NPV

	A + B
	A and B
	£100m
	−£16.99m

	A + C
	A and C
	£100m
	−£10.67m

	B + C
	B and C
	£100m
	−£10.28m



As you can see in table

The Most optimal combination: Projects B + C with a combined NPV of -10.28m is less negative than the A+C (-10.67m) or A+B (-16.99m). By ranking by Profitability Index, C (0.960) is ranked first, then B (0.834). B+C is the best allocation with both C and B chosen in their entirety with the use of £100 million. This mix maximises the payoff per pound of capital invested within the constraints given, and diversifies risk between the low-risk steady annuity profile of Project B and the high-payoff later years of
Project C.      




[bookmark: _Toc227925586]5. Conclusion

Ford Motor Company has a complicated yet a strong financial profile in 2020 - 2024. Operational performance - Adjusted EBIT - has been steady at around 10 billion per annum, with the core of Ford Pro growth and profitability. Nevertheless, the GAAP net income is thin, volatile, and susceptible to special items, with the most significant ones being EV losses, pension remeasurement, and Rivian-related investment gains and losses. The cash operating cycle is well controlled with a less than 8 days cycle, however, the deteriorating payables days needs to be addressed with working capital reforms. A partial Ford Pro IPO is the most value-accretive restructuring alternative, which can be used to finance EV investment without compromising the quality of credit. Project C is a clear winner in all five techniques in investment appraisal and should be approved as a separate project or in conjunction with Project B within capital rationing limits.
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