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[bookmark: _Toc227885472]EXECUTIVE SUMMARY
In this report, the financial performance of the Volkswagen Group will be evaluated over the years 2021-2024 and provide strategic advice on the financial status and investment decisions. The analysis shows that the company had been able to achieve a good growth in revenue until 2023, but its profitability began to decline in 2024, as the company was experiencing increased costs and financial pressures. The key financial indicators demonstrate the decline in operating efficiency, growing debt and degrading liquidity, indicating the new risks of long-term sustainability. The working capital analysis shows that the liquidity is becoming stricter due to increasing current liabilities and inefficiency of receivables and inventory management. In reaction, the report suggests tactical financial restructuring, such as cost-cutting, debt optimisation, better use of assets, and improved working capital management to reinforce financial stability. The investment appraisal analyses three projects under Payback Period, ARR, NPV, IRR and Profitability Index. Despite the fact that all of the projects fail to satisfy the necessary 10% of the required return, Project C shows the best results, having the highest IRR and the lowest negative NPV. With capital rationing, projects B and C are determined as the best investment decision. In general, the report combines financial analysis and strategic decision-making to facilitate better performance and sustainable growth.
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[bookmark: _Toc227885473]1. Introduction
[bookmark: _Toc227885474]1.1 Company Context
Volkswagen Group is one of the most successful automotive manufacturers in the world, which is globally located with multiple brands and business divisions globally. Its business is organised into major units, such as Passenger Cars, Commercial Vehicles, Power Engineering, and Financial Services. Such a multi-segment structure offers a high degree of operational complexity where the company is subjected to diverse market conditions, regulatory and financial risks in different regions. This complexity needs proper governance and finances to sustain performance and stability (Farooq et al., 2022). Moreover, companies that are in heterogeneous and unpredictable settings should pay close attention to capital structure and risk exposure in order to promote growth in the long term (Çam and Özer, 2022). Consequently, a detailed financial analysis is needed to assess the efficiency of the Group in using its resources, profitability, and long-term financial viability (Eleje et al., 2020).
[bookmark: _Toc227885475]1.2 Aim of the Report
This report aims to assess the financial performance of Volkswagen Group in the years 2021-2024. It evaluates such vital areas as profitability, liquidity, and financial stability, as well as working capital efficiency. The report also offers strategic financial restructuring solutions and performs investment appraisal through capital budgeting methods. This report combines a financial statement analysis with strategic financial decision-making.




[bookmark: _Toc227885476]2. FINANCIAL HEALTH CHECK
[bookmark: _Toc227885477]2.1 Revenue and Profit Trend Analysis
[bookmark: _Toc227885121]Table 1: INCOME STATEMENT SUMMARY (€ Million)
	Item
	2021
	2022
	2023
	2024

	Sales Revenue
	250,200
	279,232
	322,284
	324,656

	Cost of Sales
	(202,959)
	(227,005)
	(261,262)
	(265,184)

	Gross Profit
	47,241
	52,228
	61,022
	59,472

	Operating Result
	19,275
	22,124
	22,576
	19,060

	Financial Result
	851
	(81)
	618
	(2,255)

	Earnings Before Tax
	20,126
	22,044
	23,194
	16,806

	Income Tax
	(4,698)
	(6,208)
	(5,266)
	(4,411)

	Net Income
	15,428
	15,836
	17,928
	12,394


(Source: Volkswagen Group Annual Report)
[bookmark: _Toc227826796]Figure 1: Revenue and Profit Trends (2021–2024)

The figures in Table 1 and as shown in Figure 1 give a clear picture of the financial performance of Volkswagen Group during the four years. The sales revenue depicts a good upward trend with an upward movement of €250,200 million in 2021 to this year, with a value of €322,284 million, indicating a good growth in demand and market expansion (Cui et al., 2021). Nevertheless, this growth decreases greatly in 2024, where the revenue only grows slightly to €324,656 million, which may indicate a plateau. The same can be said of gross profit, which will increase steadily to a high of €61,022 million in 2023 and then fall slightly to €59,472 million in 2024. This implies mounting cost pressures, with the cost of sales increasing faster than revenue (Baby et al., 2024). The operating results are also quite stable between 2022 and 2023, but decrease to the level of €19,060 million in 2024, which reveals the appearance of operational inefficiencies (Le and Ngo, 2020).
The financial outcome is also quite volatile, as the company has gone from a positive figure of 851 million in 2021 to a major negative figure of 2255 million in 2024. This variation means additional financial expenditure or negative external influences affecting non-operational performance. As a result, the net income and earnings before tax are highest in 2023, and then the earnings before tax and net income are high in 2023 but then drop drastically to 12394 million in 2024. On the whole, the evidence provided by the table and figure indicates that although Volkswagen has experienced a high growth until 2023, profitability and financial health deteriorated in 2024, which raises doubts about the sustainability of its performance (Tiffany and Sufiyati, 2023).
[bookmark: _Toc227885478]2.2 Profitability Performance
[bookmark: _Toc227885122]Table 2: PROFIT ATTRIBUTION (€ million)
	Item
	2021
	2022
	2023
	2024

	Shareholders
	14,843
	14,867
	16,013
	10,721

	Hybrid Investors
	539
	576
	586
	630

	Non-controlling Interests
	46
	393
	1,329
	1,043


(Source: Volkswagen Group Annual Report)
Table 2 shows that the profit attribution of the Volkswagen Group is heavily skewed towards shareholders, but this is diluted as time progresses. The income of shareholders grows from 2021 to 2023 (reaching €14,843 million and €16,013 million, respectively), then drops significantly to 10,721 million in 2024. This is a decline that indicates the total decrease in net income and shows the decreasing benefits of primary investors (Mitton, 2024).
Simultaneously, non-controlling interests tend to increase significantly, and in 2023, their value grows significantly, to €1,329 million, and slightly diminishes to €1,043 million in 2021 and 2023, respectively. This pattern indicates that an increasing proportion of the profits is being paid to minority stakeholders, which is damaging the profits of shareholders of Volkswagen (Hassan and Giouvris, 2020). The redistribution of profits also involves increasing hybrid investor returns gradually, which will rise to €630 million in 2024. In general, the change has a detrimental effect on shareholder value and makes the firm less appealing to an equity investor (Fama and French, 2021).
[bookmark: _Toc227885123]Table 3: EARNINGS PER SHARE (€)
	EPS
	2021
	2022
	2023
	2024

	Ordinary Share
	29.59
	29.63
	31.92
	21.36

	Preferred Share
	29.65
	29.69
	31.98
	21.42


(Source: Volkswagen Group Annual Report)
The earnings per share (EPS) data reinforce this trend. EPS remains relatively stable between 2021 and 2023, peaking in 2023, but declines sharply in 2024. This significant drop indicates reduced profitability per share and signals lower returns to investors. Such a decline may adversely affect market perception and investor confidence, as EPS is a key metric in equity valuation.
[bookmark: _Toc227885124]Table 4: PROFITABILITY RATIOS
	Ratio
	2021
	2022
	2023
	2024

	Gross Profit Margin
	18.88%
	18.70%
	18.93%
	18.32%

	Operating Margin
	7.70%
	7.92%
	7.01%
	5.87%

	Net Profit Margin
	6.17%
	5.67%
	5.56%
	3.82%


(Source: Volkswagen Group Annual Report)
[bookmark: _Toc227826797]Figure 2: Profitability Ratios Trend of Volkswagen Group (2021–2024)

The profitability ratios in Table 4 and as shown in Figure 2 shed more light on the efficiency of the operations of Volkswagen. The gross profit margin is rather constant in the period between 2021 and 2023, which means that cost control at the production level is stable. Nevertheless, a minor decrease in 2024 indicates growing input prices or pricing strain (Le & Ngo, 2020).
The operating margin indicates a slight increase in 2022 and a subsequent downward trend, which is more pronounced in 2024. This means that there is an increase in operating cost, which may be related to inflationary pressures or higher administrative and distribution costs (Tiffany and Sufiyati, 2023).
The greatest fluctuation is in the net profit margin, which decreases steadily throughout the period and plummets to 3.82% in 2024. As shown in Figure 2, all of the profitability measures show a downward trend in 2024, which proves that costs are rising at a higher pace than revenue. This decline underscores mounting pressure on the profitability of Volkswagen and questions its capacity to maintain earnings growth and provide reliable returns to its shareholders (Baby et al., 2024).
[bookmark: _Toc227885479]2.3 Financial Position Analysis
[bookmark: _Toc227885125]Table 5: BALANCE SHEET SUMMARY (€ million)
	Item
	2021
	2022
	2023
	2024

	Non-current Assets
	328,261
	340,464
	360,694
	387,674

	Current Assets
	200,347
	224,309
	239,644
	245,231

	Total Assets
	528,609
	564,772
	600,338
	632,905

	Total Equity
	146,154
	178,327
	189,912
	196,731

	Non-current Liabilities
	218,062
	203,453
	204,552
	219,134

	Current Liabilities
	164,393
	182,992
	205,874
	217,039


(Source: Volkswagen Group Annual Report)
As reported in Table 5, the financial position of the Volkswagen Group grew steadily in the period 2021-2024. The total assets grew to be €632,905 million after starting to grow from €528,609 million. The growth can be primarily attributed to the increase in non-current assets, which means long-term investment and strategic development (Baby et al., 2024). Current assets, in turn, rose, but at a less rapid pace, indicating an average enhancement in short-term resources.
Nevertheless, the liabilities increased considerably, especially current liabilities, which increased between 2021 and 2024 by an amount of €164,393 million to €217,039 million, respectively. It means that there are growing short-term financial commitments and a possible liquidity strain (Nguyen and Dao, 2022).
The retained earnings helped boost equity, which went up to €196,731 million compared to the previous figure of €146,154 million. Nevertheless, the increase in liabilities became higher during specific periods, which implies increased dependence on external funding and poses long-term financial sustainability (Eleje et al., 2020).
[bookmark: _Toc227885126]Table 6: FINANCIAL RATIOS
	Ratio
	2021
	2022
	2023
	2024

	Current Ratio
	1.22
	1.23
	1.16
	1.13

	Debt-to-Equity
	2.62
	2.17
	2.16
	2.22


(Source: Created by owner)
[bookmark: _Toc227826798]Figure 3: Financial Position Trend of Volkswagen Group (2021–2024)

Table 6 indicates the most important financial ratios, whereas Figure 3 shows the general trend in the financial position of Volkswagen Group in 2021-2024. As it is observed in Table 5, the total assets grew consistently between 2021 (€528,609 million) and 2024 (€632,905 million), which is a good sign of growth. It was complemented by an increase in both non-current and current assets and indicates further investment into long-term infrastructure and operational capacity (Agudelo Aguirre and Agudelo Aguirre, 2024; Nakatani, 2023).
Nevertheless, liabilities have also grown remarkably within the same period, with the growth being 382,455 million in 2021 to 436,173 million in 2024. This implies that a large percentage of asset development has been funded with debt, which casts doubt on the sustainability of the financial structure of the company (Heath and Sertsios, 2022). Despite the growth of equity, which rose to €146,154 million to 196,731 million, with the help of retained earnings, the ratio is still lower than that of liabilities, meaning that the company is becoming increasingly dependent on external capital (Sdiq and Abdullah, 2022).
Table 6 supports this observation with the financial ratios. The current ratio decreases from 1.23 in 2022 to 1.13 in 2024, indicating a slow deterioration in short-term liquidity (Zhao et al., 2023). Though it remains higher than 1, the downward trend shows an increasing stress on the firm to support its short-term commitments. Equally, the debt-to-equity ratio is high and steady (more than 2) during the period, which proves that high leverage and financial risk are present. Figure 3 also corroborates this discussion, which demonstrates that liabilities are increasing at a higher rate than equity, indicating a transition to debt-based growth.
[bookmark: _Toc227885480]2.4 Cash Flow Quality Analysis
[bookmark: _Toc227885127]Table 7: Cash Flow Summary
	Item
	2021
	2022
	2023
	2024

	Operating CF
	38,633
	28,496
	19,356
	17,151

	Investing CF
	(26,128)
	(41,822)
	(19,812)
	(31,573)

	Financing CF
	(7,754)
	4,225
	16,008
	11,140

	Net Change
	5,691
	(9,385)
	13,785
	(3,226)

	Cash End
	39,123
	29,738
	43,522
	40,296


(Source: Volkswagen Group Annual Report)
[bookmark: _Toc227826799]Figure 4: Cash Flow Trends of Volkswagen Group

Table 7 shows that the operating cash flow of Volkswagen is falling drastically in the period between 2021 and 2024. The operating cash flow declined significantly in 2024 to 17,151 million, as compared to 38,633 million in 2021, and this indicates the deterioration of internal cash generation (Yenni et al., 2021). This negative pattern is maintained, as Figure 4 displays, and indicates decreasing core operations cash inflows.
When put in competition with profitability, a worrying disparity arises. Although net income did not change much, operating cash flow decreased consistently, which indicates that the company cannot transform profits into cash efficiently (Laghari et al., 2023). This can be a sign of a deficiency in working capital management or a more heavy dependency on non-cash accounting items. There is also a volatility of cash flow. Cash flow investment is negative, indicating sustained growth, and financing cash flow becomes positive in the later years, indicating more dependence on external financing (Çam & Özer, 2022; Bukalska and Maziarczyk, 2023).
[bookmark: _Toc227885128]Table 8: Liquidity Position
	Item
	2021
	2022
	2023
	2024

	Gross Liquidity
	73,637
	79,509
	85,380
	84,959

	Borrowings
	(210,213)
	(205,312)
	(232,813)
	(254,081)

	Net Liquidity
	(136,576)
	(125,803)
	(147,433)
	(169,122)


(Source: Volkswagen Group Annual Report)

This financial strain is further supported by Table 8. The gross liquidity is improving moderately, but borrowings increase significantly and are now at €210,213 million in 2021 and at 254,081 million in 2024. In turn, net liquidity still has negative values and deteriorates over the period to reach the amount of €(169,122) million in 2024. This proves that the liquidity position of the company is more secured by debt than by internally generated cash (Bukalska and Maziarczyk, 2023). Cash generation is also declining, despite accounting profits, which points to the risk of liquidity (Nguyen and Dao, 2022).
[bookmark: _Toc227885481]2.5 Segment & Regional Performance
[bookmark: _Toc227885129]Table 9: Segment Revenue (2023)
	Segment
	Revenue (€ million)

	Passenger Cars
	245,680

	Commercial Vehicles
	45,731

	Power Engineering
	4,044

	Financial Services
	54,128


(Source: Volkswagen Group Annual Report)
Table 9 indicates that the revenue of Volkswagen is concentrated on the Passenger Cars segment, which generates revenue of 245,680 million and contributes about 75 per cent of the total revenue. This underscores the fact that the company is well-positioned in the automotive market (Anuno et al., 2023). Nevertheless, this dominance poses a big concentration risk as performance is highly reliant on one segment. The other segments provide much less support, with Financial Services and Commercial Vehicles offering moderate support, and Power Engineering having a small share (Mitton, 2024). This shows poor diversification and exposure to fluctuations in the automotive market.
[bookmark: _Toc227885130]Table 10: Regional Revenue (2023)
	Region
	Revenue (€ million)

	Germany
	59,646

	Europe (excl. Germany)
	128,303

	North America
	67,908

	Asia-Pacific
	50,109


(Source: Volkswagen Group Annual Report)
Table 10 shows the same trend geographically, with the high concentration being in Europe. The highest proportion is combined revenue between Germany and the rest of Europe, with Europe (excluding Germany) contributing to it alone, with 128,303 million (Çam & Özer, 2022). North America and Asia-Pacific are major revenue contributors, but their contribution is still relatively low, suggesting a lack of geographic diversification (Sahu and Debata, 2025).Overall, Volkswagen demonstrates strong financial growth between 2021 and 2023, particularly in revenue and asset expansion. However, this positive trend weakens in 2024, with declining profitability and reduced earnings performance. The company’s increasing reliance on debt financing, combined with a deterioration in operating cash flow, highlights growing financial pressure. These factors indicate emerging strategic risks, suggesting that while Volkswagen remains financially strong, its long-term sustainability may be challenged without improvements in profitability, liquidity, and financial structure.
[bookmark: _Toc227885482]3. WORKING CAPITAL MANAGEMENT ANALYSIS
[bookmark: _Toc227885483]3.1 Working Capital Position
[bookmark: _Toc227885131]Table 11: Working Capital Data (€ million)
	Item
	2021
	2022
	2023
	2024

	Current Assets
	200,347
	224,309
	239,644
	245,231

	Current Liabilities
	164,393
	182,992
	205,874
	217,039

	Working Capital
	35,954
	41,317
	33,770
	28,192


(Source: Volkswagen Group Annual Report)
Working capital = current assets - current liabilities. Table 11 shows that the working capital of Volkswagen rose to 41,317 million in 2022 compared to 35,954 million in 2021, reflecting an improvement in short-term liquidity (Nguyen and Dao, 2022). Nevertheless, this tendency changes in the following years, with working capital dropping to €33,770 million in 2023 and to 28,192 million in 2024.
This contraction implies a tightening working capital status, mainly caused by the accelerated growth rate of current liabilities in comparison to current assets. Despite the positive working capital, the negative trend in the margin reflects the increasing pressure on the liquidity (Tutar et al., 2025). On the whole, the trend indicates rising short-term financial pressure, which implies that Volkswagen can run into difficulties with its operational liquidity management.
[bookmark: _Toc227885484]3.2 Efficiency Analysis
[bookmark: _Toc227885132]Table 12: Working Capital Ratios
	Ratio
	2021
	2022
	2023
	2024

	Inventory Days
	75
	84
	75
	78

	Receivable Days
	22
	24
	25
	24

	Payable Days
	90
	98
	92
	95


(Source: Volkswagen Group Annual Report)

Inventory, receivable, and payable days are used to evaluate the working capital efficiency, which is a combination of the three and determines the efficiency of the operational cash management of the company. Table 12 demonstrates that the number of days in inventory varies during the period, reaching 75 days in 2021 to 84 days in 2022 and stabilising at 75-78 days in 2023 and 2024 (Seth et al., 2021). This implies that the inventory levels are quite high, which may reflect inefficient inventory control or slower inventory turnover (Yenni et al., 2021).
The receivable days indicate a gradual rise from 22 days in 2021 to 25 days in 2023, and then slightly to 24 days in 2024. This means that customers are paying more slowly, which can lead to delays in cash inflows and pressure on working capital (Kamuangu, 2024).
Payable days are always higher than inventory and receivable days, with a range of 90 to 98 days (Nguyen and Dao, 2022). It means that the utilisation of supplier credit to delay the cash outflows is actually being utilised by Volkswagen to compensate for the impact of slower receivables and inventory turnover to some extent. The total cash cycle is not very high; however, the increase in the days of receivable and inventory reveals that the operational management has certain inefficiencies (Zhao et al., 2023). Such trends mean that although the firm has long payment terms with suppliers, inventory control and receivables turnover are to be enhanced to make the whole business more efficient.
[bookmark: _Toc227885485]3.3 Cash Conversion Cycle
The cash conversion cycle (CCC) measures the time taken by a company to convert its investments in inventory and receivables into cash, after accounting for payments to suppliers. It is calculated as:

According to the ratios calculated above, the CCC of Volkswagen is not very volatile throughout the period but demonstrates minor variations. In 2021, the CCC is approximately 7 days (75 + 22 – 90), increasing to around 10 days in 2022, before returning to 8 days in 2023 and 7 days in 2024. This implies that the company takes about a week to transform its operational activities into cash (Seth et al., 2021).
The longer CCC, as a rule, means that there is more cash tied up in operations, thus limiting its liquidity. The cycle is not very long in the case of Volkswagen, which implies effective working capital management in general. Nevertheless, the marginal rise in receivable and inventory days shows that cash is being tied up in operations more, which can decrease short-term liquidity (Alodat et al., 2022).
This trend is especially significant when it is associated with the decreasing operating cash flow that was previously noticed. Although the CCC is fairly contained, the decrease in operating cash flow indicates that operational cash efficiency is deteriorating (Laghari et al., 2023). Altogether, the CCC of Volkswagen is still manageable, but the trends show an increased strain on cash flow efficiency and liquidity management.
[bookmark: _Toc227885486]3.4 Problems Identified
The working capital and cash conversion cycle analysis shows that Volkswagen has a number of problems with its short-term financial management. To begin with, the cash conversion cycle is quite short, but the gradual rise in the receivable and inventory days means that the cash cycle slows down, and it is possible that the cash recovery and inventory turnover are inefficient (Seth et al., 2021). Secondly, the current liabilities have grown steadily throughout the period, which signals the growth of short-term liabilities and the dependence on external financing (Fama and French, 2021). Lastly, the liquidity is deteriorating as demonstrated by the decreasing current ratio and decreasing working capital, which means that the company is growing under pressure to fulfil its short-term obligations effectively (Nguyen and Dao, 2022).
[bookmark: _Toc227885487]3.5 Recommendations
To enhance the efficiency of working capital, Volkswagen ought to adopt more stringent credit control measures to hasten the collection of receivables and minimise delays in the flow of cash (Yenni et al., 2021). Besides, better demand forecasting and optimisation of supply chains may be useful in reducing the amount of excess stock and releasing cash. The company will also need to negotiate better payment conditions with suppliers to stretch payment without ruining relations. Moreover, the use of digital financial management systems can improve the monitoring and control of working capital. All these actions will enhance liquidity, enhance cash flow stability, and decrease short-term financing reliance (Din et al., 2022)
[bookmark: _Toc227885488]4. STRATEGIC FINANCIAL RESTRUCTURING PLAN
[bookmark: _Toc227885489]4.1 Equity Structure Analysis
[bookmark: _Toc227885133]Table 13: Equity Movement Summary (€ million)
	Item
	2021
	2022
	2023
	2024

	Opening Equity
	128,783
	146,154
	178,328
	189,912

	Net Income
	14,843
	14,867
	16,013
	10,721

	OCI
	6,442
	11,226
	(2,402)
	2,154

	Dividends
	(3,022)
	(4,984)
	(4,984)
	(5,779)

	Closing Equity
	146,154
	178,327
	189,912
	196,731


(Source: Volkswagen Group Annual Report)
In Table 13, the equity movement indicates that the total equity of Volkswagen has steadily increased in the period, starting with a value of €146,154 million in 2021, then growing to €196,731 million in 2024. Retained earnings are the main source of this growth due to net income (Mitton, 2024). But, in a more detailed look, there is an increasing stress on equity sustainability.
The amount of dividends paid out is growing steadily, with a figure of €3,022 million in 2021 and €5,779 million in 2024. Although dividends play a significant role in ensuring investor confidence, the increase in the dividend payout decreases the amount of earnings retained in the business (Fama and French, 2021). This becomes particularly concerning in 2024, when net income declines significantly to €10,721 million, yet dividend payments remain high. 
This implies that the greater percentage of earnings is being given out instead of being reinvested. Moreover, the volatility of equity growth is further added by changes in other comprehensive income (OCI), especially the negative value in 2023 (Farooq et al., 2022). Despite the overall growth in equity, the summative effect of falling profitability and high dividend payouts indicates that internal equity creation is deteriorating (Sdiq and Abdullah, 2022). Comprehensively, the analysis shows that the equity growth of Volkswagen is pressured with retained earnings becoming increasingly limited due to decreasing profits and increasing dividend payments.
[bookmark: _Toc227885490]4.2 Core Financial Issues
Financial analysis of Volkswagen Group demonstrates that there are several issues that are interrelated and indicate its poor financial stability and sustainability. Firstly, profitability is reduced in 2024. The net income, as indicated in the income statement, has worsened between 2023 and 2024, from €17,928 million to €12,394 million, respectively. This decrease indicates a strain on the operating performance, which is further justified by the decrease in operating margins and earnings per share (EPS) (Tiffany and Sufiyati, 2023). The decline in EPS shows that it directly affects shareholder returns in a negative way and could have an effect on investor confidence (Fama & French, 2021).
Secondly, the company has a decline in the quality of its cash flow. Cash flow operations have steadily declined since the year 2021, when they stood at €38,633 million, to 2024, when it was at €17,151 million. This downward trend highlights a growing gap between accounting profits and actual cash generation (Ellili, 2022). This divergence implies that there are inefficiencies in working capital management or that it is becoming more and more dependent on non-cash accounting adjustments, neither of which strengthens its financial flexibility (Laghari et al., 2023).
Thirdly, there is an increasing reliance on debt on the balance sheet. Total borrowings rose from 2021 to €210,213 million to €254,081 million in 2024, resulting in a continuously large debt-to-equity ratio. This means that much of the growth by the company is being funded by external borrowing instead of its own capital (Heath and Sertsios, 2022). In sum, the lack of profitability, poor cash flow, increased debt, and decreased EPS all demonstrate structural financial flaws that need urgent strategic response.
[bookmark: _Toc227885491]4.3 Strategic Solutions
To address the identified financial challenges, Volkswagen must implement a comprehensive and data-driven financial restructuring strategy aimed at improving profitability, reducing financial risk, and strengthening liquidity (García-Benau et al., 2021).
First, it needs to reduce the costs to regain profitability. The falling operating margins show that the cost is rising faster than the revenue. VW ought to strive to enhance cost-efficiency in its operation, especially in its production and supply chain management (Baby et al., 2024). This could be done by automation and optimisation of processes, as well as better procurement strategies. Decreased superfluous administrative and distribution costs will also boost operating performance and facilitate margin recovery (Tiffany & Sufiyati, 2023).
Secondly, debt restructuring is paramount in order to lower the financial risk. The growing dependency on borrowings has increased the leverage position of the company and subjected it to increased interest payments and financial risks (Heath and Sertsios, 2022). VW should strive to restore its capital structure by slowly scaling down the amount of debt. This may include refinancing current debt at a reduced interest rate, extending repayment terms, or ensuring that high-cost liabilities are repaid (Nakatani, 2023). Also, equity can be enhanced by retained earnings or selective equity financing to improve the debt-equity ratio and increase financial stability (Sdiq & Abdullah, 2022).
Thirdly, optimisation of assets must be considered as a priority in order to enhance operational efficiency. VW has a large base of assets, and not all of them are likely to be paying off. The firm ought to determine assets that are underperforming or non-core and may divest them to release funds. This would enable redistribution of resources to more productive sectors, enhancing overall use of assets. Enhancing asset turnover through better capacity utilisation and operational efficiency will further strengthen financial performance (Mitton, 2024).
Lastly, it is necessary to strengthen liquidity as the operating cash flow has decreased (Sdiq & Abdullah, 2022). Volkswagen ought to have a focus on working capital management by lowering inventory, speeding up receivable collection processes, and ensuring effective cash management systems. Cash tied up in operations can be minimised by implementing more stringent credit policies and enhancing demand forecasting. As well, having sufficient liquidity reserves and obtaining flexible credit facilities will act as a buffer to short-term financial pressure. Collectively, these initiatives will help resolve the underlying financial challenges through an increase in profitability, lessening dependence on debt, and increasing liquidity, which will underpin sustainable long-term growth.
[bookmark: _Toc227885492]4.4 Impact Evaluation
The suggested financial restructuring strategies will greatly enhance the financial performance and stability of Volkswagen. The operating efficiency will be directly increased by the cost reduction initiatives and will result in the improvement of profit margins (Baby et al., 2024). Earnings per share (EPS) will bounce back as the operating and net profitability go up, enhancing shareholder returns and improving investor confidence (Heath and Sertsios, 2022).
The restructuring of debt will contribute significantly to the minimisation of financial risk. Reducing leverage and interest payments will help Volkswagen increase financial flexibility and resistance to economic shocks (Eleje et al., 2020). The capital structure will also be more balanced, which will also improve the credit profile of the company, potentially leading to lower future borrowing costs and better access to capital markets (Çam & Özer, 2022).
Optimisation of assets will also lead to improved utilisation of the resources so that the capital is invested in the most effective parts of the business. This will improve asset turnover and overall operational efficiency, supporting long-term profitability. The sale of non-core assets will also result in more cash inflows, which will further enhance liquidity (Mitton, 2024).
Liquidity improvement will also enhance the stability of the cash flow, so that the company is able to pay the short-term obligations without overreliance on outside funding (Laghari et al., 2023). Better working capital management will enhance the conversion of profits into cash, which bridges the existing difference between accounting profits and cash flows.
All these strategies should yield a positive effect on the financial situation of Volkswagen, making the company more profitable, liquid, and less financially risky. This combined strategy will place the company in a more stable and sustainable long-term growth.
[bookmark: _Toc227885493]5. INVESTMENT APPRAISAL AND CAPITAL BUDGETING
5.1 Project Introduction
The three mutually exclusive projects included in the investment appraisal are Project A, Project B, and Project C, all of which would require an initial investment of £50 million and produce cash inflows over a span of five years. Project A generates average and slowly growing cash flows, whereas Project B has annual, stable, and constant returns. Project C, on the other hand, has lower initial returns that have much higher cash inflows in subsequent years. Such different patterns of cash flow indicate different risks and returns, which are the foundation of comparative financial analysis (Nguyen & Dao, 2022).
[bookmark: _Toc227885494]5.2 Financial Evaluation
[bookmark: _Toc227885495]5.2.1 Payback Period (PBP)
[bookmark: _Toc227885134]Table 14: Payback Period Calculation (£ million)
	Year
	Project A
	Cumulative A
	Project B
	Cumulative B
	Project C
	Cumulative C

	0
	-50
	-50
	-50
	-50
	-50
	-50

	1
	10
	-40
	11
	-39
	5
	-45

	2
	12
	-28
	11
	-28
	10
	-35

	3
	14
	-14
	11
	-17
	20
	-15

	4
	10
	-4
	11
	-6
	25
	10

	5
	8
	4
	11
	5
	5
	15



Results:
· Project A: 4.50 years 
· Project B: 4.55 years 
· Project C: 3.60 years 
Project A has the shortest payback period, which means that it recovers its investment the quickest, making it more favourable in terms of liquidity. The variability in projects is, however, slight. Notably, this technique is inconsiderate of the time value of money and post-payback returns, so it is not useful in long-term decision-making.
[bookmark: _Toc227885496]5.2.2 Accounting Rate of Return (ARR)
[bookmark: _Toc227885135]Table 15: Accounting Profit Calculation (£ million)
Formula used:


	Item
	Project A
	Project B
	Project C

	Initial Investment
	50
	50
	50

	Total Cash Inflows (Years 1–5)
	54
	55
	65

	Total Accounting Profit
	4
	5
	15

	Average Annual Profit
	0.8
	1.0
	3.0



[bookmark: _Toc227885136]Table 16: ARR Calculation
Formula used:

	Project
	Average Annual Profit (£m)
	Initial Investment (£m)
	ARR Calculation
	ARR (%)

	A
	0.8
	50
	(0.8 ÷ 50) × 100
	1.60%

	B
	1.0
	50
	(1.0 ÷ 50) × 100
	2.00%

	C
	3.0
	50
	(3.0 ÷ 50) × 100
	6.00%


Accounting Rate of Return (ARM) is used to determine the average accounting profit generated by each project per year on a percentage basis of the initial investment. According to Table 14 and Table 15, Project C has the highest ARR of 6.00, then Project B has 2.00, and Project A has 1.60. This shows that Project C has the best accounting payoff in the five years (Bukalska & Maziarczyk, 2023).
The outcome is because Project C has much greater total cash inflows of £65 million as opposed to the €55 million of Project B and €54 million of Project A. Project C has an overall accounting profit of £15 million as a result of a deduction of the initial investment of 50 million, which is significantly greater than the accounting profits made by the other two projects.
Project C is the best choice in terms of accounting profitability. Nevertheless, ARR has weaknesses since it disregards the time value of money and emphasises an average profit instead of creating actual discounted value. This is why ARR cannot be applied alone, but NPV, IRR, and PI must be employed to make a more comprehensive investment decision.
[bookmark: _Toc227885497]5.2.3 Net Present Value (NPV)
[bookmark: _Toc227885137]Table 17: NPV Calculation for Project A (£ million)
	Year
	Cash Flow
	Discount Factor (10%)
	Present Value

	0
	-50.000
	1.000
	-50.000

	1
	10.000
	0.909
	9.090

	2
	12.000
	0.826
	9.912

	3
	14.000
	0.751
	10.514

	4
	10.000
	0.683
	6.830

	5
	8.000
	0.621
	4.968

	Total PV of Inflows
	
	
	41.314

	NPV
	
	
	-8.686



[bookmark: _Toc227885138]Table 18: NPV Calculation for Project B (£ million)
	Year
	Cash Flow
	Discount Factor (10%)
	Present Value

	0
	-50.000
	1.000
	-50.000

	1
	11.000
	0.909
	9.999

	2
	11.000
	0.826
	9.086

	3
	11.000
	0.751
	8.261

	4
	11.000
	0.683
	7.513

	5
	11.000
	0.621
	6.831

	Total PV of Inflows
	
	
	41.690

	NPV
	
	
	-8.310



[bookmark: _Toc227885139]Table 19: NPV Calculation for Project C (£ million)
	Year
	Cash Flow
	Discount Factor (10%)
	Present Value

	0
	-50.000
	1.000
	-50.000

	1
	5.000
	0.909
	4.545

	2
	10.000
	0.826
	8.260

	3
	20.000
	0.751
	15.020

	4
	25.000
	0.683
	17.075

	5
	5.000
	0.621
	3.105

	Total PV of Inflows
	
	
	48.005

	NPV
	
	
	-1.995



[bookmark: _Toc227885140]Table 20: NPV Summary
	Project
	Total PV of Inflows (£m)
	Initial Investment (£m)
	NPV (£m)

	A
	41.314
	50.000
	-8.686

	B
	41.690
	50.000
	-8.310

	C
	48.005
	50.000
	-1.995


[bookmark: _Toc227885498]5.2.4 Internal Rate of Return (IRR)
[bookmark: _Toc227885141]Table 21: IRR Calculation for Project A
	Item
	Value

	NPV at 0% (£m)
	4.000

	NPV at 10% (£m)
	-8.686

	Lower Discount Rate
	0%

	Higher Discount Rate
	10%

	Estimated IRR
	4.37%



[bookmark: _Toc227885142]Table 22: IRR Calculation for Project B
	Item
	Value

	NPV at 0% (£m)
	5.000

	NPV at 10% (£m)
	-8.310

	Lower Discount Rate
	0%

	Higher Discount Rate
	10%

	Estimated IRR
	4.82%



[bookmark: _Toc227885143]Table 23: IRR Calculation for Project C
	Item
	Value

	NPV at 0% (£m)
	15.000

	NPV at 10% (£m)
	-1.995

	Lower Discount Rate
	0%

	Higher Discount Rate
	10%

	Estimated IRR
	8.83%



[bookmark: _Toc227885144]Table 24: IRR Summary
	Project
	NPV at 0% (£m)
	NPV at 10% (£m)
	Estimated IRR

	A
	4.000
	-8.686
	4.37%

	B
	5.000
	-8.310
	4.82%

	C
	15.000
	-1.995
	8.58%


The NPV results show that none of the three projects yields a positive net present value at a 10 per cent discount rate, i.e., none of the projects is financially acceptable on a strict value-maximisation basis (Reis et al., 2025). Nevertheless, Project C has the lowest negative NPV of £1.995 million. The IRR results follow the same order, with Project C giving the highest IRR of 8.58, then Project B of 4.82, and Project A of 4.37. The best project based on the discounted cash flow techniques is project C, but none of the projects exists at the desired 10 per cent return. This consistency of NPV and IRR increases the accuracy of the analysis. In order to simplify the values of IRR, the IRR values have been calculated using the IRR function in Excel.
[bookmark: _Toc227885499]5.3 Decision Making
The investment decision must be carefully considered in terms of risk and payoff, including the timing of cash flows of the three projects. According to the results of the financial appraisal, Project C shows the best overall performance in terms of returns (Eleje et al., 2020). It yields the greatest Accounting Rate of Return (6.00%), the greatest Internal Rate of Return (8.58%), and the least negative Net Present Value (−£1.995 million). This implies that Project C creates the most value when compared to the others, despite not satisfying the necessary 10% discount rate.
Conversely, Project A is doing best with the Payback Period method, whereby it recovers its start-up investment in a span of about 4.50 years. This implies that Project A has superior liquidity with less risk with regard to capital recovery in the short-term. Nevertheless, the payback method excludes the time value of money and cash flows after the payback period, so it cannot be useful in long-term decision making.
Project B has a rather steady cash flow pattern, as the inflows of money are the same (11 million a year) every year (Cui et al., 2021). This way, this lowers variability and risk, but the total returns are lower compared to Project C, which is indicated in the ARR and IRR outcomes.
The timing of cash flow is vital in distinguishing the projects. Project C yields more cash inflows in the later years ( Years 3 and 4 ) and hence returns higher, but on the other hand, is affected by uncertainty in future cash flows. Conversely, Project A has earlier cash flows, enhancing liquidity, but restricting profitability in the long term.
On the whole, short-term and long-term evaluation methods conflict. Although project A is better on the liquidity front, project C is better about value creation and long-term returns. Therefore, decision-making should prioritise discounted cash flow methods, particularly NPV and IRR, as they provide a more reliable measure of financial performance.
[bookmark: _Toc227885500]5.4 Capital Rationing
Given the budget constraint of £100 million, Volkswagen can undertake a maximum of two projects, as each requires an initial investment of £50 million. Under capital rationing, the objective is to select the combination of projects that maximises total value (Tiffany & Sufiyati, 2023).
Based on the Net Present Value results, all projects have negative NPVs at the required discount rate. However, Project C has the least negative NPV (−£1.995 million), followed by Project B (−£8.310 million) and Project A (−£8.686 million). Therefore, Project C is the most favourable option.
To determine the optimal combination, Projects C and B should be selected. This combination results in a total NPV of −£10.305 million, which is higher (less negative) than the alternative combination of Projects C and A (−£10.681 million). Additionally, Project B provides stable cash flows, which helps reduce overall investment risk. Therefore, the combination of Projects B and C represents the most efficient allocation of capital under the budget constraint.
[bookmark: _Toc227885501]5.5 Final Investment Recommendation
According to the overall financial analysis, Project C is suggested as the best course of investment (Hassan and Giouvris, 2020). Project C is the most preferred since it is the one that shows the lowest negative NPV (−£1.995 million) at the discount rate (10 percent) required, thus the loss in value is the least among the options.
Moreover, Project C has the best Internal Rate of Return of 8.58, by far surpassing projects A and B. This affirms its high capability of yielding returns compared to the initial investment. As Project C is riskier because it makes use of later cash flows, the overall profitability of this project is more than worth it.
Strategically, the existing financial status of the Volkswagen company, with decreasing cash flow and rising debt, needs investments with long-term value creation, as opposed to short-term liquidity. Thus, Project C has a longer payback period but fits the vision of the company of improving its profitability and financial performance. On the whole, Project C is the most reasonable and value-based investment choice (Le and Ngo, 2020).
[bookmark: _Toc227885502]6. CONCLUSION
On balance, Volkswagen Group shows a good growth of revenues throughout the 20212023 period, and profitability decreases in 2024, which signals the onset of financial strain. The analysis identifies the main risks, such as increasing debt, decreasing cash flow, and decreasing operating efficiency, which raise questions of financial stability in the long term. Strategic solutions to these problems include cost-cutting, restructuring of debt, asset optimisation, and better working capital management. By investment appraisal, none of the projects can be said to meet the required return, but Project C is determined to be the most viable project because of its comparatively good financial performance and value potential.
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[bookmark: _Toc227885505]Appendix A: Ratio Calculation
[bookmark: _Toc227885506]A1: Financial Ratio Calculations (2021–2024)
	Ratio
	Year
	Formula
	Calculation
	Result

	Current Ratio
	2021
	Current Assets ÷ Current Liabilities
	200,347 ÷ 164,393
	1.22

	
	2022
	
	224,309 ÷ 182,992
	1.23

	
	2023
	
	239,644 ÷ 205,874
	1.16

	
	2024
	
	245,231 ÷ 217,039
	1.13

	Debt-to-Equity Ratio
	2021
	Total Liabilities ÷ Total Equity
	382,455 ÷ 146,154
	2.62

	
	2022
	
	386,445 ÷ 178,327
	2.17

	
	2023
	
	410,426 ÷ 189,912
	2.16

	
	2024
	
	436,173 ÷ 196,731
	2.22

	Gross Profit Margin (%)
	2021
	(Gross Profit ÷ Revenue) × 100
	(47,241 ÷ 250,200) × 100
	18.88%

	
	2022
	
	(52,228 ÷ 279,232) × 100
	18.71%

	
	2023
	
	(61,022 ÷ 322,284) × 100
	18.94%

	
	2024
	
	(59,472 ÷ 324,656) × 100
	18.32%

	Operating Margin (%)
	2021
	(Operating Profit ÷ Revenue) × 100
	(19,275 ÷ 250,200) × 100
	7.70%

	
	2022
	
	(22,124 ÷ 279,232) × 100
	7.92%

	
	2023
	
	(22,576 ÷ 322,284) × 100
	7.00%

	
	2024
	
	(19,060 ÷ 324,656) × 100
	5.87%

	Net Profit Margin (%)
	2021
	(Net Income ÷ Revenue) × 100
	(15,428 ÷ 250,200) × 100
	6.17%

	
	2022
	
	(15,836 ÷ 279,232) × 100
	5.67%

	
	2023
	
	(17,928 ÷ 322,284) × 100
	5.56%

	
	2024
	
	(12,394 ÷ 324,656) × 100
	3.82%



[bookmark: _Toc227885507]A2: Efficiency Ratio Calculations
	Ratio
	Year
	Formula
	Calculation
	Result (Days)

	Inventory Days
	2021
	(Inventory ÷ Cost of Sales) × 365
	(52,274 ÷ 227,005) × 365
	84 days

	
	2022
	
	(52,274 ÷ 227,005) × 365
	84 days

	
	2023
	
	(53,601 ÷ 261,262) × 365
	75 days

	
	2024
	
	(56,720 ÷ 265,184) × 365
	78 days

	Receivable Days
	2021
	(Receivables ÷ Revenue) × 365
	(15,321 ÷ 250,200) × 365
	22 days

	
	2022
	
	(18,581 ÷ 279,232) × 365
	24 days

	
	2023
	
	(21,849 ÷ 322,284) × 365
	25 days

	
	2024
	
	(21,130 ÷ 324,656) × 365
	24 days

	Payable Days
	2021
	(Payables ÷ Cost of Sales) × 365
	(55,985 ÷ 227,005) × 365
	90 days

	
	2022
	
	(61,019 ÷ 227,005) × 365
	98 days

	
	2023
	
	(30,901 ÷ 261,262) × 365
	92 days

	
	2024
	
	(29,772 ÷ 265,184) × 365
	95 days



[bookmark: _Toc227885508]Appendix B: Investment appraisal calculations
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Profitability Ratios Trend of Volkswagen Group (2021–2024)

Gross Profit Margin	2021	2022	2023	2024	0.1888	0.187	0.1893	0.1832	Operating Margin	2021	2022	2023	2024	7.6999999999999999E-2	7.9200000000000007E-2	7.0099999999999996E-2	5.8700000000000002E-2	Net Profit Margin	2021	2022	2023	2024	6.1699999999999998E-2	5.67E-2	5.5599999999999997E-2	3.8199999999999998E-2	Year (2021–2024)
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Financial Position Trend of Volkswagen Group (2021–2024)

Total Assets	2021	2022	2023	2024	528609	564772	600338	632905	Total Equity	2021	2022	2023	2024	146154	178327	189912	196731	Total Liabliites	2021	2022	2023	2024	382455	386445	410426	436173	Non-current Assets	2021	2022	2023	2024	328261	340464	360694	387674	Current Assets	2021	2022	2023	2024	200347	224309	239644	245231	Non-current Liabilities	2021	2022	2023	2024	218062	203453	204552	219134	Current Liabilities	2021	2022	2023	2024	164393	182992	205874	217039	Year (2021–2024)


€ million (Financial Position Values)




Cash Flow Trends of Volkswagen Group (2021–2024)

Operating CF	2021	2022	2023	2024	38633	28496	19356	17151	Investing CF	2021	2022	2023	2024	-26128	-41822	-19812	-31573	Financing CF	2021	2022	2023	2024	-7754	4225	16008	11140	Net Change	2021	2022	2023	2024	5691	-9385	13785	-3226	Cash End	2021	2022	2023	2024	39123	29738	43522	40296	Year (2021–2024)


€ million (Cash Flow Values)




Revenue and Profit Trends (2021–2024)

Sales Revenue	2021	2022	2023	2024	250200	279232	322284	324656	Gross Profit	2021	2022	2023	2024	47241	52228	61022	59472	Operating Result	2021	2022	2023	2024	19275	22124	22576	19060	Net Income	2021	2022	2023	2024	15428	15836	17928	12394	Item	2021	2022	2023	2024	2021	2022	2023	2024	Cost of Sales	2021	2022	2023	2024	-202959	-227005	-261262	-265184	Financial Result	2021	2022	2023	2024	851	-81	618	-2255	Earnings Before Tax	2021	2022	2023	2024	20126	22044	23194	16806	Income Tax	2021	2022	2023	2024	-4698	-6208	-5266	-4411	Year


€ million
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