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[bookmark: _Toc227257561]1.0 Introduction 
[bookmark: _Toc227257562]1.1 Company Overview
Volkswagen Group is headquartered in Wolfsburg Germany is known a leading automobile manufacturer globally and Volkswagen plays an important role in global transition toward electric vehicles. Volkswagen Group as per Freppert et al. (2024) has a diverse portfolio which includes VW, Audi and Porsche and Volkswagen in the current era aims to become a software-driven mobility provider with an official digital presence serves as a primary data source. Volkswagen provides transparent access to its financial trajectory which helps to facilitate a rigorous examination of Volkswagen’s shift from internal combustion engine towards the Volkswagen ID series. 
[bookmark: _Toc227257563]1.2 Objectives
This report helps to provide strategic assessment of Volkswagen’s financial performance from 2021 to 2025 where the primary objective of this report involves identifying the systematic financial challenges that Volkswagen faces regarding supply chain constraints and regarding research and development expenditures to propose a turnaround plan. This report to establish a financial strategy that can be viable for Volkswagen by following Göböly and Földi (2022) a detailed analysis of Volkswagen’s financial health, its working capital optimization and future investments appraisals are necessary. The final objective of this report is therefore to provide evidence-based recommendations that can help Volkswagen to ensure their long-term stability and will helps them to enhance their shareholder value. 
[bookmark: _Toc227257564]2.0 Financial Health Check 
[bookmark: _Toc227257565]2.1 Methodology and Data Sources 
To check the financial health of Volkswagen Group a quantitative and longitudinal analysis of the company’s performance over the five years from 2021 to 2025 has been conducted. The primary data is collected from Volkswagen’s annual reports and from investor relations disclosures which helps to ensure the use of audited and recognized financial information about Volkswagen. This analysis as per Rashid (2021) therefore utilizes Income Statement, Balance Sheet and Statement of Cash Flows which helps to provide financial ratios in six categories which are Profitability, Liquidity, Efficiency, Gearing, Investment and Cash Flow. Microsoft Excel has been utilized to perform the analysis to visualize trends and for accurate computation which allows for a systematic identification of Volkswagen’s strengths and risks within its capital structure.  
[bookmark: _Toc227257566]2.2 Profitability Analysis 
The profitability analysis of Volkswagen Group from 2021 to 2025 shows a downward pressure as Volkswagen transition themselves toward electric mobility. The Gross Profit Margin remained resilient between 18 to 19% between 2021 to 2024 but this margin in 2025 got declined and it as per calculation of different ratios in Appendix 1 is now at 15.92%. The trajectory of Operating Profit Margin also shows a massive decline where it peaked at 7.92% in 2022 but towards 2025 it comes down to 2.75%. This decline phases in the margins reflects the high ‘burn rate’ of capital due to massive research and development expenditures and due to initial lower margins of the Volkswagen ID vehicle series as compared to their internal combustion engine vehicles. 
The efficiency of capital utilization has also weakened where the Return on Equity (ROE) falls sharply from 10.56% in 2021 to 3.40% in the year of 2025 while Return on Assets (ROA) also declined from the peak at 2.99% in 2023 to 1.07% in the year 2025. These figures indicate that Volkswagen currently unable to generate sufficient return on their expanded asset base which includes investments in Gigafactories and infrastructure in software development. The Net Profit Margin as shown by Appendix 1 and Appendix 2 where a drop from 6.17% to 2.14% in the transition period confirms the rising operational costs and inflationary pressures because of raw materials like lithium and cobalt. As per Qureshi and Khan (2025) Volkswagen although maintains a high revenue baseline but the transition strategy for them has reduced their short-term profitability which helps to highlight the urgent need for financial restructuring.  
[bookmark: _Toc227257567]2.3 Liquidity and Solvency Analysis 
The liquidity and solvency position of Volkswagen Group indicates a tight financial flexibility over the period of five years. The Current ratio has experienced a decline from 1.23 in 2022 to 1.09 in 2025 which positions Volkswagen slightly above the standard safety benchmark of 1.0 (Annualreports.com, 2023). This downward trend noticed in Appendix 1 suggest that current assets of Volkswagen are concentrated in less liquid forms such as work in progress for electric vehicle platforms which for Volkswagen leaves a narrow margin to meet their short-term obligations. The Quick Ratio furthermore also dropped from 0.95 in 2021 to 0.85 by 2025 which signifies that without immediate liquidation in the inventory an organization are often unable to cover its current liabilities. The Cash Ratio also remains on the lower side and the figure of 0.17 in the ending period helps to highlight a lean cash management strategy that may pose risks during periods of high market volatility or during the times of supply chain disruptions. 
[bookmark: _Int_FjqDhjTZ][bookmark: _Int_puvhpn6F][bookmark: _Int_gacqER3t]From a perspective of solvency the most important development is the significant erosion of the Interest Converge Ratio. Volkswagen although demonstrates an exceptional coverage level which is at 50.05 at 2022 but this figure declined to 2.73 by 2025. This is a sharp decline and it indicates that Volkswagen’s ability to service its debt obligations with the help of operating profits which for Volkswagen in 2025 has weakened considerably due to as discussed in the profitability analysis the contraction in operating margins. The Debt to Equity Ratio although stabilized at 0.83 but the reduced interest coverage for Volkswagen also mentioned in Zacks Equity Research (2026) which suggest that any further increase in global interest rates or Volkwagen’s faces decline in their net earnings could impair Volkswagen’s long-term financial viability. These metrics therefore also underscores a need for liquidity reforms and optimization in Volkswagen’s capital structure to ensure that their transition strategy remains financially stable. 
[bookmark: _Toc227257568]2.4 Efficiency and Asset Management 
The efficiency with which Volkswagen Group manages its global operations and asset base it remains as an important determinant of Volkswagen’s ability to fund their ‘New Auto’ transition. Volkswagen Group’s Inventory Turnover as per the table in Appendix 1 and as per the Figure in Appendix 3 it has shown relative stability at which fluctuates between 4.64 to 4.94 times annually and in 2025 it is at 4.80. Inventory Days alongside this averaged approximately of 76 days towards the end of the 2021 to 2025 window. The level of inventory holding of Volkswagen reflects the logistical complexity of managing their legacy internal combustion engine components with their expanding supply chain for modular electric drive (MEB) platforms. 
[bookmark: _Int_43V0QEWk]Efficiency of asset utilization can be measured by Total Asset Turnover which is improved from a figure of 0.47 in 2021 to a peak value of 0.54 in 2023 but at the end of the window of 2025 it is at 0.50. The stagnation in this figure indicates that while Volkswagen as per Volkswagen-group.com (2025) generates significant revenue which exceeds 320 billion but the expansion of its asset base due to new gigafactories and new infrastructure to develop software’s for Volkswagen these bases do not yield an increase in their sales volume. Receivable Days on the other current asset side Volkswagen has managed it tightly which remains between 22 to 24 days and it helps to explain strong credit control and effective cash collection from its global dealers. The Payable Days shows a recurring threat where the declined value of 40.63 days in 2025 indicates that to maintain the balance between inventory complexity and towards receivable turnover it is important for Volkswagen as per GuruFocus (2025) to maintain and to prevent an efficiency-based liquidity shortage in times of high investment phase in the electrification strategy. 
[bookmark: _Toc227257569]2.5 Capital Structure and Gearing 
Volkswagen’s capital structure reflects an effort of Volkswagen to balance their debt level among their requirements of significant investments. The Debt to Equity ratio has improved from 1.04 in 2022 to 0.83 in 2025 which reflects an increase in Volkswagen’s equity financing and their retained earnings as compared to their debts. The Debt Ratio also remained stable at approximately at a figure of 0.26 which suggest that debt comprises roughly one-quarter of their total asset base. The Interest Coverage ratio however has collapsed from 50.05 in 2022 to only 2.73 in the year 2025 which suggest that although Volkswagen are manged to maintain their debt levels but the operating profit of Volkswagen is increased as it is consumed by interest obligations. This vulnerability as noted in Appendix 1 highlights a threat to operational flexibility of Volkswagen as it reflects that Volkswagen’s ability to service its debt obligations from current earnings has reached a five-year low. 


[bookmark: _Toc227257570]2.6 Investment and Cash Flow 
Investor metric and cash flow health as per Appendix 6 it reveals a period of diminishing returns for shareholder during the transition to the ‘New Auto’ strategy. Earnings per Share (EPS) dropped significantly from 24.76 in 2021 to 4.88 in 2025. Compressed net margins and significant dividend obligations can be considered as the primary reason for this decline and as per the table market confidence also appears muted as Price-Earnings Ratio falls from 8.85 to 4.03 over the five years period which suggest that investors are pricing in higher risks. Cash and Cash Equivalents as per financial data of Volkswagen its ended in 38.8 billion while the Cash Ratio as per Appendix 1 declined to 0.17 in 2025 from 0.24 in 2021. These figures therefore indicate that Volkswagen maintains a leaner cash position relative to its current liabilities where the net profit of 2.14% shows that Volkswagen’s ability to fund its internal expansion with the help of organic cash flow is under considerable strain. 
[bookmark: _Toc227257571]2.7 Strengths and Threats 
Volkswagen financial strength therefore as per the analysis it lies in its ability to maintain a robust revenue baseline which as per Volkswagen-group.com (2025) has remained over a value of 320 billion in this transition period. Volkswagen Group also demonstrates high efficiency in their credit management where receivable days stays under 25 days which helps to ensure a steady stream of operational cash inflows which helps to support Volkswagen’s short-term needs. 
The analysis shows that Volkswagen faces critical threats where the most important threat for Volkswagen Group is the rapid erosion of the operating profit margin which as per Appendix 1 has fallen to 2.75% in 2025. This figure suggest that the costs of electrification and software development outpaces their revenue growth and it is also supported by a decline in interest coverage ratio to 2.73 which signals a restricted debt servicing capacity of Volkswagen as compared to its previous years. Current Ratio also narrows down to 1.09 from 1.22 which as per S&P Global (2025) reflects that Volkswagen’s liquidity buffer in 2025 is very thin and these indicators collectively points towards a financial distress if Volkswagen cannot improve their profitability of their electric vehicle portfolio.  


[bookmark: _Toc227257572]3.0 Working Capital management Analysis 
[bookmark: _Toc227257573]3.1 Cash Operating Cycle 
The Cash Operating Cycle as per Bagdacs (2025) serves as an important barometer to measure Volkswagen’s operational efficiency as it helps to measure the time elapsed between initial cash outlay for raw materials and the final cash from the sales. In 2025 The Cash Operating Cycle (CCC) as per Appendix 7 it stands at 59.15 days which reflects an upward trend from the fiver-year low of 55.18 which was recorded in 2023. The expansion of the cycle as per Mansour (2025) indicates that capital is remaining tied up in operations for longer period which often impacts the liquidity of an organization and often it also increases the need for external-short term financing. 
Inventory Days significantly influence this cycle which reached 76.03 days in 2025 and for a global manufacturer like Volkswagen as they transition toward a software-based electric vehicle manufacturer for them maintaining stock for 76 days is a complex challenge. High inventory levels although ensure resilience in supply chain against geopolitical volatility but they also trap significant amount of capital in unfinished components and at expensive battery cells of the ID. Series. 
Volkswagen also demonstrates high proficiency to manage their credit sales where Receivable Days are tight as they remained stable around 23 to 24 days. To mitigate the slow inventory turnover Volkswagen utilizes payable Days of 40.63 days which effectively uses supplier credit as an interest-free financing source. Based on the findings therefore for the turnaround strategy to be viable for Volkswagen they must need to aggressively target inventory reductions to reclaim their liquidity and to improve their operational agility. 
[bookmark: _Toc227257574]3.2 Liquidity Reform Strategies 
To address Volkswagen’s declining liquidity position as noted in Appendix 1 which is characterized by a Current Ratio of 1.09 and a Quick Ratio of 0.85 in 2025 a series of working capital reforms are recommended. The most important intervention involves the optimization process of Inventory Days which in 2025 is at 76.03 days. A sophisticated Just-in-Time manufacturing model as guided by Aruleswaran et al. (2025) and with the help of enhancing supply chain digitization for the electric vehicle battery segments is important. With these strategies Volkswagen can reduce the trapped capital as mentioned above which are locked in raw materials and towards work in progress. A targeted reduction of inventory holding time by 10 to 15% will also help to improve the Quick Ratio significantly and it will release the important operating cash flow which will be used to fund the high priority ‘New Auto’ strategy of Volkswagen. 
Volkswagen also needs to enhance its Accounts Payable strategy with its significant market positioning to ethically expand the payment terms. Payable Days as per Appendix 7 is at 40.63 days in 2025 but the proposed negotiation process can extend the figure towards 50 days and with key strategic partners increase the volume of interest-free credit which will effectively act as a liquidity buffer for Volkswagen without incurring additional high interest debts. Implementation of a Supply Chain Financing (SCF) program or with the help of receivable factoring as per Tang and Zhuang (2021) for global dealerships it can accelerate the collection of Accounts Receivable which will ensure that the 23.75 day cycle remains resilient even during periods of volatility on the market. 
[bookmark: _Toc227257575]3.3 Financing Options 
To support Volkswagen’s transition to a software-based electric vehicle manufacturer Volkswagen needs to balance its capital structure with the help of a combination of short-term and long-term financing. In terms of short-term financing options such as commercial paper and overdrafts which offers the flexibility that is required to manage day-to-day operational liquidity and also the fluctuations in the cash operating cycle. These factors helps to carry lower interest rates but often they also exposes an organization to significant risks and interest rate volatility. 
Long-term financing option on the other side is important for the capital-intensive nature of building ‘Gigafactories’ and to develop proprietary software platforms. Corporate bonds such as ‘Green Bonds’ as mentioned by Cui and Chen (2025) aligns with Volkswagen’s sustainability goals and it also helps to attract ESG-focused investors. Bank loans for long-term also helps to provide stability as it matches the duration of the debt with the life of the underlying assets such as manufacturing plants. A critical evaluation therefore suggests that although short-term debt supports immediate needs of the working capital but a long-term financing plan helps to mitigate the risks that are often associated with the research and developments expenditures that are required for new initiatives.  
[bookmark: _Toc227257576]4.0 Strategic Financial Restructuring Plan 
[bookmark: _Toc227257577]4.1 Recommendation of Financial Restructuring Options 
Volkswagen is becoming less profitable, liquidity constrained and electric vehicles transitions is costly in terms of capital equipment, a multi-dimensional approach to financial restructure which is necessary to put Volkswagen back to its feet financially and maintain shareholder value over the long-term (Göböly and Földi 2022). 
Sale of divestiture Non-Core Assets is the quickest restructuring tool that Volkswagen can employ. Having a range with several brands like Audi, Porsche Volkswagen must look at divesting non-performing or marginally non-strategic brands to free up capital which can be reassigned to its core EV components (Potharla, 2025). Some partial sale of Lamborghini or Ducati but not interfering with the core competitive positioning of Volkswagen is mass-market and premium EV markets, may create an ahigh amount of liquidity. This strategy directly solves the decreasing free cash flow which went negative in the years at –6946 million in 2024 and 5944 million in 2025 as liquid brand assets would be converted to deployable capital (Annualreports.com, 2021). The strategic mergers and partnership would provide Volkswagen with a chance to share the growing research and development as well as battery technology investment. Technology alliances with other established battery manufacturers or semiconductors companies would help Volkswagen that unwanted capital spending investment, which has amount to an average of more than 20 billion money a year, and speed up the creation of its effective platform. There are different methods of alliances which have also decreased due to technological risk methods. The third possible solutions are the use of equity injections via direct rights issue or introductions of strategic institutional investors. With the interest coverage ratio of Volkswagen having completely switched to 50.05 in 2022 to only 2.73 in 2025, s strong equity base will help leverage the company and have more capacity to pay interest since it will be easy to service its debt and it will be an indications of confidence by the capital markets. Equity injections could as well give the balance sheet flexibility needed to continue funding investment in gigafactories and software infrastructure without further undue burden on operating cash flows. 


[bookmark: _Toc227257578]4.2 Impact on Shareholder Value 
The restricting actions suggest have important ramifications in three financial aspects which are interrelated. Non-core brand divestiture which could be dilutive to revenue in short-terms would yield imminent returns on capital and would be viewed by investors to be strategic discipline thus contributing to a visible reversal of Volkswagen EPS as the company experienced  a substantial drop in EPS, decreasing by 24.76 in 2021 and to only 4.88 in 2025 (Coelho et al. 2023). This shows that the load on research and development cost would be minimised through strategic alliances which would gradually regain operations margins and regain the trust of shareholder.
[bookmark: _Toc227257579]4.3 Debt and Operational Flexibility 
The current debt structure of Volkswagen Group although shows a stable Debt to Equity Ratio of 0.83 in 2025 but it presents a significant challenge of Volkswagen’s operational flexibility. The most important constraint that is identified in the financial analysis is the decline in the Interest Coverage Ratio to 2.73 which indicates that Volkswagen’s operating profits instead of reinvested to the ‘New Auto’ transition they are consumed by debt servicing costs. This financial rigidity noted in the analysis limits the ability of Volkswagen to pivot quickly in response to competitive pressures from their agile rivals or it also limits them to absorb unexpected shocks in the global supply chain. 
A strategic restructuring plan therefore such as diversify non-core business segments or a targeted equity injection is important to rebalance the noted debt structure. Debt burden which stands at 167.9 billion therefore needs to be reduced which will help Volkswagen to lower their fixed interest obligations and will also help them to improve their credit profile. The operational flexibility therefore as noted by Wang (2025) is essential for Volkswagen as this flexibility will help them to fund their research and development of software without a threat of liquidity. A leaner and more flexible debt profile for this reason is necessary as it also helps the group to transition grom a reactive financial state to a proactive growth phase which for Volkswagen will ensure the agility that they will require to maintain leadership in the global electric vehicle market. 


[bookmark: _Toc227257580]4.4 International and Ethical Considerations 
Volkswagen is considered as a global entity and for this reason Volkswagen’s financial restructuring strategy should navigate complex environment of international risks and ethical mandates. Currency risk as noted in Annualreports.com (2022) can be considered as the main challenge for Volkswagen as their annual reports also provided that fluctuations between the Euro and major currencies like the US Dollar and Chinese Yuan impacts earnings of Volkswagen significantly and the fluctuation often also impacts their cross-border transactions. Hedging strategies therefore can be considered as a viable option to mitigate this issue and a proactive approach from Volkswagen in their cost management will help them to maintain their supply chain resilience. 
Volkswagen in the modern era as per Wolters (2023) continues to prioritize Corporate Social Responsibility (CSR) which helps to restore their investor trust because of the governance challenges in the past years. This strategy for Volkswagen involves transparency in global taxation practices and adhering to strict environmental standards across all jurisdictions. The financial strategy furthermore account for the ethical implications of the supply chain which are regarding labor practices that are involved in battery mineral extraction. These ethical considerations need to be integrated into the restructuring plan where due to this integration Volkswagen not only complies with international regulations but Volkswagen also can enhance their long-term brand equity and their shareholder value in the global market.
[bookmark: _Toc227257581]5.0 Investment Appraisal and Capital Budgeting 
[bookmark: _Toc227257582]5.1 Proposed Investment Projects 
The board has selected three investments of capital which will need initial outlay of a sum of 50 million pounds and a longevity of five years. To involve uniformity and comparability of all the three alternatives, a constant rate of 10% and a straight-line depreciation at zero have been used in this appraisal. The annual depreciation is thus computed to be at 10 million / year thus creating an average investment value of 25 million based on which the ARR is calculated.
Project A follows a moderate and progressive rising cash inflow trend and then reduces towards the last few years. The net cash inflows are estimated to be 10 million a Year 1, 12 million in Year 2 and 14 million in Year 3 and then reducing to 10 million in Year 4 and to 8 million in Year 5 (Awodire et al. 2023). This profile indicates a project whose revenue generation will grow at a rapid ratio in the short run, but decelerate in the older age brackets, which could be an indication of a saturated market or more competition. The cash inflow (undiscounted) is calculated to be a total of 54 million in a 5-year period, with a nominal surplus of 4 million on investment.
Of the three options, Project B shows most predictable and stable cash flow structure. It creates a standard inflow of annual payment of 11 million pounds over five years, to take its total undiscounted payback of 55 million, over each of the five years (Purnamasari and Adriza, 2024). These regularities in the cash flows render Project B the least risky when it comes to forecasting; since any unpredictable uncertainty in the time variances is removed. It is an annuity-like approach that is especially applicable to a company operating in a tight liquidity position since it provides consistent and consistent payments to operating costs over the investment period.
Project C is a clearly back-loaded cash flow project, so the inflows start on a small scale at year 1 with inflation of 5million pounds and year 2 with 10million pounds then exponential in Year 3 of 20million pounds and Year 4 of 25million pounds and then decreasing to 5million pounds in Year 5 (Nunden et al. 2022). The sum of the undiscounted inflows is the highest of the three projects, £65 million, indicating a real surplus of £15 million. The returns concentration on Years 3 and 4, however, comes with additional vulnerability to the effects of time value of money and execution risk since the financial feasibility of the project requires continuity to working in the middle years of the investment cycle.
[bookmark: _Toc227257583]5.2 Recommendation of the Project 
After a although assessment of all five appraisal techniques, one of the investments that the company should invest is project C. even though none of the projects will have a positive NPV at the 10% hurdle, but within all the criteria , project C will always outperforms others, hence it is the most viable and strategically oriented choice. Project C offers the least payback period of 3.6 years versus 4.5 years payback period of Project A and 4.55 years payback period of Project B (Refer to Appendix 9). This becomes especially important as the company is facing a worsening liquidity situation since its current ratio is worse in 2025, as compared to 2021 (1.22 to 1.09), and its free cash flow is negative in 2024 and 2025. An accelerated capitalisation recovery will positively influence both the exposure of the firm to financial risk and promote its immediate cash flow recovery (Andon et al. 2024). Moreover, Project C shows the best ARR of 6% compared to 3.2% and 2% in Project A and B respectively, which implies a higher average profitability in comparison with that of capital invested. It has a negative NPV of -1.98 million, which is not very negative compared to that of Project A (-8.68 million) and Project B (-8.30 million), and the Profitability Index of 0.960 makes it clear that it produces the highest value of present value per pound of investment (Refer to Appendix 10). The IRR of about 8% is also closest to 10% indicating that a slight advance in efficiency of operations or until faster growth in revenues will make the project financially positive. 
Relating it to the overall financial results of the Volkswagen, the relatively constant decrease in the value of the net profit margin (6.17 in 2021 to 2.14 in 2025) and the significant reduction in the operating cash flow ratio contribute to outlining the urgency of choosing an investment that will increase the profit and reduce capital lock-up (Refer to Appendix 1). The fact that project C will leverage on total inflow of £65 million is way an answer to the urgent requirement of the company to restore profitability in the medium term (Bakri et al. 2022). Project C has significant risk which it is advise to control as the cash flow structure is back-loaded and it is easily effected by political risk especially any changes in the policy of the government about EV subsidies or any changes in emission regulations in the main markets that can analyse demand at a time when the project is relying on its peak revenues in Years 3 and 4. Moreover, it depends on customer commitment and brand credibility; in case of a decline in product quality or even post sale service in the initial low revenue years, adoption rates might not reach the points to support the estimated high inflows.
[bookmark: _Toc227257584]5.3 Optimal Investment (Capital Rationing) 
Capital rationing occurs when a company is limited on the amount of capital it can invest and therefore the management of this company must invest the limited funds available on competing projects in a matter that maximises shareholders value. The company has a maximum budget of 100million pounds and with each project having an initial investment of 50 million pounds, the company can finance only two of three of these proposed projects at a go.
Profitability Index is the most suitable ranking instrument in circumstances of capital rationing since it evaluates the net present value per pound of capital invested and, thus, allows effective utilization of limited resources (Hasidi et al. 2024). The rank of the PI is as shown below: Project C with 0.960, B with 0.834 and A with 0.826. Based on the above, Project C and Project B are the top two projects ranked by PI and therefore the combination of the two is the best choice as per the capital rationing guidelines. This decision can be verified by considering all three ways of pairing. Project A and Project B have the lowest total NPV of -16.98 million (8.68+8.30). Combining the Project A and Project C is better and the resultant NPV became -10.66 (8.68+1.98) million pounds. But Project B mixed with Project C has the lowest combined NPV of -10.28 (8.30+1.98) million meaning the most value-saving use of availed funds of 100 million. In this combination which is particularly interesting in terms of strategy since the two projects complement the cash flow profiles of each other. The inflows of project B are at constant 11 million for per year which creates a solid base of liquidity during the period of investment to some extent to counter the small return of project C at the beginning of the year. This mixed profile is correct and gives liquidity strains of the company as it will serve to provide operational cash flow for the project C who developed higher revenue in year 3 and 4. So, engaging with these two projects will diverse the portfolio and the company would not rely on the source of revenue which is provided for one particular project in a time when profitability is getting lower and the margin of the profit will become narrower. 
[bookmark: _Toc227257585]6.0 Conclusion 
This report presents a detailed analysis of financial position of Volkswagen Group on Five financial year (2021-2025). The analysis of financial health showed that profitability, liquidity and investor returns were steadily declining during the period 2021-2025, with the complex shift of moving towards electric mobility and increasing the cost of operations being the main factors. The working capital analysis revealed a cash conversion cycle that requires an immediate overhaul in liquidity and the strategic restructuring scheme designed an intervention to stabilise the debt structure of Volkswagen and to boost long-term shareholder value.  Investment appraisal revealed that a one hundred percent of the projects will not admit a positive NPV at the 10% hurdle rate, but project C will always perform better in all five appraisal techniques, and it also provides the quickest payback, highest ARR, least negative NPV and the highest IRR. The project B or C combination achieves the best utilisations of the fixed amount of capital which maximise the available capital rationing under the budget constraint of 100 million, which consists of the long-term high returns and stable cash additional with the combinations in terms of low cash flows. However, the evidence-based suggestions as outlined in this report can make Volkswagen overcome its transitional difficulties and achieve long-term financial efficiency in the emerging and changing environment of electric vehicles.
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	Category
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025
	Trend Analysis

	Profitability
	Gross Profit Margin
	(Gross Profit / Revenue) × 100
	18.88
	18.70
	18.93
	18.32
	15.92
	-13.10

	
	Operating Profit Margin
	(Operating Profit / Revenue) × 100
	7.70
	7.92
	7.01
	5.87
	2.75
	-53.08

	
	Net Profit Margin
	(Net Profit / Revenue) × 100
	6.17
	5.67
	5.56
	3.82
	2.14
	-43.82

	
	Return on Assets (ROA)
	(Net Profit / Total Assets) × 100
	2.92
	2.80
	2.99
	1.96
	1.07
	-45.29

	
	Return on Equity (ROE)
	(Net Profit / Shareholders’ Equity) × 100
	10.56
	8.88
	9.44
	6.30
	3.40
	-46.03

	Liquidity
	Current Ratio
	Current Assets / Current Liabilities
	1.22
	1.23
	1.16
	1.13
	1.09
	-3.16

	
	Quick Ratio
	(Current Assets − Inventory) / Current Liabilities
	0.95
	0.94
	0.90
	0.87
	0.85
	-2.50

	
	Net Working Capital Ratio
	Current Assets – Current Liabilities
	35954
	41317
	33770
	28192
	21340
	-24.30

	
	Cash Ratio
	Cash and Cash Equivalents / Current Liabilities
	0.24
	0.16
	0.21
	0.19
	0.17
	-7.74

	Efficiency
	Inventory Turnover
	Cost of Goods Sold / Average Inventory
	4.64
	4.73
	4.94
	4.81
	4.80
	-0.14

	
	Inventory Days
	(Average Inventory / Cost of Goods Sold) × 365
	78.72
	77.18
	73.96
	75.92
	76.03
	0.14

	
	Receivable Days
	(Average Accounts Receivable / Revenue) × 365
	23.17
	22.29
	22.89
	24.16
	23.75
	-1.70

	
	Payable Days
	(Average Accounts Payable / Cost of Goods Sold) × 365
	41.63
	42.10
	41.67
	41.76
	40.63
	-2.69

	
	Total Asset Turnover
	Revenue / Total Assets
	0.47
	0.49
	0.54
	0.51
	0.50
	-2.62

	Gearing
	Debt to Equity Ratio
	Total Debt / Shareholders’ Equity
	0.99
	1.04
	0.82
	0.85
	0.83
	-2.76

	
	Debt Ratio
	Total Debt / Total Assets
	0.27
	0.33
	0.26
	0.26
	0.26
	-1.43

	
	Interest Coverage Ratio
	Operating Profit / Interest Expense
	10.60
	50.05
	6.29
	5.53
	2.73
	-50.59

	Investment
	Earnings Per Share (EPS)
	(Net Profit − Preference Dividends) / Number of Shares
	24.76
	22.90
	12.37
	13.20
	4.88
	-63.05

	
	Price-Earnings Ratio (P/E)
	Market Price per Share / Earnings per Share
	8.85
	3.91
	3.49
	4.17
	4.03
	-3.31

	
	Dividend Yield
	Dividend Per Share/Market Price Per Share
	17.07
	37.60
	105.69
	64.93
	49.56
	-23.68

	Cash Flow
	Operating Cash Flow Ratio
	cash from operations / Current Liabilities
	0.20
	0.16
	0.18
	0.08
	0.07
	-16.15

	
	Cash Flow Margin
	Operating Cash Flow / Revenue
	0.13
	0.11
	0.12
	0.05
	0.05
	-11.74

	
	Free cash flow
	 Operating Cash Flow - Capital Expenditures (CapEx)
	16073
	9740
	15215
	-6946
	-5944
	-14.43


(Source: Self-Created)
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	Particular
	2021
	2022
	2023
	2024
	2025

	Inventory Days
	78.72
	77.18
	73.96
	75.92
	76.03

	Receivable Days
	23.17
	22.29
	22.89
	24.16
	23.75

	Payable Days
	41.63
	42.10
	41.67
	41.76
	40.63

	Cash operating cycle/ Cash conversion cycle
	60.26
	57.36
	55.18
	58.33
	59.15


(Source: Self-Created)


[bookmark: _Toc227257596]Appendix 8: Project A (PBP, ARR, NPV, PI, and IRR)
	Payback Period (PBP)

	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)

	0
	-50
	-50

	1
	10
	-40

	2
	12
	-28

	3
	14
	-14

	4
	10
	-4

	5
	8
	4

	Payback Period (PBP)
	4.50


(Source: Self-Created)
	Accounting Rate of Return (ARR)

	Year
	Cash Flow
	Profit

	1
	10
	0

	2
	12
	2

	3
	14
	4

	4
	10
	0

	5
	8
	2

	Total Profit
	8

	Average profit
	0.8

	ARR
	1.6


(Source: Self-Created)
	NPV (10%) and Profitability Index

	Year
	Cash Flow
	DF
	PV

	0
	-50
	1.00
	-50.00

	1
	10
	0.91
	9.09

	2
	12
	0.83
	9.92

	3
	14
	0.75
	10.52

	4
	10
	0.68
	6.83

	5
	8
	0.62
	4.97

	NPV
	41.32

	
	-8.68

	Profitability Index
	Total PV of inflows / Initial Investment
	0.826


(Source: Self-Created)
	NPV of 5% for IRR

	Year
	Cash Flow
	DF
	PV

	0
	-50
	1.00
	-50.00

	1
	10
	0.95
	9.52

	2
	12
	0.91
	10.88

	3
	14
	0.86
	12.09

	4
	10
	0.82
	8.23

	5
	8
	0.78
	6.27

	NPV
	47.00

	
	-3.00

	IRR
	-5.29


(Source: Self-Created)


[bookmark: _Toc227257597]Appendix 9: Project B (PBP, ARR, NPV, PI, and IRR)
	Payback Period (PBP)

	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)

	0
	-50
	-50

	1
	11
	-39

	2
	11
	-28

	3
	11
	-17

	4
	11
	-6

	5
	11
	5

	Payback Period (PBP)
	4.55


(Source: Self-Created)
	Accounting Rate of Return (ARR)

	Year
	Cash Flow
	Profit

	1
	11
	1

	2
	11
	1

	3
	11
	1

	4
	11
	1

	5
	11
	1

	Total Profit
	5

	Average profit
	1

	ARR
	2


(Source: Self-Created)
	NPV (10%) and Profitability Index

	Year
	Cash Flow
	DF
	PV

	0
	-50
	1.00
	-50.00

	1
	11
	0.91
	10.00

	2
	11
	0.83
	9.09

	3
	11
	0.75
	8.26

	4
	11
	0.68
	7.51

	5
	11
	0.62
	6.83

	NPV
	41.70

	
	-8.30

	Profitability Index
	Total PV of inflows / Initial Investment
	0.834


(Source: Self-Created)
	NPV of 5% for IRR

	Year
	Cash Flow
	DF
	PV

	0
	-50
	1.00
	-50.00

	1
	11
	0.95
	10.48

	2
	11
	0.91
	9.98

	3
	11
	0.86
	9.50

	4
	11
	0.82
	9.05

	5
	11
	0.78
	8.62

	NPV
	47.62

	
	-2.38

	IRR
	-4.01


(Source: Self-Created)


[bookmark: _Toc227257598]Appendix 10: Project C (PBP, ARR, NPV, PI, and IRR)
	Payback Period (PBP)

	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)

	0
	-50
	-50

	1
	5
	-45

	2
	10
	-35

	3
	20
	-15

	4
	25
	10

	5
	5
	15

	Payback Period (PBP)
	3.60


(Source: Self-Created)
	Accounting Rate of Return (ARR)

	Year
	Cash Flow
	Profit

	1
	5
	-5

	2
	10
	0

	3
	20
	10

	4
	25
	15

	5
	5
	-5

	Total Profit
	15

	Average profit
	3

	ARR
	6


(Source: Self-Created)
	NPV (10%) and Profitability Index

	Year
	Cash Flow
	DF
	PV

	0
	-50
	1.00
	-50.00

	1
	5
	0.91
	4.55

	2
	10
	0.83
	8.26

	3
	20
	0.75
	15.03

	4
	25
	0.68
	17.08

	5
	5
	0.62
	3.10

	NPV
	48.02

	
	-1.98

	Profitability Index
	Total PV of inflows / Initial Investment
	0.960


(Source: Self-Created)
	NPV in 5% for IRR

	Year
	Cash Flow
	DF
	PV

	0
	-50
	1.00
	-50.00

	1
	5
	0.95
	4.76

	2
	10
	0.91
	9.07

	3
	20
	0.86
	17.28

	4
	25
	0.82
	20.57

	5
	5
	0.78
	3.92

	NPV
	55.59

	
	5.59

	IRR
	7.38


(Source: Self-Created)
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