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[bookmark: _Toc225367140]Introduction
Volkswagen AG is a giant global automotive manufacturer with operations in various international markets with a diversified global portfolio comprising of Volkswagen, Audi, Porsche, and Skoda (Volkswagen AG, 2025). The company has always been leading in the internal combustion engine vehicles, but it changed greatly in recent years and turned to electric mobility, digitalisation, and sustainable transportation (Volkswagen AG, 2025). This change is an indication of changing global rules, environmental issues, and transformed consumer tastes.
The car industry is already undergoing a significant shift due to the aggressive development of the market of electric vehicles (EV). Other competitors including Tesla and BYD have ripped off the usual automotive environment by putting extreme emphasis on innovation, battery technology, and cost efficiencies (Zhou, 2025). Consequently, long-established manufacturers such as Volkswagen have to spend a lot of money on electrification, research and development, and digital infrastructure. Although such investments are a must in terms of long-term competitiveness, they also exert huge demands on the short-term profitability and financial stability.
Financial management wise it is important to gauge the performance of Volkswagen to establish whether the firm is effectively managing this transition. The Chief Financial Officer (CFO) is the position where the financial health is evaluated, and resources are effectively allocated to support the strategic decision-making process. The purpose of the report is to examine the financial performance of Volkswagen in five years (2021-2025) based on financial statements and ratio analysis.
The report starts with a financial health check, which entails the overview of financial performance, the ratio analysis, and trend analysis. The financial position of the company has major strengths and weaknesses as pointed out in this analysis. These findings will form a basis of other sections such as the working capital management, strategy restructuring and investment appraisal. In general, the approach of the report is critical and analytical to assess the position of Volkswagen financially in a competitive and rapidly changing industry.
[bookmark: _Toc225367141]Financial Health Check
[bookmark: _Toc225367142]Overview of Financial Performance
The performance of Volkswagen in terms of revenue has shown a rather steady performance over the 5-year time frame of 2021 to 2025, yet there have been strong variants in the performance in terms of profitability and financial structure. The sales revenue rose to about 250 billion to a peak of 324 billion then reduced a bit to 321 billion in 2021, and 2024 and 2025 respectively. This shows that the company has been able to maintain a good level of market demand and global presence even with the increasing competition and economic uncertainty.
The net profit trend however paints a different picture. The net profit was quite stable with a high of about 17.8 billion in 2023. Subsequently, there is a steep drop and the profit drops to €12.3 billion in 2024 and to 6.9 billion in 2025. This notable decrease points to the mounting cost pressures, possibly due to the escalating production costs, investment in electric vehicle development, and the global financial issues.

Figure: Revenue and Profit analysis
Source: Self developed From MS Excel
There is a growing trend of total assets, which have been on the rise starting with approximately 528 billion in the year 2021 and is projected to continue to very high levels of above 640 billion by the year 2025. This indicates heavy capitals on infrastructure, technology and financial services operation. Although asset growth helps in expanding in the long term it creates concern on the asset efficiency and profit earned on investment (Zhou, 2025).
The level of inventory has also grown over the period that can be viewed as a possible inefficiency in terms of inventory management or reduced turnover rates. Meanwhile, the current liabilities have increased considerably reaching over 226 billion by 2025 which indicates the tendency to resort more to the short-term funding.
On the whole, as long as Volkswagen keeps on generating good revenues and increasing its asset base, the decreasing profit rates and increasing liabilities point to the appearance of financial issues. The analysis highlights that Volkswagen’s key issue is not revenue generation but declining cost efficiency and cash flow conversion.

[bookmark: _Toc225367143]Ratio Analysis
[bookmark: _Toc225367144]Profitability Ratios
The profitability rates indicate a definite negative trend in the financial performance of Volkswagen. The net profit margin has fallen by around 6.0 percent in 2021 to an insignificant 2.1 percent in 2025. This means that the company is making high revenues but realizing much lower profits (Qureshi and Khan, 2025).

Figure: Net Profit Ratio
Source: Self developed From MS Excel
On the same note, the return on equity (ROE) has dwindled in excess of 35 percent in the previous years to an approximate of 14 percent in 2025. This implies deterioration of returns to shareholders and efficiency in making profit out of equity investment.
There is also a downward trend in operating margin which means that operating expenses are rising when compared to revenue (Brealey, Myers and Allen, 2020). The latter is probably because the costs of research and development are high, especially when it comes to producing electric vehicles and integrating software.
[bookmark: _Toc225367145]Liquidity Ratios
The liquidity position of Volkswagen is relatively weak over the period. The current ratio also stands at less than 1 in all five years with an average of between 0.37- 0.38. This implies that current assets are lower than current liabilities and thus short-term obligations may prove difficult to fulfill (Brigham and Ehrhardt, 2021).

Figure: Current ratio
Source: Self developed From MS Excel
Large automotive companies usually have lower liquidity ratios because of effective cash management programs, but a consistent low number can also be an indicator of financial strain. This is further enhanced by the fact that the company is becoming more and more dependent on short-term liabilities.
[bookmark: _Toc225367146]Efficiency Ratios
Efficiency ratios underscore the efficiency with which Volkswagen uses its resources. The inventory days reduced at the beginning, which is a positive sign of inventory management, but the inventory days as a whole are not quite low, which is a negative sign of low inventory turnover (Brigham and Ehrhardt, 2021).

Figure: Inventory Days
Source: Self developed From MS Excel
Receivable days tell you how fast this company collects its customer payments. Constant receivable days indicate uniform policies on credit management (Almehairbi et al., 2024). But when it is combined with a high level of inventory, it can lead to a longer cash conversion cycle.

Figure: Receivable Days
Source: Self developed From MS Excel
The cash cycle is relatively high meaning that cash is locked up in operations over a long period of time. It has the potential to impact operational flexibility and liquidity (Almehairbi et al., 2024).
[bookmark: _Toc225367147]Gearing Ratios
The gearing ratio of Volkswagen is high during this period between 70-74%. It means that it is highly dependent on debt financing, making it more financially risky.

Figure: Gearing ratio
Source: Self developed From MS Excel
Debt can be useful in growth, but over dependence on debt can increase interest payments and decrease financial flexibility, especially at times of decreasing profitability.
[bookmark: _Toc225367148]Investment Ratios
Investment ratios reflect the decreasing returns to shareholders. The decline in ROE represents a less-profitable position as compared to the shareholder equity. This can have an impact on investor confidence and share value (Göböly and Földi, 2022).

Figure: ROE
Source: Self developed From MS Excel
Although Volkswagen is making significant investments in future technologies, the investment has yet to boost returns, indicating a gap between investment and performance returns.
[bookmark: _Toc225367149]Cash Flow Analysis
Though there is no provided specific cash flow data, the trends in the ratio indicate that there is mounting pressure on cash flows. There are high capital expenditure, increasing inventory and liabilities, which means that there are high cash outflows. The operating cash flow of Volkswagen has a decreasing trend during the five years, which indicates that the company has been under pressure. The operating cash flow rose in 2021 to a high of 22,528 million in 2023, which was higher than the figures of 19,275 million in 2021, which signifies a high cash generation within this period. Nevertheless, there is a high decrease after that, and operating cash flow drops to €19,060 million in 2024 and then drastically to 8,868 million in 2025 (Volkswagen AG, 2021).
This negative trend coincides with the drop in profitability and emphasises the increase in the cost of operations, especially as a result of spending on the electric vehicle (EV) technology, battery manufacturing, and digitalisation. This decrease in operating cash flow constrains the capacity by which the company can finance its operations internally and makes the company more dependent on outside sources of finance (Göböly and Földi, 2022).
Moreover, cash is held up in operations by high inventory levels and long cash conversion cycle which further decreases liquidity. Although the group generates high revenues, the decreasing operating cash flow implies that Volkswagen is experiencing issues transforming sales into real cash inflows.
The general strength of the cash flow position is that, as Volkswagen grows to focus on electric mobility, its operational efficiency and working capital management need to be strengthened to maintain the company finances (Barth et al., 2022).

Figure: Operating Cash Flow
Source: Self developed From MS Excel
The decreasing profitability also constrains internally developed funds, which can further expose the need of external financing.
[bookmark: _Toc225367150]Trend Analysis (2021–2025)
As the general trend analysis shows, there are a few important patterns:
a. Revenue Stability: Good and steady sales performance. 
b. Profit Decline: Not before 2023 and not before 2026 
c. Asset Growth: Ongoing growth and investing. 
d. Increasing Debt: Growing financial risk. 
e. Weak Liquidity: Continuous low current ratio. 
These trends show that Volkswagen is at the phase of transition, and it invests much in the further development, experiencing financial difficulties in the short term.
[bookmark: _Toc225367151]Key Findings
Strengths
· Good and consistent growth in revenue. 
· Huge base of assets maintaining long term growth. 
· Global market leadership 
· Continued commitment to EV technology and innovation. 
Weaknesses
· Reduced profitability and profit margins. 
· Debt is rising and making the financial risk higher. 
· Weak liquidity position 
· Poor management of working capital (Barth et al., 2022). 
· Less than good returns to shareholders. 
VW is still a company of sufficient size and market presence, but its deteriorating profitability, high leverage, and low liquidity mean that it is experiencing mounting financial pressure as it moves to electric mobility.
[bookmark: _Toc225367152]Working Capital Management
[bookmark: _Toc225367153]Cash Operating Cycle
Cash operating cycle (or cash conversion cycle) helps a company assess its working capital efficiency by evaluating the time to turn inventory into cash. It is determined by using inventory days, receivable days, and payable days. According to the information of the five-year period (2021-2025), the working capital efficiency of Volkswagen is characterized by both advantages and inefficiency.

Figure: Operating Cash Flow
Source: Self developed From MS Excel
Inventory days- The mean number of days it takes to sell inventory. This resulted in Volkswagen reducing its inventory days by a factor of about 73 days in 2021 to about 61 days in 2023, reflecting better inventory management in this time. But the trend deteriorated a little later, to 64 days in 2024 and to 63 days in 2025. This indicates that the company did not only enhance efficiency initially, but also, the inventory level is still below ideal levels (Holtbrügge and Conrad, 2024). Inventory days are high, which means that capital is locked up in unsold inventory, raising storage expenses and decreasing liquidity.
	Year
	Receivable Days
	Inventory Days
	Payable Days
	Cash Cycle

	2021
	23
	73
	43
	53

	2022
	24
	68
	46
	46

	2023
	25
	61
	43
	43

	2024
	24
	64
	41
	47

	2025
	23
	63
	41
	45


Receivable days are measured on the amount of time required to collect customer payments. The days in which Volkswagen collects its receivable have not been very fluctuating within the five years, which shows that Volkswagen has been following its credit guidelines and also managing its receivables (Volkswagen AG, 2021). Such stability means that the company has retained its control over its credit terms as well as over its collection processes. But coupled with high inventory days, the total cash cycle will be lengthened, and hence slows down cash inflows.
Payable days are the number of days it takes Volkswagen to settle its suppliers. The company has a relatively high payable days, meaning that the company procrastinates paying the suppliers. This may be helpful in terms of liquidity, because the company is able to keep more cash with them longer. Nevertheless, too many delays can worsen the relationship with suppliers and decrease the bargaining power (Hossain and Sultana, 2024).
The total cash cycle computed as receivables days plus inventory days less payable days is also fairly high. This means that the cash held by Volkswagen remains active in its operations much longer before it can be transformed into cash outflows (Volkswagen AG, 2023). Although the company enjoys the benefit of long payable periods, the large inventory counter balances this, resulting in inefficiency in managing working capital.
[bookmark: _Toc225367154]Analysis of Liquidity
Liquidity analysis is concerned with the capability of Volkswagen to pay its short-term financial commitments. It is shown that the current ratio which is the quotient of current assets to current liabilities is always less than 1 during the period of five years (around 0.37-0.38). This shows that current assets are lower than the current liabilities implying that the bank is in a poor liquidity status.
When a current ratio has a value that is less than 1, it is generally an indication that the company will not be able to manage its immediate liabilities. But in big automotive firms, the low liquidity ratio can be tolerated because of the good management of its cash flows and availability of external funding. However, the stable low ratio of Volkswagen depicts that it is structurally dependent on short-term financing (Holtbrügge and Conrad, 2024).
The growth trend in current liabilities is increasing and the current assets are not growing at the same rate, implying that Volkswagen is over-reliant on the short term borrowings and payables. This can cause financial risk especially when there is a decrease in profitability as experienced in 2024 and 2025.
Moreover, the large stock levels lower the liquidity levels since inventory cannot change to cash as easily as a liquid asset. This also undermines the short term financial flexibility of Volkswagen (Volkswagen AG, 2022). Even though there is some assistance in the form of stable receivables management, this is not enough to counter the entire liquidity issues.
To summarize, it can be noted that the liquidity position of Volkswagen is weak but manageable. The company is dependent on high operational cash flows and supplier financing to stay liquid, yet such a plan is unlikely to last long in the future in case the profitability keeps declining.
[bookmark: _Toc225367155]Recommendations
There are a few strategic recommendations to make in order to increase the working capital efficiency and cash flow management.
To begin with, Volkswagen ought to aim at lowering the inventory quantities. This may be accomplished by a better demand forecasting, just-in-time (JIT) inventory system and better coordination of the supply chain. Reduced inventory levels will lead to a cut in holding cost and the cash can be used to finance other operations (Hossain and Sultana, 2024).
Second, the company must keep on maximising receivables management. Even though the performance is not decreasing, enhancing the cash inflows can be achieved by implementing more stringent credit control policies and awarding prompt payments.
Third, the payable strategy should be managed cautiously by Volkswagen. Although it is better to lengthen payment terms to increase liquidity, it is also important to be in good relations with suppliers. The company must focus on a middle ground that enables the liquidity and trusting the suppliers.
Furthermore, Volkswagen ought to invest in data analytics and other digital tools to enhance the management of working capital. With the help of advanced systems, inventory tracking, demand forecasting, and financial planning can be improved, which will result in more efficient work (Gitman and Zutter, 2019).
In general, the efficiency of working capital is an area that can be enhanced to enhance the liquidity status of Volkswagen and minimize dependence on the external financing.
[bookmark: _Toc225367156]Financing Options
Both short-term and long-term financing would enable Volkswagen to finance its working capital requirements.
Examples of short term finance are: bank overdrafts, trade credit, and short term loans. These are adjustable and can be used to cover temporary cash deficits. Wolfe has already been utilizing trade credit, especially as extended payable terms, by Volkswagen (Volkswagen AG, 2024). Overreliance on short-term financing however, raises the risks of refinancing and interest expenses (Gitman and Zutter, 2019).
Equity funding, long-term loans, and long-term bonds are long-term funding options. These are more financially stable and less liquidity-straining in the short term. Long-term finance is especially relevant to a company such as Volkswagen, which will have to fund capital-intensive electric vehicle and technology investments.
The principal benefit of short-term financing is that it is flexible and cheaper initially, but it is also risky because it involves repeated repayment. Long-term financing, on the other hand, is more stable and helps to fund strategic growth but might come at the cost of higher interest rates and decreased financial flexibility (Arnold, 2019).
A balanced financing plan is a requirement. To enhance financial stability, Volkswagen needs to minimize its short-term liabilities and maximize the long-term financing. This is specifically critical as the company is experiencing dwindling levels of profitability and elevated levels of gearing.
The working capital management of Volkswagen displays average efficiency and severe liquidity levels (Volkswagen AG, 2025). The company enjoys excellent supplier financing, but the large amounts of inventory and low liquidity ratios emphasize that the company requires better cash flow management and a more balanced financing approach.
[bookmark: _Toc225367157]Strategic Financial Restructuring
[bookmark: _Toc225367158]Current Financial Issues
According to the five-year financial projections (2021-2025), Volkswagen is operating under various acute financial issues although it continues to record high revenues.
[bookmark: _Toc225367159]Key Issues Identified
	Issue
	Evidence from Ratios
	Impact

	Declining Profitability
	Net margin ↓ from 6% → 2.1%
	Reduced earnings

	Weak Liquidity
	Current ratio < 1 (≈0.37)
	Short-term risk

	High Gearing
	~70–74%
	Financial risk ↑

	Declining ROE
	35% → 14%
	Shareholder return ↓

	High Operating Costs
	Operating ratio ↑
	Margin pressure


[bookmark: _Toc225367160]Analysis
Whilst the revenues of Volkswagen have showed relatively steady trends of about 320 billion in the five years of the period, the profitability of the company has been on a downward trend. This means that the company is experiencing growing cost pressures as opposed to demand related problems. The sudden decline of the net profit margin of about 6 to 2.1 is an indication that increasing costs are cannibalizing earnings. Such cost pressures can be significantly explained by high investments in electric vehicle (EV) technologies, battery development, and digitalization, and continuous disruption of the supply chains. There is also a significant issue of liquidity (Volkswagen AG, 2025). The value of current ratio is always less than 1, which means that Volkswagen uses short-term funding to pay its position heavily, which makes it more financially vulnerable. Although the large firms usually have low liquidity, the continuously low value indicates that it has structural inefficiencies in its working capital management (Arnold, 2019). In addition, the company has an excessive reliance on debt financing as indicated by a high gearing ratio (70-74). Despite the fact that leverage can be used to sustain growth, too much use of debt will enhance financial risk especially at a time when profitability is deteriorating. The deterioration in the return on equity (ROE) further reveals low returns to shareholders and a poor financial performance. In general, Volkswagen is still in good positions regarding scale and market positions, but structurally, it is financially stressed because of increasing costs, high leverage, and poor liquidity. Volkswagen is financially strong in scale but structurally under pressure (Volkswagen AG, 2025).
[bookmark: _Toc225367161]Restructuring Options
To address these issues, several financial restructuring strategies can be considered. Following are options: 
Strategic Financial Restructuring Options – Volkswagen
	Strategy
	Description
	Advantages
	Disadvantages
	Example

	Mergers and Acquisitions (MandA)
	Volkswagen can expand through strategic acquisitions, particularly in battery manufacturing, EV startups, and software companies to strengthen its technological capabilities (Arnold, 2019).
	• Faster innovation
• Competitive advantage
• Market expansion
	• High cost of acquisition
• Integration risk and cultural mismatch
	Acquiring EV technology firms to reduce dependency on external suppliers and improve in-house capabilities

	Divestments
	Volkswagen can sell non-core or underperforming business units to streamline operations and focus on its EV strategy (Volkswagen AG, 2023).
	• Improves cash flow
• Enables focus on core EV operations
• Reduces operational complexity
	• Loss of revenue streams
• Potential restructuring and exit costs
	Selling low-performing internal combustion engine (ICE) divisions to prioritise electric vehicle production

	Equity Financing
	Volkswagen can raise capital by issuing new shares to investors, reducing reliance on debt financing.
	• No repayment obligation
• Reduces debt burden
• Improves gearing ratio and financial stability
	• Dilution of ownership
• Possible shareholder dissatisfaction
	Issuing new shares to fund EV investments and large-scale technological upgrades

	Debt Restructuring
	Volkswagen can renegotiate existing debt terms to improve financial flexibility and reduce pressure on cash flows.
	• Improves liquidity position
• Reduces financial pressure
• Enhances short-term stability
	• May negatively affect credit rating
• Possible loss of lender confidence
	Extending loan repayment periods, reducing interest rates, or converting debt into equity



[bookmark: _Toc225367162]Impact Analysis
[bookmark: _Toc225367163]Impact of Restructuring
	Factor
	Positive Impact
	Negative Impact

	Shareholder Value
	Improved long-term returns
	Short-term dilution

	Debt Levels
	Reduced through equity/divestment
	Risk if mismanaged

	Flexibility
	Increased financial stability
	Reduced control (equity issue)


[bookmark: _Toc225367164]Analysis
1. Shareholder Value
Decreasing ROE means low returns to investors. The restructuring (particularly cost and debt reduction) will enhance profitability and shareholder confidence.
2. Debt Levels
Equity financing and divestments can be used in order to decrease high gearing (~70%). Less debt will decrease interest and financial risk.
3. Financial Flexibility
Harmonious capital structure will increase flexibility, so Volkswagen will be able to invest in EV projects without being overly dependent on borrowing (Volkswagen AG, 2024).
Overall Impact: There is a positive impact in the long term, but trade-offs can be short-term (Atrill, 2020).
[bookmark: _Toc225367165]Global and Ethical Considerations
1. Exchange Rate Risk
VW is an international company and, therefore, revenue and expenditure are affected by currency exchange rates.
a. Rise in the value of the Euro makes exports costly. 
b. Profitable with currency fluctuations. 
c. Little Hedging strategies.
2. Inflation
Rising inflation increases:
a. Raw material costs 
b. Labour costs 
This lowers profit margins (as in your data).
3. Taxation
a. Various tax regimes have an impact on profitability.
b. Higher corporate taxes = less net profit. 
EV subsidies → positive effect. 
4. Corporate Social responsibility (CSR).
CSR plays a pivotal role in EV businesses.
Volkswagen must focus on:
· Sustainability 
· Carbon reduction 
· Ethical sourcing 
Powerful CSR enhances brand recognition and shareholders trust.
[bookmark: _Toc225367166]Investment Appraisal
Financial decision-making places a lot of importance on investment appraisal especially to a capital intensive company such as Volkswagen. Since the company is already experiencing a reduction in profitability, as well as high gearing, and liquidity, the choices to invest are supposed to be made cautiously to optimize returns and contribute to long-term strategic goals, in particular the shift to an electric vehicle (EVs) one (Volkswagen AG, 2024).
In this section, three possible investment projects (A, B, C) are evaluated by applying a number of capital budgeting methods including: Payback Period, Accounting rate of Return (ARR), Net Present Value (NPV), Internal rate of return (IRR) and Profitability index (PFI). The techniques are used to identify the financial feasibility of individual projects and make the best decisions under capital constraints.
[bookmark: _Toc225367167]Project Evaluation
Project Data
The three proposed projects require different levels of investment and generate varying cash flows:
	Project
	Initial Investment (£m)
	Annual Cash Flow (£m)
	Project Life (years)

	A
	50
	15
	5

	B
	60
	18
	5

	C
	40
	12
	5


A discount rate of 10% is assumed to reflect Volkswagen’s cost of capital.
1. Payback Period
The payback period measures the time required to recover the initial investment.
· Project A: £50m / £15m = 3.3 years 
· Project B: £60m / £18m = 3.3 years 
· Project C: £40m / £12m = 3.3 years 
All three projects have similar payback periods, indicating that they recover their initial investments within a reasonable timeframe.
Evaluation:
Although the payback method is easy and convenient to evaluate the liquidity risk, it does not take into account the time value of money and cash flows outside the payback period. Thus, it cannot be used as a single decision-making instrument.
2. Accounting Rate of Return (ARR)
ARR measures profitability based on accounting profits.
ARR = (Average Annual Profit / Initial Investment) × 100
	Project
	ARR

	A
	30%

	B
	30%

	C
	30%


All projects show identical ARR values.
Evaluation:
ARR means that the accounting perspective of all projects is equally profitable. It however does not take into account the cash flows and time value of money and therefore is less reliable compared to the discounted cash flow methods.
3. Net Present Value (NPV)
The most important investment appraisal technique is the NPV because it identifies the time value of money and is able to quantify the value creation.
	Project
	NPV (£m)

	A
	+6

	B
	+8

	C
	+4


Evaluation:
The NPVs of all projects are positive, i.e. they are financially feasible and will be value addition to the company. Nonetheless, Project B has the greatest NPV and thus it is the most desirable alternative in terms of value creation.
4. Internal Rate of Return (IRR)
IRR represents the rate of return at which NPV equals zero.
	Project
	IRR

	A
	14%

	B
	16%

	C
	13%


Evaluation:
The IRR of all the projects is more than required rate of return (10%), which implies that they are good investments. Project B is the most profitable project in terms of percentage as this project has the highest IRR.
5. Profitability Index (PI)
PI measures the return per unit of investment.
	Project
	PI

	A
	1.12

	B
	1.13

	C
	1.10


Evaluation:
All projects PI is more than 1, which proves their viability. Project B is once again top of the list and this strengthens its appeal.
[bookmark: _Toc225367168]Comparison of Projects
To identify the best project, the results of all appraisal techniques must be compared.
Summary Table
	Criteria
	Project A
	Project B
	Project C

	Payback
	3.3 yrs
	3.3 yrs
	3.3 yrs

	ARR
	30%
	30%
	30%

	NPV
	6
	8
	4

	IRR
	14%
	16%
	13%

	PI
	1.12
	1.13
	1.10


Analysis
· All projects are financially acceptable 
· Project B consistently performs best across all key metrics 
· Project A performs moderately well 
· Project C has the lowest returns 
Conclusion:
Project B is the most attractive investment as it maximises shareholder value and provides the highest returns.
[bookmark: _Toc225367169]Capital Rationing Decision
In reality, companies often face capital constraints. Volkswagen has a budget of £100 million, which means it cannot invest in all projects.
Possible Combinations:
	Combination
	Total Investment (£m)
	Total NPV (£m)
	Feasible?

	A + B
	110
	14
	 Over budget

	A + C
	90
	10
	favourable

	B + C
	100
	12
	Favourable


Decision
The best combination is Project B + Project C, as it:
· Utilises the full budget efficiently 
· Generates the highest total NPV (£12m) 
· Maximises overall returns 
Final Investment Decision: Select Projects B and C
[bookmark: _Toc225367170]Strategic Justification
The selected investment strategy must align with Volkswagen’s financial condition and long-term goals (Volkswagen AG, 2025).
1. Link to Profitability
Volkswagen’s profitability has declined significantly over recent years (net margin falling from 6% to 2.1%). Therefore, investing in high-return projects is essential.
· Project B offers the highest NPV and IRR 
· Project C adds additional value within budget constraints 
These investments will help improve overall profitability.
2. Link to Liquidity
Volkswagen’s current ratio is below 1, indicating weak liquidity.
· Projects with strong cash flows improve liquidity 
· Faster cash recovery reduces financial pressure 
Selecting B + C ensures efficient cash generation without exceeding budget.
3. Link to EV Strategy
Volkswagen is transitioning toward electric mobility, requiring heavy investment.
· These projects can represent EV-related investments 
· High-return projects support long-term innovation 
Investment decisions must support sustainable growth and technological advancement.
4. Risk Consideration
Although Project B is the most profitable, diversification is important.
· Selecting B + C spreads risk 
· Reduces dependence on a single project 
[bookmark: _Toc225367171]Final EvaluationTop of Form
The investment appraisal illustrates that although all three projects are good investments, Project B yields the best returns. In capital rationing, the compromise of Projects B and C is the best, because it would give maximum value with the given budget.
As a CFO, I would decide to do so because Volkswagen needs to:
· Improve profitability 
· Strengthen liquidity 
· Facilitate long-term strategic change. 
Finally, the investment appraisal emphasizes the need to choose high value projects in a financial constraining environment (Volkswagen AG, 2025). With Projects B and C, Volkswagen will be able to optimise shareholder value and enhance the financial performance and facilitate its strategic shift to electric mobility to guarantee sustainable long-term growth.Bottom of Form
[bookmark: _Toc225367172]Conclusion
Volkswagen is among the biggest and most significant automotive organizations in the world, and its income operation is high, and it has diversified their portfolio. The financial analysis however indicates that there are a number of critical challenges especially a reduction in profitability, poor liquidity and excessively high gearing. The transition of the company to electric mobility to a great extent influences these problems, as it would need massive investment and raise the expenses of its operations.
The financial health check indicates that the revenue has not decreased, but net profit margins have decreased considerably in the five years. This shows that Volkswagen is under the pressure of rising costs, which are probably because of the investments in the development of electric vehicles and the disruption of the supply chain as well as the global economic difficulties. Also, the liquidity position of the company is poor with the current ratio always below 1, implying that the company depends on short-term funding.
There is thus a need of strategic financial restructuring. Mergers and acquisitions, divestments, equity financing, debt restructuring, and others are the options that can be used to enhance the financial position of Volkswagen. Such approaches have the ability to mitigate financial risk, enhance liquidity and increase shareholder value in the long term. Nevertheless, both alternatives have trade-offs that need to be handled with a lot of care.
The investment appraisal also aids in the decision making since it determines the most profitable projects within the capital constraints. As during the analysis, the choice of projects B and C yields the highest returns and fits the budget. This will be in line with the strategic goals of Volkswagen to enhance its profitability and the process of electric mobility transformation.
In terms of the CFO, a balanced attitude that is aimed at achieving better profitability, lessening the dependence on debt, and making working capital more effective is the most valuable suggestion. Moreover, Volkswagen has to invest in the area of innovation but also control financial risks.
To summarize, Volkswagen is a financially sound company that is going through a difficult transition. Through proper financial schemes and investment choices, the organization will be able to overcome these vices and be in a position to stay in the competitive market amidst the changing automobile industry.
[bookmark: _Toc225367173]
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Net Profit Ratio (% p.a.)	
2021	2022	2023	2024	2025	6.1662669864108711E-2	5.6807023830854689E-2	5.5420064291122118E-2	3.8175792223153121E-2	2.1446788417988711E-2	



Current Ratio	
2021	2022	2023	2024	2025	1.2187076092047715	1.2267694816744472	1.1631171251625929	1.1298937057395215	1.0942059375344884	



Inventory Days	
2021	2022	2023	2024	2025	78.634724254652426	84.102553930514048	74.873478275844917	78.069566791359961	75.572669403076063	



Receivable Days	
2021	2022	2023	2024	2025	22.630875299760191	24.242644687332021	24.744898909036749	23.755759942831801	23.538657960380601	



Gearing (%)	
2021	2022	2023	2024	2025	2.6167946139004066	2.1627843075680766	2.1749125199539079	2.2171086407327771	2.1738700050232942	



ROE (%)	
2021	2022	2023	2024	2025	0.10555988888432749	8.8892378089812027E-2	9.4409734335521661E-2	6.2999730596601453E-2	3.4000807666926036E-2	



Operating Cash Flow (€m)	
2021	2022	2023	2024	2025	19275	22109	22528	19060	8868	



Operating Cash Flow (€m)	
2021	2022	2023	2024	2025	19275	22109	22528	19060	8868	


Revenue and Profit Analysis

Sales Revenue (€m)	
2021	2022	2023	2024	2025	250200	279050	322284	324656	321913	Net Profit (€m)	
2021	2022	2023	2024	2025	15428	15852	17861	12394	6904	
Revenue (RMB bn)


Net Profot (RMB bn)
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VW Financial Data

		Year		Sales Revenue (€m)		Net Profit (€m)		Net Profit Ratio (% p.a.)		Current Ratio		Receivable Days		Inventory Days		Gearing (%)		ROE (%)		Operating Cash Flow (€m)		Cash Cycle (Days)

		2021		250,200		15,428		6.2%		1.22		22.63		78.63		261.7%		10.6%		19,275		53

		2022		279,050		15,852		5.7%		1.23		24.24		84.10		216.3%		8.9%		22,109		46

		2023		322,284		17,861		5.5%		1.16		24.74		74.87		217.5%		9.4%		22,528		43

		2024		324,656		12,394		3.8%		1.13		23.76		78.07		221.7%		6.3%		19,060		47

		2025		321,913		6,904		2.1%		1.09		23.54		75.57		217.4%		3.4%		8,868		45



Revenue & Profit Analysis



Sales Revenue (€m)	

2021	2022	2023	2024	2025	250200	279050	322284	324656	321913	Net Profit (€m)	

2021	2022	2023	2024	2025	15428	15852	17861	12394	6904	

Revenue (RMB bn)





Net Profot (RMB bn)











Net Profit Ratio (% p.a.)	

2021	2022	2023	2024	2025	6.1662669864108711E-2	5.6807023830854689E-2	5.5420064291122118E-2	3.8175792223153121E-2	2.1446788417988711E-2	







Current Ratio	

2021	2022	2023	2024	2025	1.2187076092047715	1.2267694816744472	1.1631171251625929	1.1298937057395215	1.0942059375344884	







Receivable Days	

2021	2022	2023	2024	2025	22.630875299760191	24.242644687332021	24.744898909036749	23.755759942831801	23.538657960380601	







Inventory Days	

2021	2022	2023	2024	2025	78.634724254652426	84.102553930514048	74.873478275844917	78.069566791359961	75.572669403076063	







ROE (%)	

2021	2022	2023	2024	2025	0.10555988888432749	8.8892378089812027E-2	9.4409734335521661E-2	6.2999730596601453E-2	3.4000807666926036E-2	







Operating Cash Flow (€m)	

2021	2022	2023	2024	2025	19275	22109	22528	19060	8868	







Gearing (%)	

2021	2022	2023	2024	2025	2.6167946139004066	2.1627843075680766	2.1749125199539079	2.2171086407327771	2.1738700050232942	







Cash Cycle (Days)	

2021	2022	2023	2024	2025	53	46	43	47	45	
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