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1. [bookmark: _Toc1199722974]Introduction
The aim of the presented report is to evaluate the financial performance, analyse working capital, identify problems, propose a financial strategy, develop a strategic restructuring plan, and carry out investment appraisal analysis for a new project. For the same purpose, the report has selected an EV manufacturing company, namely Volkswagen Group. The company is involved in producing and selling motorcycles, cars, turbo machinery, trucks, propulsion components, and a range of other products. It market its products under different brand names, namely Lamborghini, Volkswagen and Porshe. It carries business operations in various regions across the globe, including Africa, Europe, Asia, America, and others. Volkswagen Group has more than 660,000 employees with a market capitalisation of $51.8 billion (Forbes, 2026; Global Data, 2024).
Accordingly, the report will use a wide range of ratios for evaluating financial performance and identifying problems to propose a financial strategy. Besides this, different financing options will also be discussed in detail. The report will also discuss various financial restructuring options, such as divestiture, merger, and others, along with their shareholder value, debt structure, and operational flexibility. Further, different investment appraisal techniques such as Net Present Value (NPV), Payback Period, Accounting rate of Return (ARR), Profitability Index (PI), and Internal rate of Return (IRR) will also be evaluated for the new project to evaluate the financial viability of the new investment.
2. [bookmark: _Toc1020062335]Financial Health Check	Comment by Sujan Dhara: Current discussion is descriptive, but not fully analytical.
Add drivers like inflation, EV transition costs, R&D
External macro factors
Industry competition impact.
Financial Statement Analysis
On evaluation of the company’s financial statements, it was found that the revenues of the company has rose significantly in the last 5 years from €222,884 to €324,656, which has also helped the company in maintaining stable gross profits during the interim. However, a rise in expenses like distribution, administration, and other expenses has reduced the net profits of the company. During 2021, the company’s net profit was €15,428, which reduced to €12,394 in the year 2025, which can be seen as a matter of concern for the company. In addition to this, both current assets as well as current liabilities of the company has also rise gradually in the last 5 years, which has helped the company in maintaining adequate liquidity. However, the debts of the company has reduced gradually in the last 5 years; whereas, equity has improved. This can be seen as favourable for the company as it is gradually reducing dependency on debts for the purpose of reducing financial burden.
Ratio Analysis
Profitability

Figure 1: Profitability ratios of Volkswagen Group from 2020 to 2024
Profitability ratios refer to financial metrics used to determine the financial performance of companies. Gross profit ratio, net profit ratio, and others are some examples of profitability ratios. Gross profit ratio helps in calculating profit percentage after deducting costs of goods sold, which can also be used to measure the operational efficiency of a business. Additionally, net profit ratio reflects final profit percentage over business revenues after deducting all expenses ( Ranganatham, 2016; Treesa, 2024). In the same context, it was found that the gross profit ratio of the Volkswagen group has shown a positive trend as it increased from 17.47% to 18.32% in last 5 years. A rise in gross profits or gross profit margin also shows improved operational efficiency of the company. However, on the other side, the net profit ratio has shown downwards trend in the last few years as it dropped from 6.17% to 3.82%. Despite a rise in sales, the net profit of the company has decreased due to rise in expenses, which caused fall in the net profit ratio.
Liquidity

Figure 2: Liquidity ratios of Volkswagen Group from 2020 to 2024
Liquidity ratio includes the current ratio and quick ratio. Both ratios are used for analysing liquidity position by comparing current assets with current liabilities. The only difference between the two is that the current ratio considers all current assets, while the liquid ratio considers only liquid assets. It helps in analysing a company’s ability to meet short-term business obligations (Robinson et al., 2015). The current ratio of the company during 2020 was 1.18, which rose to 1.22 and 1.23 during 2021 and 2022. However, it started falling from 2023 and reduced to 1.16 and 1.16 during 2023 and 2024. The key reason behind such a fall is a higher proportion of increase in current liabilities as compared to current assets. Similarly, the quick ratio also declined from 0.97 to 0.87, which was the result of a fall in liquid assets or a rise in inventory levels in the last few years. Thus, both current and quick ratio has shown a downward trend in the last few years.
Efficiency

Figure 3: Efficiency ratios of Volkswagen Group from 2020 to 2024
Efficiency ratios helps in evaluating how efficient a company is in managing different business resources like inventory, assets, and others. Inventory turnover ratio tells how frequently a company converts its inventory into sales. On the other hand, the asset turnover ratio is used for evaluating the efficiency of a company in generating sales from the effective use of assets (Abor and Karimu, 2023). Both asset and inventory turnover ratio has shown an uptrend from 2020 to 2023, but both ratios slightly fell in 2024. Asset turnover ratio in 2020 was 0.45 and rose to 0.54 in 2023, but decreased to 0.51 in 2024. Similarly, the inventory turnover ratio rose from 4.06 to 4.94 in 2023, but it also fell to 4.81 in 2024. A rise in assets or inventories has caused a fall in both the asset turnover ratio and the inventory turnover ratio in the year 2024.
Gearing

Figure 4: Gearing ratios of Volkswagen Group from 2020 to 2024
Gearing ratios like debt-equity and interest cover helps evaluating solvency position or financial condition. Debt-equity ratio compares debt and equity for measuring financial risk; whereas, the interest cover ratio tells a company’s ability to meet interest obligations from operating profits (Singh and Gupta, 2021). Debt-equity ratio of Volkswagen Group in the year 2020 was 1.58, which gradually reduced in the last 5 years and reached 1.11, indicating downwards trend. A higher proportion of increase in equity compared to debt helped the company in reducing the debt-equity ratio. However, a fall in net profits has affected the interest cover ratio of the company. Interest cover ratio revealed a downward trend as it dropped from 10.60 to 5.53 in 2024.
Investment

Figure 5: Investment ratios of Volkswagen Group from 2020 to 2024
Investment ratios like Earnings Per Share (EPS) and Return on Equity (ROE) are also used for measuring investment opportunities. EPS refers to the amount available for each shareholder; whereas, ROE tells the profit percentage on equity value (Aswath, 2010). These ratios are mainly used by companies and stakeholders for finding investment opportunities. It was identified that the EPS of the company has shown an upward trend in the last 5 years. A rise in profits has helped the company in increasing EPS from €16.62 to €31.78 in 2023; however, a fall in net profits during 2024 caused fall in EPS to €21.37. In addition to this, the ROE of the company has deviated each year in the last 5 years. For instance, ROE rose from 6.85% to 10.56% in 2021 but declined to 8.88% in 2022. It again increased to 9.44% in 2023 but declined to 6.30% in 2024. Fall in profits and rise in equity levels are the main causes behind such a fall in ROE during 2024.
Cash Flow

Figure 6: Cash flow ratios of Volkswagen Group from 2020 to 2024
Operating cash and cash ratio are main cash flow ratios, which tell how much operating cash or actual cash the company owns to meet current business obligations. Both the operating cash flow ratio and the cash flow ratio shows downward trend in the last 5 years. Operating cash flow ratio reduced from 0.15 to 0.08, and cash flow ratio declined from 0.20 to 0.19 due to the reason of fall in both operating cash flow and cash flow of the company.
(Note: See detail calculations in appendix 1)
Strengths and Threats
Strengths
A rise in gross profit implies improved operational efficiency of the company. Similarly, a current ratio of more than 1 is also a major strength as it shows the company's strong capability to meet current business obligations. A rise in asset turnover and inventory turnover ratio during 2020 to 2023 also indicates that the company is efficient in managing resources effectively to generate higher sales. Further, a fall in the debt-equity ratio is also one of the key strengths of the company as it is gradually reducing dependency on debts and improving financial health.
Threats
Falling profits is main threat which has affected the interest cover ratio and return on equity. Low profits can create obstacles for the company in meeting current obligations; whereas, it will also affect equity returns due to the lack of company in having sufficient profits. Similarly, a fall in profits will also affect EPS and shareholders' interest in the company in the near future. Moreover, cash flow issue is also a major threat to the company as it is a crucial element for the company’s survival.
Recommendations	Comment by Sujan Dhara: Need to strongly link the TQM to VW context.

Link to EV cost structure, battery investments and supply chain optimization.
The company needs to focus on adopting different measures for addressing threats or main problems like cash issue, falling profits, and others. The problem regarding falling profits can be addressed with the help of reducing business expenses. The implementation of Total Quality Management (TQM) can help in identifying and eliminating non-value-added activities. This can reduce expenses and boost profits of the company (Taha, Atheer and Asmar, 2024). In addition to this, cash flow problems can be solved through focusing on several factors like optimising accounts receivable, controlling expenses, optimising account payable, and building cash reserves (Morgan, 2025). Thus, as a part of financial strategy, it can be recommended to Volkswagen Group that it should implement TQM for improving profits and focus on controlling expenses and optimising receivables and payable in order to address the current problem of falling cash flows and net profit. 
3. [bookmark: _Toc825710344]Working Capital Management Analysis
Cash Operating Cycle	Comment by Sujan Dhara: Limited critical evaluation of COC.
Please add, Is 59 days good or bad for automotive industry?
Compared with capital intensive nature of EV sector.
Cash Operating Cycle (COC) refers to a financial metric which computes the time taken by businesses from converting investments into cash flows. In other words, COC helps in determining the time from paying suppliers for inventory to collecting funds from customers (Clayman, Fridson and Troughton, 2012). COC comprises 3 components namely inventory days (days for converting inventory into sales), receivable days (days of collecting credit sales payment from customers), and payable days (days of meeting payment obligations for suppliers) (Ethan, 2025). 

Figure 7: Cash Operating Cycle of Volkswagen Group from 2020 to 2024
It has been identified that the COC of Volkswagen Group has decreased in last 5 years. The company’s COC during 2020 was 71 days, which dropped to 59 in the year 2024. Fall in inventory days from 90 days to 76 days and a fall in receivable days from 27 days to 24 days are the main reasons behind the fall in COC. The company has gradually improved its time for converting inventory into sales, which helped in improving COC. Similarly, fall in receivables also shows that the company is improving its collection period to improve cash flows. However, a fall in payable days can be seen as one of the main drawback for the company as fall in payable days indicates fast collection of payment to suppliers. The fast payment to suppliers can affect and reduce the cash flows of the company.  
(Note: See detail calculations in appendix 2)
Recommend strategies to improve liquidity
Several strategies can be implemented to improve liquidity through working capital reforms, and the same are discussed hereunder:
Trade Receivables: Managing trade receivables can be one of the effective approaches to improve liquidity, which can be attained by changing the terms and conditions of payments with debtors. Offering discounts for early payments can be helpful in collecting fast payments from the suppliers.
Trade Payable: Changing terms with suppliers related to delayed payment can also be beneficial for improving liquidity. The company can retain more cash by delaying payments to suppliers; however, the same can effect relationship between the company and suppliers (BBB, 2025).
Inventory Management: Managing inventory is another way to improve liquidity. The implementation of Just-In-Time (JIT) can help in saving different inventory costs like storage, handling, and others, which can improve liquidity. JIT is a system wherein inventory orders are placed based on actual production or demand requirements (Susanti et al., 2025).
Thus, it can be recommended that the company implement the above strategies in order to improve liquidity.
Short-term vs Long-term financing options	Comment by Sujan Dhara: Add what VW should actually use internal funds? Debt? Equity?
Funds are crucial for every business and are considered lifeblood. Funds are required at every stage of the business cycle, from purchasing raw material to managing working capital and others. The business entities can use both short-term and long-term sources of finance to meet business requirements. Short-term sources of finance are mainly used for the purpose of funding current assets or managing working capital requirements; whereas, long-term sources of finance are used to fund fixed assets (Gupta and Gosavi, 2023). Short-term sources of finance include short-term loans, cash credit, overdraft, and others. Short-term loans refers to borrowing of funds for a short period of time, usually for a period less than 1 year. On the other hand, cash credit is another short-term source; wherein, company can get funds or credit from financial institutions against security. Similarly, overdraft refers to the facility provided by a bank to business entities for withdrawing funds more than the credit up-to specific limit (Saikrishan, Ramya and Sumathi, 2023). Different sources of finance have their own merits and limitations. For example, cash credit and short-term loans are flexible and easy to arrange; however, over-borrowing, high costs, and others are the main limitations of cash credit and short-term loans (Kumar and kandekar, 2023). Similarly, getting an overdraft facility is also an easy process, but it also has a high rate of interest, which can be considered as a major limitation of overdrafts (Glasgow, 2011).
Long-term sources of finance include equity financing, long-term loans, debentures, and others. Equity financing refers to a way to raise capital from the market by issuing shares. Long-term loan refers to borrowing of funds from banks or financial institutions in consideration of interest payments. Similarly, a debenture is another source, wherein the company receives funds through issuing instruments in the market in consideration of fixed interest payments (Kumar, 2019). Loans and debentures provide the benefit of a tax shield on interest payments. Similarly, the cost of loans and debentures is also low compared to equity. However, both enhance financial obligation on companies (Geek, 2025). On the other hand, equity financing does not enhance financial obligation; however, loss of control or dilution of ownership due to transfer of stake to shareholders is the main limitation of equity financing (The Hartford, n.d.).
There are several theories as well for sources of finance like net income theory, pecking order theory, and others. Net income theory suggests that the company must use a mix of debt and equity to reduce the cost of capital and maximise wealth for the shareholders. On the other hand, the pecking order theory suggests that the company must prioritise using internal funds and keep external sources of finance as a last resort (Ahmadinia, Afrasiabishani and Hesami, 2018). Accordingly, companies can use different sources of finance based on their specific requirements after analysing both the merits and limitations of different sources of finance.
4. [bookmark: _Toc674424694]Strategic Financial Restructuring Plan	Comment by Sujan Dhara: Lacks company-specific examples and too generic and theory-heavy.

Mention VW-specific possibilities:
	EV division expansion
	Battery partnerships.
	ICE vehicle divestment.



Weak financial as strategies need to be explained and supported with ratios.
Link to failing ROE with required restructuring and declining interest cover with reduced debt.	Comment by google1582520940: Asked only for alternatives in general
Recommended Financial Restructuring Alternatives
Volkswagen Group can apply a multidimensional financial restructuring approach to address decreasing net profitability and cash shortages despite balanced growth and robust operational efficiency. One of the primary strategies is selective divestiture, in which a company may sell non-core or underperforming business units for generating immediate cash flows and advance capital allocation adequately (Pham et al., 2018).  This relates to the common principle that companies generally divert assets for streamlining operations and targeting high-margin segments. Another alternative is equity injection that can be through strategic investments or right issue for strengthening liquidity without enhancing leverage. This is especially relevant based on the declining debt levels of the company, as it offers a chance to restructure the capital structure, along with keeping financial stability. It is generally argued in financial practices that equity financing advances solvency ratios and decreases bankruptcy risk (Blessing and Sakouvogui, 2023). In addition, mergers or strategic partnerships, particularly in the EVs and digital mobility, can assist the company in reducing R&D expenses and increasing economies of scale.
Collaborations with technology-based companies can allow cost-sharing and overall innovative efficiency, which is essential in the capital-intensive sectors. Companies in dynamic industries generally pursue alliances to stay competitive and manage increasing costs adequately. Lastly, restructuring of working capital must be prioritised. This involves improving receivables collection, renegotiating supplier payment terms, optimising stock levels and other related things, which can ease the pressure of cash flows (Atere et al., 2019). Hence, efficient management of working capital is commonly considered an essential area of short-run financial health. Overall, such measures can assist the company in addressing liquidity issues along with stabilising profitability in the cost-intensive environment.
Evaluating Impact on Shareholder Value, Debt Structure, and Operational Flexibility
The proposed restructuring approaches to Volkswagen Group are probably to carry a positive overall impact on shareholder value in the long-run business operations of the company. Divestitures can allow hidden value by letting the entity target its highly profitable business segments, thereby advancing overall return on equity. However, In medium term, such approaches may show restructuring issues and form volatility in the prices of stocks. It is usually noted that markets react favourably at the time restructuring programs are related to long-run value formation (Saltorato and Benatti, 2017). Besides, from the debt structure perspective, injection of equity and advanced cash flows from divestitures can further decrease overall reliance on debt financing. This will improve the overall balance sheet by decreasing the debt-to-equity ratio and advancing the firm’s creditworthiness. A lower leverage ratio increases the ability of a company to secure financing on good terms in the future.
Moreover, financial theory also highlights that a proper capital structure balance overall benefits of debt tax shields with the threat of financial distress (Michalkova et al., 2023). In relation to operational flexibility, restructuring approaches like partnerships and better working capital management can considerably increase agility. By decreasing fixed expenses and sharing investments, the firm can better align with market changes, especially in the change towards sustainable mobility and EVs. Greater liquidity also lets the company respond quickly to strategic opportunities and external shocks. However, there can be trade-offs; for example, equity dilution can decrease EPS or Earnings Per Share, and divestitures may lead to diversification loss. But such risks could be lowered or mitigated through careful strategic communication and planning with stakeholders. Hence, eventually, the restructuring is anticipated to strengthen financial resilience and assist overall sustainable growth.
Analysing International and Ethical Considerations	Comment by Sujan Dhara: Link to Dieselgate legacy (https://theicct.org/ten-years-after-dieselgate-transportations-unfinished-business-sept25/) and EV sustainability commitments 
Operating at the transnational level, Volkswagen Group should consider multiple global and ethical elements, along with applying financial restructuring. One of the primary elements is taxation because divestitures and global transactions may have constant tax implications. Companies generally structure such areas strategically to optimise overall tax efficiency, along with ensuring compliance with transnational regulations (Herger et al., 2016). Besides, currency risk is another essential element, based on the overall presence of the company in global markets. Moreover, fluctuations in exchange rates could impact costs, revenues and profitability. It is generally recommended that transnational companies adopt hedging approaches to lower or mitigate such foreign currency-related risks and stabilise overall financial performance (Wang et al., 2015). Similarly, inflationary pressure, especially in the energy and raw material costs have led to a reduction in the net profitability of the company. Hence, the company should align inflation-adjusted cost control and financial planning mechanisms to balance margins. The economic theory related to inflation highlights that inflation can lower purchasing power and increase operational expenses if not managed adequately.
Besides, from the ethical areas, restructuring decisions like plan closure, layoffs, or divestitures should be handled responsibly. Keeping robust CSR or Corporate Social Responsibility practices is important to safeguard the reputation and stakeholder trust for the company (Hakala, 2015). Ethical considerations are extending to environmental and governance sustainability, particularly as the automotive industry changes towards greener technologies. In governance, transparency in financial reporting and decision-making is essential. Moreover, it is widely accepted that good ethical governance increases investors’ confidence and longer value creation. By applying international ethical considerations to its restructuring approach, the company could ensure sustainability, compliance and worldwide confidence. Lastly, from the environmental area being an important segment of ESG, the company must apply sustainability into its overall financial restructuring by prioritising investments in EVs, lower-emission production processes as well as renewable energy use. Divestment from carbon-intensive mechanisms can decrease regulatory risks and increase long-run cost efficiency (Gozlugol et al., 2022). It is commonly noted that environmentally responsible companies attract ESG-likely investors and benefit from reduced capital cost.
5. [bookmark: _Toc637143192]Investment Appraisal	Comment by Sujan Dhara: You recommend project C despite negative NPV

Please state all projects destroy value financially, then justify strategic reasons (EV transition, market positioning)

You say IRR is viable, but it is below 10% discount rate. Clarify: IRR < discount rate → NOT financially viable


Capital rationing justification is brief. Show: Why 
B + C > A + B
Compact total NPV or strategic benefit.	Comment by google1582520940: Already given justification
Payback Period: Payback period refers to an investment appraisal technique, which is used to compute the time period to recover the initial investment. It is a crude measure of liquidity, which tells projects managers time project will take to recoup the initial cost. Payback period is one of the simplest techniques and favours liquidity. However, there are several disadvantages of the payback period like it does not include cash flows that are generated after the payback period. In addition to this, the payback period is also not consistent with maximising wealth for the shareholders (Berk et al., 2013). The lower the payback period, the best it is for the company to invest due to faster collection.
Accounting Rate of Return (ARR): ARR refers to a financial metric which is used for evaluating return on investment. In simple words, ARR reflects the profit percentage generated over the investment value. The computation of ARR is easy, and it is also simple to understand; however, there are several drawbacks to ARR. For instance, it lacks in considering the time value of money concept. Similarly, ARR also fails in considering the timing of profits (Birt et al., 2020).
Net Present Value (NPV): NPV is one of the most useful techniques, which helps in determining the value of the project. In simple terms, it is the difference between the present value of cash inflows and cash outflows. The NPV technique uses a discount rate to arrive at the present value of cash inflows. Investing in positive NPV is favourable as it creates value addition and also facilitates companies in maximising shareholders' wealth. Some of the key advantages of NPV are the consideration of the time value of money concept and the consideration of the risk of future cash flows. However, there are also several disadvantages of NPV like estimation of discount rate and difficulty to select mutually exclusive projects with similar size (Drake, Fabozzi and Fabozzi, 2022).
Profitability Index (PI): PI refers to the ratio of the present value of cash inflows and the initial investment value. In other words, it measures the benefit received on each dollar invested. PI of 1 and more than 1 reflects that the investment is feasible; whereas, investing in a project with a PI of less than 1 is not feasible. PI is helpful to use when investment funds are limited, and it is also related to NPV; however, a key drawback of PI is that it might provide wrong or inaccurate results when comparing mutually exclusive projects (Hillier, 2021).
Internal Rate of Return (IRR): IRR is another technique which is used to compute return on potential investments. In simple terms, IRR is the rate at which a project reaches the break-even level. At IRR, the initial investment as well as present value of future cash inflows becomes equal or project neither generates profits nor losses. Generally, investing in a project is more feasible when the IRR exceeds the discount rate and vice versa. The key advantage of IRR is that it is related to NPV; however, it is hard to compute and also leads to ambiguity during multiple IRRs (Berk et al., 2013).
The following section will discuss the results of investment appraisal techniques and provide recommendations regarding the feasibility of an investment.
Table 1: Investent appraisal techniques results 
	Techniques
	Project A
	Project B 
	Project C

	Payback Period
	4.5
	4.55
	3.6

	ARR
	1.60%
	2%
	6%

	NPV
	-£8.68
	-£8.30
	-£1.98

	PI
	0.83
	0.83
	0.96

	IRR
	2.72%
	3.26%
	8.59%


(Note: See detailed calculations in appendix 3)
On analysis of the above results, it was found that all projects have generated negative NPV. Project A’s NPV is -£8.68, Project B’s NPV is -£8.30, and Project C’s NPV is -£1.98. Project A has generated the highest negative NPV, whereas Project C has generated the lowest negative NPV. In addition to this, the payback period of project A, B, and C are 4.5 years, 4.55 years and 3.6 years. Project C will takes least time compared to other projects to recoup initial investments. Similarly, ARR of project A, B, and C are 1.60%, 2% and 6%. This implies that the project C will generate the highest returns compared to project A and B. PI of project A, B, and C are 0.83, 0.83, and 0.96, which indicates that investing in project C is a more viable option compared to investing in other projects. Further, the IRR of project C is also slightly low (8.59%) compared to project A (2.72%) and project B (3.26%), which shows that investing in project C is viable. Overall, it can be stated that investing in all projects is not feasible as all projects has generated negative NPV; however, in case the company wants to invest in one project than investing in project C is feasible due to the low payback period and high ARR.
The net profit ratio of the company has declined in the last few years, and thereby investing in project with the highest ARR is helpful for improving profit margins. Since project C has generated the highest ARR, it will help boosting company’s profits. Gearing is also affected due to a fall in interest cover, and thus investing in the highest ARR project will address this problem. Cash issue is also one of the concerns for the company, and thus investing in a project makes a perfect choice for the company as it has the lowest payback period. Overall, investing in project C can help in addressing profitability and cash weakness; however, investing in other projects can exacerbate them. On the other hand, non-financial risk like political risk is also high in the EV industry due to huge regulations, and thereby investing in project with a high payback can bring more challenges to policy changes and thus investing in project C with the least payback period can be helpful for reducing exposure and faster recovery. Similarly, Dieselgate has damaged reputation and customer loyalty, which can be seen as one of the main non-financial risks. Such risk makes it crucial for the company to improve customer loyalty. This can be achieved by investing in projects with higher inflows, like project C, which can assist in rebuilding brand royalty (Volkswagen Group, 2024; Jong, and van der Linde, 2022).
In the case of capital rationing, the company can invest only a maximum of £100 million, so investing in projects B and C is feasible. Investing in project C is feasible as it has growth potential and generated the highest ARR and the lowest payback; whereas, project B provides stable cash flows in all years, which supports liquidity management and can solve cash issue for the company. Overall, the combination of projects B and C is viable in case of capital rationing as they not only balance risk and return but also fit with the company’s financial constraints. 
6. [bookmark: _Toc1112164002]Conclusion
It can be concluded from the analysis of the above report that the profitability position of the company has been adversely affected in the last few years due to a rise in expenses and a fall in profits; however, the liquidity, efficiency, and gearing position of the company are effective. The company has a sufficient amount of assets to meet current obligations, and it is also effective in managing inventory and assets. A fall in gearing ratio also reflects the sign of improved solvency position. However, consistent fall in profits and cash flow issues are the main core problems identified in the report. Such problems can be addressed using TQM, controlling expenses, avoiding wastage, and others. In addition to this, the cash operating cycle has reduced in last 5 years; however, a slight rise has been seen in the cash operating cycle since last few years. Although the company is effective in managing working capital; however, it can be recommended to the company to further improve liquidity by taking working capital reforms like managing receivables, payable and inventory.
Additionally, Volkswagen can fix declining profitability and cash shortages through a neutral financial restructuring approach integrating equity support, divestitures, and operational advancements. While short-run tradeoffs may emerge, the long-run advantage involves increased shareholder value, robust financial stability, and greater flexibility. Applying ethical, global and environmental considerations further increases sustainable growth, alignment, and resilience with changing worldwide regulatory and business expectations. Further, all projects have generated negative NPV, but project C is more favourable than the others due to the least negative NPV, the highest ARR, the highest PI, and the shortest payback period. Similarly, investing in project C can also help improve profitability and reduce cash flow issues and improve existing non-financial risks like reputation damage. In the case of capital rationing, the investment in project B and C is feasible as both can address current problems and help meet strategic goals.
[bookmark: _Toc442718126]
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8. Appendices
1. [bookmark: _Toc139430913]Ratios
	Computation of Ratios

	Profitability Ratios
	2020
	2021
	2022
	2023
	2024

	Gross profit
	38,947
	47,241
	52,228
	60,985
	59,472

	Sales
	222,884
	250,200
	279,232
	322,284
	324,656

	Gross profit ratio 
	17.47%
	18.88%
	18.70%
	18.92%
	18.32%

	(Gross profit)/sales*100
	
	
	
	
	

	
	
	
	
	
	

	Net profit
	8,824
	15,428
	15836
	17,861
	12,394

	Sales
	222,884
	250,200
	279,232
	322,284
	324,656

	Net profit ratio
	3.96%
	6.17%
	5.67%
	5.54%
	3.82%

	(Net profit/sales)*100
	
	
	
	
	

	
	
	
	
	
	

	Liquidity Ratios
	2020
	2021
	2022
	2023
	2024

	Current assets
	194,944
	200,347
	224,309
	239,644
	245,231

	Current liabilities
	165,410
	164,393
	182,992
	206,036
	217,039

	Current ratio
	1.18
	1.22
	1.23
	1.16
	1.13

	(CA/CL)
	
	
	
	
	

	
	
	
	
	
	

	Current assets
	194,944
	200,347
	224,309
	239,644
	245,231

	Inventory
	43,823
	43,725
	52,274
	53,601
	56,720

	Current liabilities
	165,410
	164,393
	182,992
	206,036
	217,039

	Quick ratio
	0.91
	0.95
	0.94
	0.90
	0.87

	(CA- inventory)/ CL
	
	
	
	
	

	
	
	
	
	
	

	Efficiency Ratios
	2020
	2021
	2022
	2023
	2024

	Sales
	222,884
	250,200
	279,232
	322,284
	324,656

	Total assets
	497,114
	528,609
	564,772
	600,649
	632,905

	Asset turnover ratio
	0.45
	0.47
	0.49
	0.54
	0.51

	Sales/ Total assets
	
	
	
	
	

	
	
	
	
	
	

	COGS
	183,937
	202,959
	227,005
	261,299
	265,184

	Average inventory
	45,283
	43,774
	48,000
	52,938
	55,161

	Inventory turnover ratio
	4.06
	4.64
	4.73
	4.94
	4.81

	(COGS/ average inventory)
	
	
	
	
	

	
	
	
	
	
	

	Gearing Ratios
	2020
	2021
	2022
	2023
	2024

	Debt
	202,921
	218,062
	203,453
	205,427
	219,134

	Equity
	128,783
	146,154
	178,327
	189,186
	196,731

	Debt-equity ratio
	1.58
	1.49
	1.14
	1.09
	1.11

	(Debt/equity)
	
	
	
	
	

	
	
	
	
	
	

	EBIT
	9,675
	19,275
	22,124
	22,528
	19,060

	Interest
	2,291
	1818
	442
	3,640
	3,446

	Interest coverage ratio
	4.22
	10.60
	50.05
	6.19
	5.53

	EBIT/ interest
	
	
	
	
	

	
	
	
	
	
	

	Investment Ratios
	2020
	2021
	2022
	2023
	2024

	Earnings
	8,824
	15,428
	15,836
	17,861
	12,394

	Outstanding shares
	531
	522
	534
	562
	580

	EPS
	16.62
	29.56
	29.66
	31.78
	21.37

	(Earnings/ outstanding shares)
	
	
	
	
	

	
	
	
	
	
	

	Equity
	128,783
	146,154
	178,327
	189,186
	196,731

	Net profit
	8,824
	15,428
	15,836
	17,861
	12,394

	Return on equity
	6.85%
	10.56%
	8.88%
	9.44%
	6.30%

	Net profit/ equity
	
	
	
	
	

	
	
	
	
	
	

	Cash Flow Ratios
	2020
	2021
	2022
	2023
	2024

	Operating cash flow
	24,901
	38,633
	28,496
	19,356
	17,151

	Current liabilities
	165,410
	164,393
	182,992
	206,036
	217,039

	Operating cash flow ratio
	0.15
	0.24
	0.16
	0.09
	0.08

	(Operating cash flow/ current liabilities)
	
	
	
	
	

	
	
	
	
	
	

	Cash
	33,909
	39,723
	29,172
	43,449
	40,296

	Current liabilities
	165,410
	164,393
	182,992
	206,036
	217,039

	Cash ratio
	0.20
	0.24
	0.16
	0.21
	0.19

	(Cash flow/ current liabilities)
	
	
	
	
	



2. [bookmark: _Toc510695914]Cash Operating Cycle
	Computation of Cash Operating Cycle

	
	2020
	2021
	2022
	2023
	2024

	Average inventory
	45,283
	43,774
	48,000
	52,938
	55,161

	COGS
	183,937
	202,959
	227,005
	261,299
	265,184

	Inventory days
	90
	79
	77
	74
	76

	(Average inventory/COGS)*365
	
	
	
	
	

	
	
	
	
	
	

	Receivables
	16,243
	15,521
	18,581
	21,849
	21,130

	Sales
	222,884
	250,200
	279,232
	322,284
	324,656

	Receivable days
	27
	23
	24
	25
	24

	(Receivables/Sales)*365
	
	
	
	
	

	
	
	
	
	
	

	Payables
	22,677
	23,624
	28,748
	30,901
	29,772

	COGS
	183,937
	202,959
	227,005
	261,299
	265,184

	Payable days
	45
	42
	46
	43
	41

	(Payables/ COGS)*365
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Inventory days
	90
	79
	77
	74
	76

	Receivable days
	27
	23
	24
	25
	24

	Payable days
	45
	42
	46
	43
	41

	Cash Operating Cycle
	71
	59
	55
	56
	59

	(Inventory days+receivable days-payable days)
	
	
	
	
	



3. [bookmark: _Toc1921573186]Investment Appraisal Techniques
	Computation of payback period

	Projects
	A
	B
	C

	Year
	Cash Flows (£M)
	Cumulative
	Cash Flows (£M)
	Cumulative
	Cash Flows (£M)
	Cumulative

	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
	

	Payback Period
	
	4.50 
	
	4.55 
	
	3.60 



	Computation of Accounting rate of return

	Projects
	A
	B
	C

	Year
	Cash Flows (£M)
	Less: Depreciation
	Profit
	Cash Flows (£M)
	Less: Depreciation
	Profit
	Cash Flows (£M)
	Less: Depreciation
	Profit

	0
	-50
	0
	
	-50
	
	
	-50
	
	

	1
	10
	10
	0
	11
	10
	1
	5
	10
	-5

	2
	12
	10
	2
	11
	10
	1
	10
	10
	0

	3
	14
	10
	4
	11
	10
	1
	20
	10
	10

	4
	10
	10
	0
	11
	10
	1
	25
	10
	15

	5
	8
	10
	-2
	11
	10
	1
	5
	10
	-5

	Average profit
	
	
	0.8
	
	
	1
	
	
	3

	Investment
	
	
	50
	
	
	50
	
	
	50

	ARR
	
	
	1.60%
	
	
	2.00%
	
	
	6.00%

	(Average profits/ investment)
	
	
	
	
	
	
	
	
	



	Computation of Net Present Value

	Projects
	
	A
	B
	C

	Year
	Discount factor @ 10%
	Cash Flows (£M)
	PV (£M)
	Cash Flows
	PV (£M)
	Cash Flows
	PV (£M)

	0
	1
	-50
	-50
	-50
	-50
	-50
	-50

	1
	0.9091 
	10
	9.09 
	11
	10.00 
	5
	4.55 

	2
	0.8264 
	12
	9.92 
	11
	9.09 
	10
	8.26 

	3
	0.7513 
	14
	10.52 
	11
	8.26 
	20
	15.03 

	4
	0.6830 
	10
	6.83 
	11
	7.51 
	25
	17.08 

	5
	0.6209 
	8
	4.97 
	11
	6.83 
	5
	3.10 

	NPV
	
	
	-8.68 
	
	-8.30 
	
	-1.98 



	Profitability Index

	
	A
	B
	C

	PV of cash flows
	41.32 
	41.70 
	48.02 

	Investment
	50
	50
	50

	PI
	0.83 
	0.83 
	0.96 



	Computation of Internal rate of return

	Projects
	A
	B
	C

	Year
	Cash Flows (£M)
	Cash Flows (£M)
	Cash Flows (£M)

	0
	-50
	-50
	-50

	1
	10
	11
	5

	2
	12
	11
	10

	3
	14
	11
	20

	4
	10
	11
	25

	5
	8
	11
	5

	IRR
	2.72%
	3.26%
	8.59%



Profitability Ratios

Gross profit ratio 	
2020	2021	2022	2023	2024	0.174741120941835	0.188812949640288	0.18704159981664001	0.18922751362152601	0.18318466315115101	Net profit ratio	
2020	2021	2022	2023	2024	3.9590100680174399E-2	6.1662669864108698E-2	5.6712697685079097E-2	5.5420064291122097E-2	3.81757922231531E-2	Return on Equity	
2020	2021	2022	2023	2024	6.8518360342591803E-2	0.10555988888432701	8.8803153756862402E-2	9.4409734335521703E-2	6.2999730596601494E-2	


Liquidity Ratios

Current ratio	
2020	2021	2022	2023	2024	1.1785502690284699	1.2187076092047699	1.2257858267028101	1.16311712516259	1.12989370573952	Quick ratio	
2020	2021	2022	2023	2024	0.91361465449489099	0.95272913080240595	0.94012306548920199	0.90296355976625398	0.86855818539525198	


Efficiency Ratios

Asset turnover ratio	
2020	2021	2022	2023	2024	0.44835591031433403	0.47331770741701301	0.49441544552492001	0.53655962134291402	0.51296166091277495	Inventory turnover ratio	
2020	2021	2022	2023	2024	4.0619886269530197	4.6365193950746999	4.7293200970843401	4.9359905548996501	4.8074981191250998	


Gearing Ratios

Debt-equity ratio	
2020	2021	2022	2023	2024	1.5756815728784099	1.49200158736675	1.1408984618145299	1.0858467328449299	1.1138763082584799	Interest coverage ratio	
2020	2021	2022	2023	2024	4.2230467044958502	10.6023102310231	50.054298642533901	6.1890109890109901	5.5310504933256004	



Investment Ratios

EPS	
2020	2021	2022	2023	2024	16.617702448210899	29.5555555555556	29.655430711610499	31.781138790035602	21.368965517241399	Return on Equity	
2020	2021	2022	2023	2024	6.8518360342591803E-2	0.10555988888432701	8.8803153756862402E-2	9.4409734335521703E-2	6.2999730596601494E-2	



Cash Flow Ratios

Operating cash flow ratio	
2020	2021	2022	2023	2024	0.150541079741249	0.23500392352472399	0.15572265454227499	9.3944747519850894E-2	7.9022664129488204E-2	Cash ratio	
2020	2021	2022	2023	2024	0.204999697720815	0.24163437615956901	0.15941680510623399	0.210880622803782	0.185662484622579	


Cash Operating Cycle

Inventory days	
2020	2021	2022	2023	2024	89.857464784138003	78.722845500815396	77.178112816898306	73.946656894974694	75.9230666254374	Receivable days	
2020	2021	2022	2023	2024	26.599912959207501	22.642545963229399	24.288279996562	24.744898909036699	23.755759942831801	Payable days	
2020	2021	2022	2023	2024	44.999673801355897	42.485231007247798	46.223739565207801	43.164593052403603	40.978264148666597	Cash Operating Cycle	
2020	2021	2022	2023	2024	71.457703941989607	58.8801604567971	55.242653248252502	55.526962751607897	58.700562419602598	
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