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[bookmark: _Toc222499700]1. INTRODUCTION
Over the past few years, the electric vehicle sector has experienced a monumental transformation, with countries adopting ever more ambitious decarbonisation targets and consumers opting for low-carbon mobility. As a result of stringent emission standards, accelerated development of battery chemistry and charging infrastructure, and enhanced corporate commitment to net-zero pathways, the demand for electric cars is increasing (International Energy Agency, 2024). The Volkswagen Group (VAG) remained the world’s largest vehicle manufacturer by volume even as it ramped up its transition to electrification (Statista Research Department, 2025). Established in Germany in 1937 as a state-owned company to manufacture a “people’s car”, the Group has since evolved into a multi-brand organisation in the passenger vehicle (Volkswagen, Audi, Škoda, SEAT, Porsche), commercial vehicles, financial and battery technologies (Volkswagen Group, 2025). In 2024, 9,027,424 vehicles were delivered by the Group around the globe while sales revenue amounted to €324.7 billion (up from prior year’s 322.3 billion) and operating result was €19.1 billion with a margin of 5.9 percent, in addition to 744,794 battery-electric vehicle deliveries (Volkswagen Group, 2025). These outcomes signal a lasting evolution amid a heightened global competitive environment and regulatory scrutiny.
Due to the capital-intensive nature and fast-changing circumstances in the automotive sector, especially in its shift to electric vehicles, stringent financial analyses need to be carried out to identify its strengths, assess its weaknesses, and influence its future strategies. This report will respond to the instruction by the Board of the Volkswagen Group as the newly appointed Chief Financial Officer of the entity concerning the consolidated financial statements for the last five years (2021–2025). The assessment shows strong strength of revenue resilience and operational cash generation with emerging pressures like margin compression in key markets restructuring costs as well as geopolitical exposure and supply chain risks (IEA, 2024; Volkswagen Group, 2025). An assessment of the aforementioned is necessary to safeguard liquidity and optimise capital structure for ethical, global-scalable growth in the industry which is technology disrupting and policy-agnostic. This exercise will support decisions which bolster long-term shareholder value and further strengthen the Volkswagen Group’s position as a leader in the mobility transition.
The report will be structured and evidence based in accordance with the guidelines provided. The Financial Health Check area provides an in-depth analysis of ratios covering profit, liquidity, efficiency, gearing, investment and cashflow trends with identification and graphs from annual report analysis. The Working Capital Management Analysis assesses the cash operating cycle and suggests specific reforms to strengthen liquidity. The Strategic Financial Restructuring Plan analyses restructuring options, their impacts on stakeholder value, debt profiles as well as international issues such as tax, currency exposure and corporate social responsibility. The final section of the report deals with Investment Appraisal and Capital Budgeting. In this section, various techniques such as Payback Period, Accounting Rate of Return, Net Present Value, Profitability Index and Internal Rate of Return are applied for the three proposed projects. The section then makes capital rationing recommendations which will be justified by the Group’s financial position and non-financial risks. By following this elaborate structure, the report provides the Volkswagen Group with a financially feasible, scalable and ethically correct plan for its success in the global transition of electric vehicles.
[bookmark: _Toc222499701]2. FINANCIAL HEALTH CHECK
The financial health check assesses the Volkswagen Group’s performance 2021–2025 in a systematic manner based on the consolidated data extracted from the Group’s official annual reports (2021, 2022, 2023, 2024, 2025) and the January–September 2025 Interim Report (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025a; Volkswagen Group, 2025b). This analysis uses one representative ratio from each category (profitability, liquidity, efficiency, gearing, investment and cash flow) to assess whether the dominant provider relies on the ability to generate returns, pay debts, use assets, manage debts, produce investment returns and cash from the company and use all these factors in the ongoing electrification of the organisation. The key figures tables and consolidated financial statements in the reports served as the basis.
The Group’s ability to convert revenue into sustainable operating profit is evident from the profitability ratios despite spending heavily on EV platforms and software. The chosen ratio is operating return on sales, calculated as (operating result/sales revenue) ×100 (Das,2018). These calculations reveal a peak margin in 2022 with strong volume recovery and premium brands performance, followed by a gradual fall in 2023–2024 and steep decline in the first nine months of 2025 as illustrated in Figure 1. The steep decline is mainly, due to the surge in research and development spending on battery and software platforms, substantial non-cash impairment charges for goodwill and capitalised project costs (especially at the Porsche brand group), negative impact of an increase in US import tariffs, and additional provisions from European CO₂ fleet compliance (Volkswagen Group, 2025). These calculations show that the firm achieved solid operational resilience and effective pricing power in the early post-pandemic recovery as margins rose sharply from 4.3 per cent in 2020 to 7.9 per cent in 2022 (Volkswagen Group, 2023). Group must maintain cost discipline, portfolio optimisation and greater operational efficiency if long term profitability is to be protected in future years as sustained downward pressure on profitability since 2023 highlights the need for such measures to sustain competitiveness in the global market.
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[bookmark: _Toc222527567]Figure 1: Operating Return on Sales (%) 
[bookmark: _Hlk222468926]Source: (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025a; Volkswagen Group, 2025b)
Liquidity ratios assess the Group's short-term capability to meet obligations and fund capital assets. The main indicator is current assets ÷ current liabilities which gives us the current ratio (Lubis, 2023). The ratio hit its peak at 1.23 in 2022 before contracting modestly. As per the Volkswagen Group (2023), the significant rise in trade payables linked to supply-chain and EV components on the one hand and solid growth in current assets (receivables as well as cash) on the other hand account for the development seen in Figure 2. The figures indicate that there are comfortable cushions above that established benchmark of 1.0 throughout, and therefore sufficient short-term protection despite cash bites from the EV transition. According to the statement of the Automotive Division, the strong positioning of the group has net liquidity of €36.1 billion as at 31 December 2025 and €31.0 billion as at 30 September 2026 (Volkswagen Group, 2026). The slight reduction suggests working-capital management will be cardinal going forward.
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[bookmark: _Toc222527568]Figure 2: Current Ratio 
Source: (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025a; Volkswagen Group, 2025b)
Efficiency ratios measure how well the Group uses its assets to generate revenue. Didar (2019) uses sales revenue ÷ total assets as the total asset turnover metric. The improvement trend until 2023, followed by slight stabilisation, demonstrates progressively better asset utilisation due to higher sales volumes, and better capacity utilisation across production sites, as well as discipline in capital spending (see Figure 3). The outcome shows that the Group has managed to achieve revenue growth more efficiently each year with the benefit of the enlarged asset base that came from investment in battery and software infrastructure.
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[bookmark: _Toc222527569]Figure 3: Total Asset Turnover (times) 
Source: (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025a; Volkswagen Group, 2025b)
The gearing ratios demonstrate the relationship between equity and debt financing together with the financial risk involved. The equity ratio is found by using the formula equity ÷ total assets × 100 (Didar, 2019). The material strengthening from 27.6 per cent in 2021 to 31.9 per cent in 2025 mainly through retained earnings indicates an enhancing but still conservative capital structure (Figure 4). The strong equity ratio of the Group places it in an excellent position given the capital requirements of a global scale.
Gearing ratios give an idea of the proportion of equity and debt; moreover, they also reveal general financial risks connected with the Volkswagen Group. The representative measure selected for the Group was the equity ratio (total equity divided by total assets times 100), which indicates the extent to which the Group’s assets are financed from shareholders’ funds, this measure reflects the Group’s long-term financial stability and ability to provide support in respect of further borrowing to finance electrification (Purwanto, Sanjaya and Kawisana, 2021; Volkswagen Group, 2024). The equity ratio increased from 27.6 per cent 2021 to 31.6 per cent in 2022 as shown in figure 4 and has remained sturdy since then as it recorded 31.6 per cent in 2023, 31.8 per cent at the end of 2024 and 31.9 per cent as at 30 September 2025, (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025). The Group’s growing financial strength and ability to fund electrification projects are evident from the trend.
The continued improvement and subsequent stabilisation show the Group’s ability to retain earnings and strengthen its equity base, despite incurring significant capital expenditure on electric vehicle platforms and battery technologies (Volkswagen Group, 2025). They point to a more conservative and resilient capital structure whereby shareholders now finance close to a third of total assets. The Volkswagen Group has a stronger equity position, which reduces the risk of financial leverage, lowers its sensitivity to interest rate movements, and provides the Group with more operational flexibility and capacity to raise debt at the right moment to finance its multi-year electrification programme without jeopardising its financial soundness. The Company’s upward movement in equity ratio reflects a prudent capital management (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025). As a result, it lays the groundwork for the Group to enlarge its footprint in the global EV market.
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[bookmark: _Toc222527570]Figure 4: Equity Ratio (%)
Source: (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025a; Volkswagen Group, 2025b)
Volkswagen Group’s Investment ratios measure how successfully the group generates returns on capital through its core operations.  The measure of Return on Investment (ROI) for Automotive Division i.e.; operating profit after tax and adjustments as a percentage of average invested capital was selected as a key measure as it evaluates the efficacy of capital allocation in light of the Group’s major investments in electrification (Brealey, Myers and Allen, 2020). According to Figure 5, ROI surged from 10.4% in 2021 to peak at 12.3% in FY2023, as the market recovered strongly. Subsequently, it moderated to 11.8% in FY2024 and fell further to an annualised 9.5% in the first nine months of FY2025, denoting management’s highly effective deployment of capital into modular electric platforms and premium segments in the early phase of recovery. The recent moderation nevertheless illustrates the front-loaded nature of the costs of EV transformation and external pressures arising from impairments and tariffs (Volkswagen Group, 2025). The strong performance of Return on Investment over a very long period confirms that the ability of the Volkswagen AG to provide a good return on investment does not jeopardize the Group’s capacity to finance its global electrification ambitions despite rising costs.
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[bookmark: _Toc222527571]Figure 5: Automotive Division Return on Investment (ROI %) 
Source: (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025a; Volkswagen Group, 2025b)
Cash flow measures are essential for appraising the capacity of the Volkswagen Group to generate cash from its business operations as well as to self-finance the capital-intensive electrification programme. To represent the Group’s ability to fund its transformation without too much external financing, we chose the net cash flow of the Automotive Division. This is operating cash flow less capital expenditure and changes in working capital (Volkswagen Group, 2024). As can be seen in Figure 6 the net cash flow was very volatile. In 2021, it stood at €8610 million, then dropped sharply to €4807 million in 2022, reached a peak of €10698 million in 2023, moderated down to €6000 million in 2024, and finally amounted to €1800 million for the first nine months of 2025 (Volkswagen Group 2022; Volkswagen Group 2023; Volkswagen Group 2024; Volkswagen Group 2025). This shows the toughness of the Group that allows it to handle cash pressures from the shift to electric vehicles globally.
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[bookmark: _Toc222527572]Figure 6: Automotive Division Net Cash Flow (€ million) 
Source: (Volkswagen Group, 2022; Volkswagen Group, 2023; Volkswagen Group, 2024; Volkswagen Group, 2025a; Volkswagen Group, 2025b)
To sum it up, the financial health check indicates that the Volkswagen Group retained a fundamentally healthy financial position in the years 2021–2025. The Group showed a strong recovery in profitability and efficiency and an excellent equity base with a strong ability to generate cash on a sustained basis (Volkswagen Group, 2025b). The results support the underlying strength of the Group, which was a necessity for targeted discipline in costs and optimising the portfolio.
[bookmark: _Toc222499702]3. WORKING CAPITAL MANAGEMENT ANALYSIS
Due to the long production cycle times, global supply chain for batteries and components, capital-intensive nature of the industry and volatile demand, working capital management is essential for the Volkswagen Group. The cash operating cycle of the Group, analysed with the help of the Group’s consolidated balance sheet and income statement from the annual report, cash and liquidity operational reform opportunity identification and the working capital short-term versus long-term financing are analysed. All computations and conclusions are based solely on the 2023 Annual Report and the January-September 2025 Interim Report figures (Volkswagen Group, 2025b).
The cash operating cycle indicates the time taken to convert the investment in inventory and other resources into cash from the sale. It is a measure of liquidity efficiency. Each of these may be calculated using the standard formulas: 
inventory days = (average inventories ÷ cost of sales) × 365; receivables days = (average trade receivables ÷ sales revenue) × 365; and payables days = (average trade payables ÷ cost of sales) × 365. 
For 2023, average inventories stood at €52,937.5 million ((€53,601 million + €52,274 million) ÷ 2), cost of sales at €261,262 million= inventory days of 74.0. 
Average trade receivables were €20,191.5 million ((€21,849 million + €18,534 million) ÷ 2) against sales revenue of €322,284 million= receivables days of 22.9. 
Average trade payables reached €29,819.5 million ((€30,901 million + €28,738 million) ÷ 2) = payables days of 41.7. 
Therefore, 2023’s cash operating cycle cost 55.2 days in total. In 2022, it was 62.4 days (Volkswagen Group, 2023), a longer cycle due to supply-chain constraints and higher inventory holding periods. Looking over a longer period from 2020 to 2023, the cycle position has improved somewhat, coinciding with a rising trend in total asset turnover as noted in the financial health check and positive working capital movement in the cash flow statement (Volkswagen Group, 2024). These numbers show that Group converts its operating investments into cash in a reasonable time frame for a car maker. The 55 to 62 days is still a long-time range however as this would result in substantial capital tied up instead of being used to fund EV platform investments or pay down debt.
Implications of COPC results will be on the liquidity and operational flexibility in the context of the Group’s electrification strategy. The cycle duration of devices of thirty-five days in 2023, while improved from 2022 (Volkswagen Group, 2023; Volkswagen Group, 2024), nevertheless remains a sizeable interval during which cash is tied up in raw materials, work-in-progress vehicles, and finished goods. 2023 was especially critical on account of the high value of battery cells and semiconductors. The drop-in inventory days from 77.2 in 2022 to 74.0 in 2023 indicates a successful attempt to optimise stock in terms of volume growth (Volkswagen Group, 2024). Yet, the total inventory balance of more than 53 billion euros continues to exert pressure on liquidity (Volkswagen Group 2023; Volkswagen Group 2024). The Volkswagen Group’s receivables days under 25 show discipline in areas automotive and financial services. In other words, some good debt management. However, their payables days lengthening to 41.7 indicates good negotiation with suppliers (Volkswagen Group, 2024). Generally, the cycle provides sufficient liquidity in the short term, with the Automotive Division’s net liquidity amounting to €34.4 billion at the end of 2024. In addition, the nine-month 2025 interim results are sensitive as net cash flow in the Automotive Division drops to €1.8 billion, partly due working capital movements (Volkswagen Group, 2025b). Consequently, and the tightening of the cycle remains an operational priority to generate additional funds for growth without increasing borrowings.
To increase liquidity by working capital reforms, Volkswagen Group should execute inventory optimisation, receivables acceleration, and payables extension strategies, while ethically treating suppliers. The incorporation of demand forecasting with just-in-time (JIT) technique for battery modules and vehicle assembly can help cut down inventory days by 10-15%. In the end, a significant amount of money will be liberated (Monden, 2011; Christopher, 2016). For instance, the inventory movement of −€2,071 million in 2023 was positive. As suggested by Hofmann, Strewe and Bosia (2017), real time supplier communication and dynamic discounting on digital platforms could extend payables days further without damage to relationships. At the same time, stricter credit policies and selective factoring of trade receivables (without recourse) would speed up receivables collection (Soufani, 2002). These reforms are in line with the Group’s proven efficiency improvements, in particular the rising total asset turnover, and would increase resilience to the currency and commodity volatility outlined in the 2025 interim results (Volkswagen Group, 2025b). The impact of financial instruments on all suppliers in the battery supply chain should be critically assessed. In short, payment terms must not hinder ESG implementation. If implemented together, these targeted reforms can reduce the cash operating cycle by a duration of 10-15 days, thereby freeing a flow of cash amounting to a huge cost annually which can be used for reinvestment in EV infrastructure and shareholder returns.
When choosing short-term or long-term financing options, there are different trade-offs one must consider for the Group’s capital needs. The comparison provided below summarises the key dimensions (Table 1).
[bookmark: _Toc222527587]Table 1: Comparison of Short-Term versus Long-Term Financing Options
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Facilities of an inexpensive short term used for financing day-to-day operations as well as working capital fluctuations expose the Group to a rollover risk when the credit markets are volatile (Graham and Harvey, 2001). Long-term instruments may have a high price tag, but are stable enough for several billion euros investment in electrification. Additionally, they are consistent with the enhanced equity ratio (Figure 4) and investment-grade rating of the Group. A balanced approach to capital structure keeping a core of long-term debt supplemented by short-term facilities optimises the cost-risk trade-off and preserves financial flexibility (Titman and Wessels 1988). As a result, this balanced debt structure offers cost efficiency, stability, and the flexibility to facilitate the electrification strategy of Volkswagen Group.
[bookmark: _Toc222499703]4. STRATEGIC FINANCIAL RESTRUCTURING PLAN
[bookmark: _Toc222499704]4.1 Recommended Restructuring Options
The proposed restructuring pivots on the targeted divestment of non-core assets. The Group ought to divest the business for Ducati motorcycles as well as selected non-strategic commercial vehicle operations within the TRATON GROUP which do not fall within the core passenger electric vehicle strategy. While these businesses are profitable, they detract management attention and capital away from electrification, this is illustrated by the sizeable funding coming to the Commercial Vehicles segment and the decision in March 2025 to place 11 million TRATON SE shares, resulting in a fall in Volkswagen’s holding from 89.7% to 87.5% in order to free up €0.4 billion (Volkswagen Group, 2025).The revenue from such sales, which is valued at a few billion euros at current premium market rates, will be reserved for debt payment and accelerated capex. Studies exhibit that divestiture improves the concentration and value of firms, through a reassignment of resources (Hitt et al., 1991; Volkswagen Group, 2024). As a result, targeted divestitures would sharpen strategic electrification focus and generate useful proceeds for debt repayment and investment.
The second component of the proposal is a strategic injection of equity. The equity base will be boosted with a rights issue or targeted private placement which will raise €6–8 billion without major dilution. This funding will boost the Group’s ability to fund its multi-year investment programme and at the same time support its relatively strong investment-grade credit profile. In 2023, 17,928 million profits after tax and 31.6 per cent equity ratio (see Figure 4). The proposed structure will enhance the existing shareholders’ value in the long term, this view of equity is consistent with the pecking order theory (Myers and Majluf 1984) which favours internal and equity financing in the presence of asymmetric information.  As a result, the capital base will be reinforced, and electrification investments will be accelerated without jeopardising the Investment Grade rating of the Group.
Another suggested option is selective merger and joint-venture augmentation. Through either a broadened joint venture or a more focused merger with a local technology player, a deepening of the existing partnership in China (Reuters, 2025) would accelerate battery and software development, with no full capital commitment on the Group balance sheet. Researchers, including Kogut (1988), Hennart (1988), and Volkswagen (2025), note that Joint Ventures are an efficient means to access complementary resources and mitigate risk in developing countries. As a result, faster innovation and access to markets through efficient capital would come through better joint ventures.
[bookmark: _Toc222499705]4.2 Evaluation of Impacts
The merger strategies would have a positive measurable impact on key financial metrics. The strategy would result in an increase in shareholder value both over the immediate term and in the long run. The proceeds from divestiture could be used to buy back shares or offer a special dividend, while both an equity injection and merger synergies could help deliver better future earnings per share through improved operating margins and faster growth in EV market share.  
The overall effect of corporate restructuring will be to increase intrinsic value. Restructuring reduces inefficiencies of free cash flow and thereby aligns manager and other’s interest (Jensen, 1986). Taking everything into account, the plan would, therefore, generate meaningful long-term value creation for the Volkswagen shareholders. 
Impact on debt structure would be positive and considerable. Cash inflows from the divestiture would lead to a reduction in net debt, improving key leverage ratios, while equity injection would raise the equity ratio above 31.6% (Figure 4) and lessen interest cover risk. It will also help avoid interest-rate volatility seen in the exchange-rate movements section of the 2025 interim report (Rajan and Zingales, 1995; Volkswagen Group, 2025b). The ensuing capital structure would be conservative yet flexible to allow the Group’s bold growth to be actualised. 
Under the proposed plan, operational flexibility would improve. A divested business portfolio would offer faster decision-making and faster resources geared towards core EV businesses, a concept agreed by Labaki and Hirigoyen (2020). Accessing the expertise and distribution networks of local players and expansion through enhanced joint-venture structures gains liquidity from the equity injection in the near term (Azis et al., 2023; Ding, Zhang and Wu, 2023). Together, these changes will enable the Group to respond faster to fluctuating EV demand, regulations, and technology changes (Hitt et al., 1991). As a result, restructuring would significantly enhance Volkswagen’s operating efficiency in a rapidly evolving EV market.
[bookmark: _Toc222499706]4.3 International and Ethical Considerations
Taxation optimisation is a top-level international consideration in carrying out the restructuring. Tax effective supply chain solutions can be arranged through jurisdictions offering favourable capital gains and participation exemption regimes which help minimise effective tax rate on realised gains as well as maximising cash available for reinvestment. The Group’s overall tax planning framework and the income tax expense reported in 2023 of € 5,266 million were entirely in line with the OECD BEPS guidelines and EU tax directives (Volkswagen Group, 2024).
The second important ethical consideration is corporate social responsibility. Creating transparency in offering transition support, skill development and redeployment opportunities to affected employees, the restructuring process flays hurt the affected employees as much as possible. Suppliers in the battery value chain should be engaged on ethical terms to sustain commitments in Science Based Targets initiative already validated for Scope 1, 2 and 3 emissions reductions (Bals and Tate, 2017). Incorporating these principles into the plan will help to protect the Group’s reputation as a responsible corporate citizen while enhancing stakeholder confidence during the mobility transformation.
[bookmark: _Toc222499707]5. INVESTMENT APPRAISAL AND CAPITAL BUDGETING
The investment appraisal and capital budgeting are the final phases of financial planning at the Volkswagen Group. Volkswagen Group is well-positioned in the market to manage any major capital projects, thanks to the Automotive Division having a net liquidity of €31.0 billion as at September 30 2025. Also, automotive construction can be assumptions generated from the very strong operating cash flow of €10,698 million in the Automotive Division (Volkswagen Group, 2025; Volkswagen Group, 2024). The evaluation of three proposed £50 million projects, using five complementary techniques, namely payback period (PBP), accounting rate of return (ARR), net present value (NPV), profitability index (PI) and internal rate of return (IRR). A £10 million annual depreciation over five years, straight-line, and a 10% discount rate is assumed in all calculations. Detailed step-by-step calculation is shown in Table 2 below. Only one project has been recommended and justified with reference to the Group’s financial performance, and other non-financial risks. Ultimately, the identification of the optimal combination of projects is justified under the £100 million capital rationing limitation.
[bookmark: _Toc222499708]5.1. Detailed Project Appraisal Calculations
The cash flows for the three projects are quite different. Project A’s cash flows front-load and then decline, Project B has level annuity cash flows, while Project C has strongly back-loaded cash flows. The full calculation table below contains all the intermediate workings.
[bookmark: _Toc222527588]Table 2: Full Investment Appraisal Calculations (£ million)
	Technique and Calculation Steps
	Project A
	Project B
	Project C

	Payback Period Cumulative cash inflows Year 1 / 2 / 3 / 4 / 5
	10 → 22 → 36 → 46 → 54 Recovers £50m in Year 5 (4 + 4/8) = 4.50 years
	11 → 22 → 33 → 44 → 55 Recovers £50m in Year 5 (4 + 6/11) = 4.55 years
	5 → 15 → 35 → 60 → 65 Recovers £50m in Year 4 (3 + 15/25) = 3.60 years

	Accounting Rate of Return Total inflows – Depreciation (£50m) = Total profit Average profit = Total profit ÷ 5 ARR = (Avg profit ÷ £50m) × 100
	Total inflow £54m → Profit £4m Avg £0.8m → 1.60%
	Total inflow £55m → Profit £5m Avg £1.0m → 2.00%
	Total inflow £65m → Profit £15m Avg £3.0m → 6.00%

	Net Present Value PV factors (10%): 0.9091, 0.8264, 0.7513, 0.6830, 0.6209 Year-by-year PV + Total PV – £50m
	Y1: 10×0.9091=9.091 Y2:12×0.8264=9.917 Y3:14×0.7513=10.518 Y4:10×0.6830=6.830 Y5:8×0.6209=4.967 Total PV £41.323 → NPV –8.68
	Annuity factor 3.7908 11×3.7908=41.699 NPV –8.30
	Y1:5×0.9091=4.545 Y2:10×0.8264=8.264 Y3:20×0.7513=15.026 Y4:25×0.6830=17.075 Y5:5×0.6209=3.105 Total PV £48.015 → NPV –1.98

	Profitability Index (Total PV of inflows ÷ Initial investment)
	41.323 ÷ 50 = 0.83
	41.699 ÷ 50 = 0.83
	48.015 ÷ 50 = 0.96

	Internal Rate of Return (Iterative rate where NPV=0)
	2.72%
	3.26%
	8.59%


[bookmark: _Toc222499709]5.2. Interpretation of Results
Every single metric point to Project C. The proposal boasts the shortest payback, at 3.60 years, highest ARR of 6.00%, lowest value destruction in NPV terms at –£1.98m, highest PI at 0.96, and IRR closest to the 10% hurdle rate at 8.59% (see Table 2). According to the analysis, Project B is likely to be the best project since its cash flows are predictable, while Project A is the weakest project in the ranking. The negative NPVs for all projects indicate a difficult 10% discount rate environment; however, project C minimizes value depreciation and ensures an efficient use of capital.
[bookmark: _Toc222499710]5.3. Single Project Recommendation
The recommendation is for a single project C. This back-loaded investment is very much in tune with Volkswagen Group's current performance. The Group's return on sales jumped to 7.0% in 2023, while the ROI of the Automotive Division increased to 12.3% (Volkswagen Group 2024) Profits accounting of Project C (3m per annum £3.8%) reported earnings would be boosted in Years 3-4, the years when the Volkswagen major platform investment EV is expected to deliver scale benefits. According to Volkswagen data from 2023, the group’s current ratio (the liquidity ratio calculated by division of current assets by current liabilities) was 1.16. Automotive net liquidity reached €31.0 billion in 2025 and that easily absorbs the modest early outflows of Project C while preserving a robust cash operating cycle of 55.2 days (Volkswagen Group, 2025).
When it comes to non-financial risks. The postponement of significant inflows on account of the ongoing USA-China trade war (Bekkers and Schroeter, 2020) will enhance our exposure to short-term issues such as US tariffs and the European CO₂ fleet compliance costs illustrated in the 2025 interim report (Volkswagen Group, 2025b). The sophisticated technology profile of the project, which is what the big year 4 inflow signifies, will increase customer loyalty for Volkswagen’s premium as well as volume EVs, it will strengthen brand preference in the core markets of Europe and China where Volkswagen already has a dominant electric vehicle market share, as shown in Figure 7 (Zandt, 2025). The lack of significant technological differentiation between projects A and B and lower potential for customer stickiness is discussed in the context of a large market. Consequently, Project C is found to be favourable with regards to both financial return and strategic fit.
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[bookmark: _Toc222527573]Figure 7: The Most Important Markets for Volkswagen 
Source: (Zandt, 2025)
[bookmark: _Toc222499711]5.4. Capital Rationing Decision (£100 million limit)
Funding can only be given to exactly two projects with a cap of £100 million. Projects are arranged in order of profitability index under capital rationing to maximise value per pound. Project C (PI 0.96) is ranked first followed by Project A and Project B (0.83). Most appropriate combination is B and C, which has a combined NPV of -£10.28 million; notably more favourable than -£10.66 million with A and C combination.
There are numerous reasons underlying this combination. To ensure total funding internally for £100 million outlay without pressure on equity ratio (31.6%) and without an increase in gearing, liquidity, and cash generation capacity (in 2023 £10,698 million net cash flow in Automotive Division). The steady cash flows that stem from Project B provide a natural hedge against the back-loaded risk inherent in Project C. The risk profile of the firm thus becomes more balanced. The overall portfolio risk is reduced and the 55.2-day cash operating cycle will be supported. The coupling reassures optimal versatility for a multi-year investment plan of the Group. In terms of non-financials, it balances immediate cash flow stability (B) and future oriented innovation (C) thereby reducing concentration of political risk and enhancing customer loyalty across timeframes.
[bookmark: _Toc222499712]5.5. Conclusion
The in-depth assessment using multiple techniques identifies Project C as the best single project and the combination of B + C as the best choice under capital rationing. Everything is in line with Volkswagen Group recovering profitability, liquidity, efficiency improvement and shifting to leading the global transition to electric cars. By selecting these projects, the Group will utilise capital efficiently, protect the interests of the shareholders, and fulfil its vision of sustainable mobility over the long term by effectively managing financial and non-financial risks.
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