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[bookmark: _1fob9te]1. Introduction 
Financial performance and management is referred to as the strategic process which helps in monitoring, analysing and optimising the financial results for a specific business. The approach helps in meeting business goals, enhances the profitability margin and is also able to improve the operational efficiency.  The selected company for this study is Volkswagen group and the study will estimate the financial health through the help of ratio analysis for five years, identify the core problems faced by the company and also focus to propose some of the financial strategies in terms of interpreting the growth. The research work makes an analysis of the working capital management, proposed plan for working capital management and creates strategies for financial restructuring. The selection of a project is interpreted through the help of the investment appraisal method and capital budgeting. 
[bookmark: _3o7alnk]2. Financial Health Check 
[bookmark: _23ckvvd]2.1. Analysing the past five-year financial performance of Volkswagen 
The financial performance of the company is estimated from the annual report and the balance sheet of the company. It signifies the stability of the company, profit earned by the respective business operator and also determine about the financial performance of the company for the selected period. The CFO of the company can determine the financial performance, which helps in determining the growth rate of the specific business and the turnaround strategy is able to evaluate the investment of the company incorporated for the growth. 
The income statement of the company determines that the performance of the company improves by a certain margin. The total sales of the company improved from 322284 to 324656 € million (Volkswagen, 2024). The gross profit margin of the company, however, deteriorates from €60985 million in FY 2024 to that of 59472 million in FY 2023. The revenue of the company is estimated to deteriorate in the previous years due to the impact of the pandemic. The sales in FY 2022 and FY 2021 are estimated as 279232 million and 250200 million (Volkswagenag.com, 2022). The sales of the company in FY 2020 are estimated as €222884 million. 
The balance sheet of the company indicates the financial performance of the automobile company. The current assets are determined as €245231 and €239644 million in the last two years (Volkswagen-group.com, 2024a). It is able to be determined that the total assets of the automobile company are estimated as €632905 and €600649 in the last two years. The total assets of the company improved from 528609 million to 564772 million for that respective timeline.   
The cash flow of the company from the operating activities is determined as 17151 and 19356, respectively, for the fiscal period (Volkswagen-group.com, 2024b). In the next two years, the cash flow generated from the operating activities is 28496 and 38633, respectively.  
[bookmark: _ihv636]2.2. Ratio analysis 
The financial performance is estimated through the help of ratio analysis of the company for the five years, which estimates the financial condition of the company. The ratio analysis helps in determining the financial health of the company. 
Profitability ratios 
The profitability ratios help in estimating the profit earned by the company for the respective period. In this analysis, gross profit ratio and operating ratio are estimated. The valuation shows that the gross margin ranges from 17.47% to that of 18.92% in the period of five year and it signifies the promising aspect of the business. The “operating profit ratio” of the company is ranges between 4.34% to that of 7.92% for the period of five years. [Refer to Appendix 1]. 
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[bookmark: _3whwml4]Figure 1: Interpretation of the profitability ratios of the company 
(Source: Self-developed)
The above figure indicates the gross margin and the operating profit of the company for the respective period. It indicates positive growth and also provides input to the investors in terms of making crucial decisions for the business. 
Liquidity ratio 
The liquidity ratio is estimated through the help of assets and liabilities, which helps in determining the financial position of the company. The liquidity of the business is estimated through the help of current assets and current liabilities of the company for the respective period. The value is more than 1 in each year, which signifies the growth of the company. However, the value of the quick ratio is less than 1 because the inventory amount creating negative input in terms of interpreting the quick ratio for the period of five years. [Refer to Appendix 1].  
[image: ]
[bookmark: _2bn6wsx]Figure 2: Determination of the liquidity ratios of the company 
(Source: Self-developed)
The above figure interpreted the liquidity ratio through which the financial position of the company is estimated. 
Efficiency ratio 
The efficiency ratio of the company is interpreted through the inventory turnover and the average inventory for the respective period. The efficiency of the business is categorised through the help of the inventory turnover of the company. The ratio analysis is conducted to determine the efficiency of the business through analysing the COGS amount and the average inventory. The range of the ratio is between 4.2 and 5 for the period of five years. [Refer to Appendix 1]. 
[image: ]
[bookmark: _qsh70q]Figure 3: Graphical representation of inventory turnover for an automobile company 
(Source: Self-developed)
The above graph explains the efficiency of the business, which is interpreted through the help of a particular set of ratios. 
Gearing ratio 
The gearing ratio of the automobile company helps in determining the debt margin of the company as compared to the equity amount invested by the respective shareholders. The gearing ratio determines the debt margin of the company for the period of five years.  The ratio analysis confirms that the debt margin of the company has almost doubled in each of the five years. [Refer to Appendix 1]. 
[image: ]
[bookmark: _3as4poj]Figure 4: Gearing ratio for the automobile company 
(Source: Self-developed)
Investment ratio 
The investment ratio is estimated with the help of the ROE of the company. The value is determined through the help of the final profit earned by the company, and also interpreted with the help of the equity amount for the respective shareholder. ROE of the company ranges from 6.29 to 9.44 for the period of five years, indicating the growth of the business. [Refer to Appendix 1]. 
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[bookmark: _1pxezwc]Figure 5: Return on equity for the company 
(Source: Self-developed)
The above figure replicates the investment ratio of the company, which indicates the growth of the company for the specific time period. 
Cash flow
The cash flow ratio of the company is estimated with the help of the operating cash flow and the current liabilities for the respective period. The value of this ratio is less than 1 in each of the consecutive years, indicating the deterioration of the business. 
The different categories of ratios involves in estimating the financial performance of the company. The graphical representation helps in estimating the growth of the company for the selected time period. 
[bookmark: _32hioqz]2.3. Identification of trends, strength and threats 
In terms of estimating the financial performance of the company, the group is able to deliver some solid results in the challenging environment, indicating the growth of the business (Volkswagen Group, 2025). The latest trends are examined through the challenges faced in the electrifying automotive industry. Volkswagen explores the financial assessment through focusing on some of the new market and it is oriented towards different types of strategic initiatives (Arora et al., 2024). The automobile industry generates positive growth due to this parameter. Volkswagen Group is expected to have a strong cash flow despite the sales of the company being weakened in China (Volkswagen, 2026). The strategic pivot for the Volkswagen group involves through incorporating the proposition of the business as it can be accessed through a multi-billion Euro deal (Hartmann, 2026). The strength of the company is their positive financial performance for the period of five years, indicating its growth, whereas the threats include the debt margin being relatively higher as compared to the equity amount held by the respective shareholders of the company.  
The use of innovative and emotional products enhances the strategy of the Volkswagen group, and it indicates the strategic decision made by the management in terms of estimating the growth (Vwpress.com, 2025). The financial analysis and strategic forecast excel about the growth of the company for the specific time period (Zheng, 2023). The market demand for the automobile company is projected to remain high, and it also drives the development of the service market. In terms of estimating the performance of the company, Volkswagen group experience growth in the case of driving the business.  The financial performance of the company is interpreted through the help of the total number of vehicles sold by the company and how the strategy can accompany the growth in terms of analysing the financial flexibility. 
[bookmark: _1hmsyys]3. Evaluation of Working Capital Management 
[bookmark: _41mghml]3.1 The cash operating cycle
An Operating Cycle denotes the days needed by an enterprise to receive its inventory, sell it, and collect cash from its sale. It plays an important role in finding out the effectiveness of an organisation (Corporate Finance Institute, 2019). The formula for computing the cycle is: Cash Operating Cycle = “Inventory Period + Accounts Receivable Period”, where “Inventory Period” refers to the time inventory remains in storage unless it is sold. “Inventory Period = 365/ Inventory Turnover”, where “Inventory Turnover = Cost of Goods Sold/ Average Inventory”. “Accounts Receivable Period” is the time taken to collect cash after inventory is sold. “Accounts Receivable Period= 365/ Receivables Turnover”, where “Receivables Turnover = Credit Sales/ Average Accounts Receivable”. 
[image: ] 
[bookmark: _49x2ik5]Figure 6: Operating Cycle
(Source: Corporate Finance Institute, 2019)
The cash operating cycle has been computed for the Volkswagen Group for the five years 2020-2024. It has been observed that it has decreased over the four years 2020-2023, and then rapidly increased to 318 days in 2024. A shorter cycle typically indicates better management of working capital as well as the position of liquidity, while a longer one indicates that the cash of the business is tied up or unavailable for a long period (Karim et al., 2024). The gradual decline suggests that Volkswagen was becoming more effective in managing its payables, receivables and inventory, permitting it to reclaim cash rapidly from its running operations. In 2023, the cycle dropped sharply to 146 days, indicating the most effective performance over the five years (2020-2024). It implies improved efficiency in operations, hopefully due to quicker turnover of inventory or rapid collection from Volkswagen’s customers. Conversely, the year 2024 reflects a drastic deterioration of the cycle, as it increased to 318 days. The sharp increase shows that Volkswagen took a much longer time in 2024 to convert its running investments into cash. The rise could also be because of lessened credit from suppliers, delayed collection of receivables, and slower turnover of inventory. 
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[bookmark: _2p2csry]Figure 7: Volkswagen’s Cash Operating Cycle over the five years
(Source: Excel)
[bookmark: _2grqrue]3.2 Recommended strategies to enhance liquidity through reforms on working capital
Enhancing the position of liquidity through reforms of working capital needs better management of payables, receivables, and inventory, since these elements directly impact the cash operating cycle. 
At first, Volkswagen should aim at strengthening its management concerning receivables. Delayed collection of receivables can massively impact liquidity (Fauziah et al., 2025). Volkswagen can adopt stricter policies regarding credit by thoroughly assessing the creditworthiness of customers before providing credit to them. Moreover, granting discounts if they pay early and setting penalties if they delay their payments can motivate customers to make faster payments (Kartomo, 2024). The application of digital systems for invoicing and follow-ups on a regular basis can also help mitigate the period of collection. 
Secondly, Volkswagen should optimise its management of inventory. Excessive levels of inventory tie up important funds and increase costs related to holding (Lijuan et al., 2023). Implementation of techniques like “Just-In-Time (JIT)” systems of inventory needs prediction, and review of inventory regularly can lessen unnecessary levels of stock (Folinas et al., 2025). Efficient control of inventory will ensure that Volkswagen maintains only the needed level of stock while avoiding situations of stock outs. 
Third, Volkswagen can improve its management of payables by negotiating better terms of credit with its suppliers. Extending periods of payment without damaging relationships with suppliers will permit Volkswagen to retain cash for a longer period of time, thereby enhancing liquidity (Flynn and Li, 2023). However, Volkswagen must balance this approach carefully to preserve goodwill with its suppliers. 
Another efficient strategy for Volkswagen will be the application of short-term tools of financing like invoice discounting, trade credit or bank overdraft (Van Deventer, 2023). These instruments can offer temporary liquidity during periods when there is a shortage of cash. 
Volkswagen should also adopt metrics for regular observation of working capital. These include receivables turnover ratio, inventory turnover ratio, and cash conversion cycle (Hasanudin et al., 2022). Consistent monitoring will permit Volkswagen’s management to quickly detect ineffectiveness and thereby take corrective measures as required. 
[bookmark: _vx1227]3.3 Comparison of short-term and long-term options of financing
Short-term and long-term financing are two essential sources of funds which are used by organisations to meet their diverse financial needs or goals. They typically differ primarily in terms of their risk, cost, purpose and duration. 
Short-term financing denotes the funds which are borrowed by organisations for less than a year. These funds are usually used to meet the daily needs of operations like management of working capital, paying wages to labourers, and buying inventory (Jain, 2024). Common sources of such funds include commercial paper, short-term loans from banks, trade credit, and bank overdrafts. The primary advantage of using this option is that it is comparatively easier and quicker to get (Ahamed et al., 2025). In the short run, it generally involves lower interest costs. However, it carries a higher risk concerning liquidity as the funds can create unpredictability if lenders refuse to grant credit. 
On the other hand, long-term financing denotes the funds which are borrowed by organisations for a period of more than a year. It is primarily used for investments in the long run, like funding for large projects, expanding the range of operations or buying machinery. Primary sources of these funds include retained earnings, long-term loans from banks, debentures and equity shares (Ram, 2025). One of the main advantages of using this option is stability in the financial position, since enterprises have a longer period of repayment and can therefore plan their cash flows more efficiently. Moreover, it also assists in investments which are capital-intensive and which produce returns over many years. However, this option of financing can involve increased total costs because of long periods of repayment and obligations regarding interest. Moreover, raising funds in the long run frequently needs more time, compliance with regulations, and documentation. 
[bookmark: _3fwokq0]4. Strategic Financial Restructuring Plan 
[bookmark: _1v1yuxt]4.1 Recommend financial restructuring options
Financial restructuring usually refers to reorganising the financial structure of an organisation to enhance its liquidity and performance, and ensure sustainability in the long run (Sunaryo et al., 2025). In case a business faces a reduction in its profitability, problems concerning liquidity or inefficient usage of assets, many options of restructuring can be considered like injection of equity, mergers and divestiture. 
One essential option is divestiture, which refers to selling a portion of the business, or its subsidiary or assets, which are non-core to the organisation (Adriana et al., 2024). Businesses frequently gather divisions which do not align with their core strategy or produce low returns. Divestiture also lessens complexity and operational costs faced by the management (Mattsson et al., 2025). By divesting such divisions, Volkswagen can focus on its main operations and enhance the efficiency of its operations. The income from its sales can further be used to invest in areas which are more profitable, or it can also be used to strengthen working capital or repay its debts. 
Another strategy of restructuring is a strategic partnership or merging with another business. A merger permits two businesses to integrate their market presence, technology, and resources (Sutrisno et al., 2023). This can lead to enhanced competitiveness, a reduction in cost, and economies of scale. Volkswagen can merge with an organisation that has better technology or stronger channels of distribution to increase its profitability and efficiency in its operations. Moreover, mergers may also enhance market share and create stronger bargaining power in bargaining with customers and suppliers. 
The third option, which can be recommended to Volkswagen, is injection of equity, where a business raises new capital through the issuance of shares to new or existing investors (Izadian et al., 2024). This will help Volkswagen to strengthen its base of capital and lessen reliance on options of debt financing. Injection of equity enhances the debt-equity ratio and lessens financial risk, specifically if a business has a high amount of leverage (Odhiambo et al., 2025). The extra funds can be used to assist in the requirements of working capital, invest in opportunities for growth, or repay liabilities which stand outstanding. 
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[bookmark: _147n2zr]Figure 8: Relationship between Financial Performance and Leverage
(Source: Odhiambo et al., 2025) 
Another probable measure of restructuring is debt restructuring. This option involves renegotiating the terms of the loan with lenders, extending periods of repayments, lessening rates of interest, or converting portions of the debt to equity. These measures can ease Volkswagen’s pressure concerning cash flow and thereby enhance its liquidity. 
Moreover, Volkswagen can also undertake restructuring of its operations, which involves initiatives to reduce costs, improving management of inventory, and enhancing efficiency in supply chains and production. Therefore, Volkswagen can choose the most relevant combination of all these strategies so that its management can enhance liquidity, lessen financial risk, and assist in stability and growth for the long run. 
[bookmark: _4f1mdlm]4.2 Evaluation of the impact on shareholder value, debt structure, and operational flexibility
Financial restructuring can have important effects on the value of shareholders, the structure of debt, and flexibility in operations. The effect hugely relies on how efficiently the strategies of restructuring are adopted and aligned with an organisation’s objectives for the long run. 
Firstly, financial restructuring can increase the value of the shareholders (R3.org.uk, 2026). Measures like divestiture of assets which are not performing, mergers with businesses, or injection of equity can enhance efficiency and profitability. In case an organisation focuses on its main competencies and mitigates segments which are not productive, it can produce increased returns. This can enhance the confidence of investors and result in an increase in the prices of shares (R3.org.uk, 2026). . However, some measures of restructuring May at first dilute the value of the shareholders. For example, issuance of new shares for injecting equity can lessen the percentage of ownership of existing shareholders (Izadian et al., 2024). In spite of this, if the funds are used effectively to strengthen the enterprise, the value of shareholders may increase in the long run. Measures like injection of equity and divestiture of assets can lessen the amount of outstanding debt by offering funds in order to repay the liabilities. 
Secondly, restructuring impacts the organisation’s structure of debt directly. This enhances the business’s debt-equity ratio and also lessens financial risk. Actions for restructuring debt like lowering the rates of interest or extending periods of repayment can help in easing the financial pressure and improving the stability concerning cash flow (Nakhumwa et al., 2025). A healthier structure of debt enhances the creditworthiness of an organisation and makes it easier to get funds in the future. 
Third, financial restructuring can drastically impact the flexibility of the operations (Nexuscorporatesolutions.co.uk, 2025). By mitigating excess obligations of debt and enhancing liquidity, an enterprise can gain greater independence to make strategic decisions. A stronger financial position permits the management to respond rapidly to shifts in demand, increase operations into new markets, or invest in innovation (Attah et al., 2024). Divesting businesses which are not main but also simplifies operations, help managers to focus more of its resources on activities which are more productive. Mergers may at first lessen flexibility because of challenges regarding integration and adjustments in the structures of organisations (Bauer et al., 2024). Therefore, financial restructuring can create adequate benefits if adopted thoroughly. But, management must thoroughly balance short-term costs with advantages in the long run to ensure enduring operational and financial performance. 
[bookmark: _2u6wntf]4.3 Inclusion of international and ethical considerations
During adoption of operational and financial strategies, businesses must consider international and ethical elements like “corporate social responsibility (CSR)”, inflation, and currency risk. These elements impact financial performance along with an organisation’s durability in the long run. 
First, taxation plays an essential role in making financial decisions, specifically for enterprises operating at an international level. Different nations have diverse regulations of tax, incentives and business tax rates (Elumilade et al., 2022). Effective planning of tax can help businesses lawfully mitigate their burden of tax and enhance profitability. However, organisations must follow ethical practices of tax and adhere to regulations to mitigate damage to reputation and legal penalties. 
Second, currency risk emerges when organisations carry out transactions in foreign nations (Eyinade et al., 2022). Fluctuations in exchange rate can impact profitability, costs, and revenues. In case an organisation collects receivables in a foreign currency whose value depreciates, the amount of its income may reduce (ACCA Global, 2026). For managing this risk, businesses can apply strategies like forward contracts, hedging, or maintaining exposure to different currencies. 
Third, inflation can drastically impact the operations of businesses alongside financial planning. An increase in inflation enhances the cost of labour, raw materials, and other expenses concerning operations (Musarat et al., 2021). This may lessen margins of profit if businesses cannot shift these costs to their customers. Therefore, enterprises should consider inflation when they plan their budgets, long-term investments, and pricing strategies. 
Ultimately, “corporate social responsibility (CSR)” is an essential ethical consideration. Strong practices of CSR increase the reputation of a business and help in building trust with stakeholders (Yan et al., 2022). Businesses are progressively anticipated to run responsibly with the pledge of protecting the environment, making sure that there are fair practices concerning labour, and contributing to welfare in society.  Therefore, considering these factors helps organisations make responsible and good financial decisions, manage risks efficiently, and maintain competitiveness in the international environment of business in the long run. 
[bookmark: _19c6y18]5. Investment Appraisal and Capital Budgeting 
[bookmark: _3tbugp1]5.1. Selection of project 
The viability of the project is selected based on different types of investment appraisal methods. 
Payback period
Payback period helps in determining how the initial investment for the selected project can be returned to the investors. 
In the case of Project A, the cumulative cash flows reach £46m by the end of Year 4, and the remaining £4m can be able to recover in Year 5.  Cash flow is determined as £8m, and the Payback period is estimated as 4+ (4/8) = 4.5 years. [Refer to Appendix 2]. 
Further, for Project B, the cumulative cash flows reach the valuation of £44million by the end of Year 4. The remaining £6m can be able to recovered in Year 5, as the cash flow is £11million, then the payback period is estimated as 4+(6/11) = 4.55 years. [Refer to Appendix 2]. 
Finally, for Project C, the cumulative cash flows can reach £ 35 million by the end of Year 3. The remaining £15million can be recovered in Year 4. Since the cash flow is £25million, the Payback period is 3+ (15/25), and the value is 3.6 years. 
Accounting rate of return or ARR
ARR is calculated as the average annual net income once it is divided by the initial investment. In this case, the annual depreciation = £50m/5 = £10m per year. ARR is referred to as a particular investment appraisal method that helps in making things accessible in terms of assessing the viability of the project for non-financial managers (Baum, Crosby and Devaney, 2021).
In terms of determining the viability of Project A, the total cash inflows are estimated as £54 million; in this case, the average cash flow is estimated as £10.8 million. Further, the average net income is estimated as £10.8million-£10m=£0.8m. 
ARR is estimated as £0.8million/£50million accounted to 1.60%.
In the case of Project B, the total cash inflows are £55 million, and the average cash flow is estimated as £11million. The average net income is estimated as £1million. ARR is estimated as £1million/£50m = 2%.
Project C indicates that the total cash inflows are determined as £65million with the average cash flow as £13million and the average net income is £3m. ARR is estimated as £3m/£50m equivalent to 6.00%.
NPV  
NPV, in certain cases, is accounted as the “Time value of money” by discounting the future cash flow. NPV of the three different projects for the Volkswagen group can be estimated under some of the uncertain conditions (Wieloch, 2019).
NPV for Project A
NPV= 41.32 million - 50million = -8.68 million 
NPV for Project B
NPV= 41.7-50million = -8.3 million. 
NPV for Project C 
NPV= 48.02-50 million = -1.98 million.  [Refer to Appendix 2]. 
PI or profitability index 
“PI=PV of the future cash inflows/initial investment”. 
PI once greater than 1.0 indicates the value added to the project; once the value is below 1.0, it signals the destruction of value.
Project A has the PI of £41.32m/£50m = 0.8265. As the value is less than 1, it can be rejected.
Project B has a PI of £41.7m/£50m=0.8340 as the value is less than 1, it can be rejected.
Project C has a PI of £48.02million/£50m=0.9603 as the value is less than 1, but the highest can ensures about relatively more efficient use of the capital.
Internal rate of return or IRR
IRR is defined as the discount rate at which NPV equals zero. The projects can be accepted once the IRR exceeds the “cost of capital” of 10%. Each of the three projects has IRRs below 10%, and it confirms negative NPVs.
Project A has an IRR of 2.72%, and as it is below 10% of the hurdle rate, it can be rejected.
Project B has an IRR of 3.26%, and it is below 10% hurdle rate, which means it is rejected.
Project C has an IRR of 8.59%, which is below 10% of the hurdle rate but closest and considered the best option. 
It indicates that Project C is selected. 
[bookmark: _28h4qwu]5.2. Recommendation for the project based on financial performance and non-financial risk 
Selection of the project based on financial performance 
The profitability and liquidity aspects help in determining the financial performance of Volkswagen Group. Financial accounting helps towards making some crucial decisions which can be viable in terms of determining the business growth (Kimmel, Weygandt, and Mitchell, 2021). The company is profitable, but the gross margin is below 20%, creating a negative impact on the business orientation and the operating profit is estimated as 7.92% in FY 2022. Further, the liquidity aspects of the company confirm that the current assets are more than the current liabilities, creating a positive impact to the business's growth. 
Selection of the project through non-financial performance 
The recommendations of the project are based towards the non-financial risk faced by the company. Volkswagen is affected negatively by US tariffs and the shift of EV policy (Kapoor, 2026). The shortage of Chinese chips is intended to provide impact on the operation of EV for the company (Daniel, 2025). NPV for each of the three projects for the Volkswagen group needs to be maximised in terms of assessing activity durations. It also indulges in determining the cash flows of the respective project (Rostami, Creemers and Leus, 2024). On the other hand, Volkswagen can be able to foster customer loyalty through the help of personalised service and high-quality interactions along with the comprehensive ownership perks. The customers can be retained through the help of analysing data, which can be able to predict the needs of the respective customer base, and it ensures a higher satisfaction rate.  Project C is selected. 
[bookmark: _nmf14n]5.3. Suggestion for further investment 
The overall assessment configures towards a maximum budget of £100 million, and each project costs around £50 million; it is indicated that the maximum combination of two projects can be selected. The capital rationing often requires ranking the projects based on the “Profitability Index” as PI can be used to measure the value generated per unit. It makes an appropriate tool once the funds are constrained. Regarding further investment, it is determined that the WACC affects firms' economic value added (Huaman-Roque et al., 2025). It is indulged towards the performance of the Volkswagen group. 
Ranking
	Project 
	NPV 
	PI 
	Rank 

	C
	-1.98
	0.9603
	1st 

	B
	-8.3
	0.8340
	2nd 

	A
	-8.68
	0.8265
	3rd


Recommendation for combined two projects
	Combination
	Investment 
	NPV  (A)
	NPV(B/C)
	Total NPV

	A+B
	£100 million
	–8.68
	-8.3
	-16.98

	A+C
	£100 million
	-8.68
	-1.98
	-10.66

	B+C
	£100 million
	-8.3
	-1.98
	-10.28


 The recommended project is the combination of B and C. 
The overall analysis confirms that under the assessment of capital rationing, Projects B and C are recommended as the combination. Further, the combined NPV for the selected project is -£10.28million and it is marginally better than that of Projects A and C, combined, which accounts for -£10.66 million. The key justification lies towards incorporating the PI-based ranking, as the Projects C ranked 1st, followed by B and it is able to represent about two prominent capital-efficient projects. The standard capital rationing identifies the top-ranked projects through PI before the budget is exhausted. The other additional assessment indicates that Project C has a lower payback period of 3.6 years and has a higher IRR of 8.59%. It can be combined with Project B through the steady and owing to incorporating the predictable cash flows that may provide a certain degree of cash flow diversification. The annuity inflows of Project B are £11million for each year. 
[bookmark: _37m2jsg]6. Conclusion 
The conclusive evidence indicates that Volkswagen Group experience consolidate financial performance with decent profitability and liquidity aspects. The performance of the company is interpreted through the help of financial ratios, and investment appraisal methods are used in terms of determining the selection of a project. Project C is considered the best investment project. The capital rationing is formulated through the help of incorporating £100 million investment for the project, which may be accessed through the combination of B and C. 
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[bookmark: _2lwamvv]Appendix 1: Ratio analysis 
	                       Gross Profit Ratio                            	€ million

	Volkswagen 
	 
	 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Revenue
	324656
	3,22,284
	2,79,232
	250200
	222884

	Gross Profit
	59472
	60,985
	52,228
	47241
	38947

	Gross Profit Ratio
	18.31846632
	18.92
	18.70
	18.88
	17.47

	“Gross Profit ratio = Gross Profit/Sales*100”

	                               Operating Profit Ratio                       	€ million

	Volkswagen 
	 
	 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Revenue
	324656
	3,22,284
	2,79,232
	250200
	222884

	Operating Profit/Loss
	19060
	15,880
	22,124
	19275
	9675

	Operating Profit Ratio
	5.870829432
	4.93
	7.92
	7.70
	4.34

	“Operating Profit ratio = Operating Profit/Sales*100”

	Cash flow ratio 

	Volkswagen 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Operating cash flow 
	17151
	19,356
	28,496
	38633
	24901

	Current Liabilities
	217039
	2,06,036
	1,82,992
	164393
	165410

	Cash flow ratio 
	0.079022664
	0.093944748
	0.15572265
	0.235003924
	0.15054108

	“Cash flow ratio = Operating cash flow/current liabilities” 

	                                 	Current Ratio                          	€ million

	Volkswagen 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Current Assets
	245231
	2,39,644.00
	2,24,309.00
	200347
	194944

	Current Liabilities
	217039
	2,06,036
	1,82,992
	164393
	165410

	Current Ratio 
	1.129893706
	1.16
	1.23
	1.22
	1.18

	“Current Ratio  = Current Assets / Current Liabilities”
	 
	 

	           Acid-Test Ratio                                                                                              million

	Volkswagen 
	 
	 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Current Assets
	245231
	2,39,644.00
	2,24,309.00
	200347
	194944

	Less: Inventories
	56720
	53601.00
	52274.00
	43725
	43823

	 
	188511
	1,86,043.00
	1,72,035.00
	1,56,622.00
	1,51,121.00

	Current liabilities
	217039
	2,06,036
	1,82,992
	164393
	165410

	Acid test Ratio 
	0.868558185
	0.90
	0.94
	0.95
	0.91

	“Acid test Ratio = (Current Assets - Inventories)/Current liabilities”

	                          Debt to Equity Ratio                                                            	€ million                        

	Volkswagen 
	 
	 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Total Debt
	436173
	4,11,463.00
	3,86,445.00
	382455
	368331

	Shareholder's Equity
	196731
	1,89,186.00
	1,78,327.00
	146154
	128783

	Debt to Equity Ratio
	2.217103558
	2.17
	2.17
	2.62
	2.86

	“Debt/equity = Total debt/ total shareholders' equity”

	                                                      Return on Equity Ratio                                                     € million                          
	 
	 

	Volkswagen 
	 
	 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Net Profit/Loss
	12394
	17,861
	15,836
	15428
	8824

	Shareholder's Equity
	196731
	1,89,186.00
	1,78,327.00
	146154
	128783

	Return on Equity Ratio 
	6.29997306
	9.44
	8.88
	10.56
	6.85

	“Return on Equity Ratio = (Net Profit/Loss/ Shareholder's Equity)*100”

	                             Inventory Turnover Ratio                                                           	€ million                          

	Volkswagen 
	 
	 

	Particulars
	2024
	2023
	2022
	2021
	2020

	Cost of Goods Sold
	265184
	2,61,299
	2,27,005
	202959
	183937

	Average Inventory
	56720
	53601
	52274.00
	43725
	43823

	  Inventory Turnover Ratio
	4.675317348
	5.00
	4.34
	4.64
	4.20

	“Inventory Turnover Ratio = Cost of Goods Sold/Average Inventory”


 (Source: Excel)
[bookmark: _111kx3o]

[bookmark: _3l18frh]Appendix 2: Investment appraisal 
Project A: 
	Year 
	Net cash inflow 
	Discount factor (10%)
	Present value 

	Year 1
	5 million 
	0.9091
	4.55 million 

	Year 2
	10 million 
	0.8264
	8.26 million 

	Year 3
	20 million 
	0.7513
	15.03 million 

	Year 4
	25 million 
	0.6830
	17.08 million 

	Year 5
	5 million 
	0.6209
	3.1 million 

	Total PV
	
	
	48.02 million 


ARR= £10.8million-£10m=£0.8m. 
Payback period= 4 + (4/8) = 4.5 years.
Project B
	Year 
	Net cash inflow 
	Discount factor (10%)
	Present value 

	Year 1
	11 million 
	0.9091
	10 million 

	Year 2
	11 million 
	0.8264
	9.09 million 

	Year 3
	11 million 
	0.7513
	8.26 million 

	Year 4
	11 million 
	0.6830
	7.51 million 

	Year 5
	11 million 
	0.6209
	6.83 million 

	Total PV
	
	
	41.7 million 


Payback period= 4+ (6/11) = 4.55 years.
ARR is estimated as £1million/£50m = 2%.
Project C
	Year 
	Net cash inflow 
	Discount factor (10%)
	Present value 

	Year 1
	10 million 
	0.9091
	9.09 million 

	Year 2
	12 million 
	0.8264
	9.92 million 

	Year 3
	14 million 
	0.7513
	10.51 million 

	Year 4
	10 million 
	0.6830
	6.83 million 

	Year 5
	8 million 
	0.6209
	4.97 million 

	Total PV
	
	
	41.32 million 


Payback period is 3+ (15/25), and the value is 3.6 years. 
ARR is estimated as £3m/£50m equivalent to 6.00%.
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