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0.0. Introduction
	Volkswagen Group (VW) is an european car manufacturer based in Wolfsburg, Germany. It’s brand portfolio covers passenger cars (VW, Audi, Porsche, Bentley, Lamborghini, Škoda, SEAT, Cupra), motorcycles (Ducati) and commercial vehicles (MAN, Scania). The firm reported revenue of €321.9 billion in 2025 but it’s operating profit has collepsed 53%. Despite the strong revenue, Volkswagen is currently experiencing severe margin compression and massive capital expenditure burdens.
Assuming the role of the newly appointed Chief Financial Officer (CFO), this report presents a comprehensive analysis of Volkswagen’s current financial health and proposes a strategic roadmap to stabilize operations and secure long-term shareholder value. The report is structured in 4 core pillars. First, a rigorous five-year ratio analysis (2021–2025) is pinpointing underlying profitability and solvency vulnerabilities. Second, evaluation of firm’s working capital management to address cash cycles inefficiencies and short-term liquidity problems. Third, a strategic financial restructuring plan is proposed to mitigate fixed costs and navigate international market risks. Finally, a rigorous investment appraisal is executed under strict capital rationing constraints to determine the optimal allocation of a £100 million budget, ensuring the firm capitalizes on high-yield innovations essential for dominating the future electric vehicle landscape.

1. Financial Health Check

1.1 Analysis of Firm’s Financial Statements
Volkswagen Group (VW) is currently facing a severe profitability crisis despite despite showing a strong revenue growth year over year. While it’s business volume expanded 28.6% Over the period of 2021 to 2025, the firm reported just €6,904 million net profit in 2025, which is massive decline compared to a strong net profit of €15,428 million in 2021. Firm’s operating income  has contracted to 54% with reported income of €8,868 million in 2025. These factors reveal that firm’s margin is severly compressed, it is struggling with escalating capital expenditures, and fixed cost management. Hence, Volkswagen desperately requires a strategic intervention and restructuring plan to maintain its competitive position in the automobile market.

1.2 Full Ratio Analysis

Profitability

For profitability, Net Profit Margin (NPM), Operating Profit Margin, and Return on Equity (ROE) are analysed the income statement and balance sheet because they provide a holistic "top-to-bottom" view of a company's financial efficiency across different layers.

i) Operating Profit Margin

· Operating profit margin shows core business health. It shows if company’s day-to-day operations are profitable or not before the taxes or debt interest. 
· Operating profit margins are declining from 7.70% in 2021 to 2.75% in 2025.which can be seen in consolidated income statement as it dropped from £182,861 million in 2023 to £129,291 million in 2024.
· This is a high-level warning that the operational efficiency needs to be improved (Brealey, Myers and Allen, 2022).

ii) Net Profit Margin

· NPM is the ultimate measure of survival because it considers everything from operating costs, interest on loans to taxes. it shows the pure profit that remains in the firm. 
· Net profit margins are at 5 years low with only 2.14% in 2025. The firm had healthy profit margin of 6.17% in 2021. Deteriorating net profit margins despite increasing revenu shows bottom line inefficiencies in the firm.
· This increasingly thin margin leaves almost no buffer to absorb external market shocks and the firm becomes vulnerable to future supply chain disruptions or global tariff hikes. 

iii) Return on Equity

· ROE shows the efficiency of the management in translating shareholder’s investments into returns. It shows staggering drop from 10.56% in 2021 to 3.41% in 2025U+002e
· Shareholder’s Equity has continuously expanded (up to €202,400 million) through retained earnings, but the actual returns generated on this larger equity base have shrunk, meaning shareholders are seeing a significant decline in their investment value. Which can heavily penalize the firm's valuation and weaken its appeal to institutional investors (Hillier et al., 2020).

Liquidity

The current ratio and quick ratio were selected as they provide dual view of the safety net for Volkswegan. These 2 will be able to provide us the broad view as well as the crisis view.


i) Current Ratio

· This  is also known as working capital ratio as it shows if Volkswegan has enough current assets to cover its total current liabilities. This ratio slightly dropped from 11.17 in 2021 to 1.15 in 2025 but it has halted at 1.15 for the past four years.
· The firm has €242,100 million in current assets and short-term debt of €210,500 million as of  2025. Technically it has sufficient resources to comfortably clear its short-term debt and prevent any immediate liquidity crisis in worstcase.
· Both the numbers over time also suggests that a massive volume of capital is trapped in the working capital cycle, which can limit Volkswagen’s agility as it iwill be difficult to fund sudden strategic pivots.

i) Quick Ratio

· This shows if Volkswegan has enough current assets to cover its total current liabilities without considering the inventory. Hence, it is also known as working capital ratio. This ratio dropped from 0.90 in 2021 to 0.86 in 2025.
· Meaning firm’s liabilities have increased more than the assets over the 5 years and safety margins have become thinner. It also indicates that liquid cash and equivalents are growing at a slower pace than it’s immediate financial obligations.
· Moreover, the quick ratio consistently below the traditional 1.0 benchmark reveals that the firm is unabile to cover it’s short-term liabilities without relying on the assumed future inventory sales. if global car sales were to stall, the available liquid cash and receivables would be insufficient to meet immediate obligations.





Efficiency

i) Receivable turnover ratio

· It measures how many times Volkswegan collects its average accounts receivable every year.
· The receivable turnover ratio has steadily dropped from 13.82 to 11.33. which shows that Volkswegan is taking significantly longer to collect payments from its customers and the collection period has stretched from roughly 79 days to 82 days.

ii) Inventory turnover ratio

· The Inventory Turnover Ratio shows how often the firm's stock is sold and replaced.
· The inventory value was £120,430 million in 2020, which has significantly dropped to £79,355 million in 2024. Along with that, the fall in cost of sales can also be seen. Which was £438,424 million in 2020 and now it is £280,885 million in 2024. Hence, the inventory turnover ratio was 4.59 in 2021 and now in 2025 it is 4.44.
· The decreasing ratio suggests that firm might face challenges like decreased demand, over-stocking and delays in supplier payments.

Gearing

i) Debt to equity ratio

· It is the ratio between total liabilities of the firm and shareholder equity.
· Total shareholders' equity has increased from £146,154 million to £202,400 million over the five-year period. The Debt-to-Equity (D/E) ratio has steadily decreased from 2.62 in 2021 to 2.22 in 2025.
· This indicates that the firm is funding most of its asset base through internally generated equity rather than taking on new, highly leveraged long-term loans.

ii) Interest coverage ratio

· The firm has operating income of £19,275 million in 2021, which dropped to £8,868 million in 2025. on the other side, firm’s expanses have increased from £1,304 million in 2021 to £3,245 million in 2025. 
· This is Perhaps the most alarming metric in this report as the Interest Coverage Ratio has collapsed from 14.78 in 2021 to 2.73 in 2025.
· This dramatic drop increases financial vulnerability and default risk for the firm and that might result in credit downgrades; which makes future debt issuance for EV infrastructure significantly more expensive.

Investment

i) Earning Per Share

· The EPS represents the portion of a company's profit allocated to each outstanding share of common stock.
· The EPS has been falling from €29.59 in 2021 to €11.50 in 2025. This drop in earnings per share indicates that future dividend payouts will need to be cut  to preserve capital. This can create negative perception for investors, which might increase the difficulty of Equity Injection (Mahendra, 2023).

Cashflow

i) Operating Cash Flow Margin

· It measures how many times GE collects its average accounts receivable every year.
· The net sales were £250,200 million in 2021, which has increased to £321,913 million in 2025. An operating cashflow has decreased from £32,402 million in 2021 to £31,406 million in 2025. Hence, the operating cash flow margin has dropped from 12.95% in 2020 to 9.76% in 2024.
· It suggests that Volkswegan’s core automotive operations are becoming structurally less efficient and shrinking margins are reducing the pool of internally generated funds available to organically finance the massive, ongoing structural transitions in the business model.

ii) Free Cash Flow Margin

· This is cash remaining after the firm has paid for the capital expenditures (CapEx) needed to maintain its assets.
· Firm’s capital expenditure increased from £10,496 million in 2021 to £19,400 million in 2025. Net sales have only increased from £250,200 million in 2020 to £321,913 million in 2024. Hence, the free cash flow margin dropped from 8.76% in 2021 to 0.59% in 2025
· This shows immense, unyielding cost of modernizing manufacturing facilities and EV infrastructure.


1.3 Identification of Trends, Strengths and Threats

	Area
	5 Year Trend 
(2020-2024)
	Classification
	Interpretation

	Market Share
	Flat :
Vehicle deliveries fluctuated slightly but remained flat overall (8.88m units in 2021 to 8.98m units in 2025).
	Threat
	While revenue grew due to pricing, market share growth has stalled. The firm is facing intense international competitive pressure ( from Chinese manufacturers) and geopolitical trade tariffs, forcing costly price wars just to defend its current global volume.

	Profitability
	Severe Decline: 
Net Profit Margin dropped from 6.17% to 2.14%; 
Operating Profit Margin also crashed from 7.70% to 2.75%.
	Weakness
	The core business model is highly inefficient. the firm is not able to convert stable revenue into profits.

	Liquidity
	Current Ratio flatlined at 1.15; Quick Ratio dropped to 0.86 (sub-optimal)
	Weakness
	Healthy for now but It lacks the agility because of low immediate cash/receivables buffer

	Solvency
	Debt/Equity slightly improved (2.62 down to 2.22), but Interest Coverage collapsed dangerously from 14.78 to 2.73.
	Threat
	The firm is now generating barely enough profit to service its ongoing interest obligations, sharply elevating its long-term financial risk profile and potentially increasing future borrowing costs.

	Efficiency
	Inventory Turnover slowed from 4.59 to 4.44; Receivable Turnover dropped from 13.82 to 11.33.
	Weakness
	Capital is increasingly trapped within the operating cycle. Vehicles are taking longer to sale,firm is taking longer to collect cash (overall velocity of capital generation is slowing down).

	Cash Flow
	Free Cash Flow Margin plunged from a healthy 8.76% to a near-zero 0.59%
	Threat
	Virtually no discretionary capital for emergency reserves, strategic acquisitions or debt reduction. Because EV infrastructure transition are consuming almost 100% of the cash generated by operations (€19.5 billion in 2025).




1.4 Default Risk Assessment via corporate failure prediciton models

The Altman Z-Score combines five key financial ratios : measuring liquidity, solvency, profitability, and activity to provide a single score that can be used to categorize a firm's financial stability. Using the data VW’s Statement of Financial Position and Income Statement, here is the calculation for the same.

	Z = 1.2(Working Capital / Total Assets​) + 1.4(Retained Earnings / Total Assets​) + 3.3(EBIT / Total Assets​) + 0.6(Market Value of Equity / Total Liabilities​) + 1.0(Sales / Total Assets​) 



	WC (Working capital)
	£31,600m

	Total Assets
	£650,900m

	Retained Earnings (RE)
	£202,400m

	EBIT
	£8,868m

	Market Value of Equity
	£55,200m

	Total Liabilities
	£448,500m

	Sales
	£321,913m



Using these numbers, The calculated Z-score for VolksWegan is 1.11. 

According to the standard interpretation of the model, Here is what it means :
	Z > 2.99
	"Safe Zone" (Low risk of bankruptcy)

	1.81 < Z < 2.99
	 "Gray Zone" (Probable risk of failure)

	Z < 1.81
	"Distress Zone" (High probability of bankruptcy within 24 months)



VW is firmly in the Distress Zone based on a score of 1.11. Which means that the company requires financial restructuring or it will no longer be able to suppor its operations without a radical capital injection.

2. Working Capital Management Analysis

2.1 Cash Operating Cycle Assessment

· Cash Operating Cycle shows the duration of converting inventory investment into cash flow through sales.
· The Inventory Conversion Period (ICP) for each year is: 79 days (2021), 83 days (2022), 77 days (2023), 80 days (2024), and 82 days (2025).
· Similarly, the Receivable Collection Period (RCP) for each year is: 26 days (2021), 28 days (2022), 27 days (2023), 30 days (2024), and 32 days (2025).
· Payables Deferral Period (PDP) for each year is: 42 days (2021), 46 days (2022), 43 days (2023), 41 days (2024), and 41 days (2025). This indicates that the firm's payment window to its suppliers has slightly tightened recently compared to its peak in 2022.
· Now we can calculate the Cash Operating Cycle (COC) sing ICP, RCP and PDP. 
Formula  : COC = ICP + RCP − PDP
· COC were 63 days, 65 days, 61 days, 69 days, and 73 days in 2021, 2022, 2023, 2024, and 2025 respectively.
· We can say that the firm needs over 2 months (up to 73 days by 2025) to recover the funds tied up in production and operations. The cycle has noticeably lengthened since 2023, driven by a combination of slower inventory turnover and longer collection times from customers/dealerships. This increasing delay in cash recovery is directly contributing to the tightening of operational liquidity highlighted in the broader financial analysis.

2.2 Recommended Strategies and working capital reforms to improve liquidity 

Firm has to fix the problem of liquidity and it requires a working capital reform program. The Cash Operating Cycle has expanded to 73 days, the firm needs immediate working capital reforms. Efficient working capital management is crucial for maintaining corporate liquidity and firm profitability; specifically during periods of macroeconomic transition and high capital expenditure (Deloof, 2003). Here are the following targeted strategies to restore firm’s operational liquidity.These strategies target the three core components of the cash cycle.

Receivables
The collection period is gradually drifting towards 32 days, which indicates lenient credit management. Here are the suggested reforms to accelerate cash inflows :
· The firm should introduce dynamic early-payment discount structures (e.g., 2/10 Net 30 terms). This will heavily incentivize immediate cash settlements from large corporate fleet buyers and franchise dealerships. Offering effective cash discounts can substantially reduce receivable cycles and lower the risk of default from buyers (Petersen and Rajan, 1997).
· Furthermore, the firm should secure more of its automotive financing receivables by bundling and selling these dealership obligations to third-party financial institutions at a slight discount. This way, the firm can secure immediate liquidity injections and transfer the underlying default risk off its balance sheet at the same time.

Inventory & Supply chain finance
As of 2025, The 82-day inventory conversion period represents a staggering €61 billion in idle, frozen capital for Volkswegan. This larger inventory holding periods inherently increase costs(storage, insurance, opportunity) and directly  reduces overall corporate profitability (Richards and Laughlin, 1980). To mitigate this, a dual-pronged inventory reduction strategy must be executed :
· First, the firm must implement an ‘accelerated liquidation program’ for legacy Internal Combustion Engine (ICE) vehicles.
· Secondly for high-cost EV components such as battery cells and semiconductors, manufacturing logistics must integrate more rigorous, Just-In-Time (JIT) procurement models to minimize the costly over-accumulation of raw materials and streamline production efficiency. This model is also vital for preserving Volkswegan’s liquidity in capital-intensive manufacturing environments (Womack, Jones and Roos, 1990).

Cash Flow
The firm should aim to retain cash internally for longer durations. Current payables deferral period down to 41 days must expand. The firm must leverage its immense global procurement scale and negotiate the extention of thie period to standard 60-to-90-day payment terms with its Tier-1 suppliers. However, Volkswegan must ensure that this aggressive extension does not bankrupt critical, smaller suppliers in the EV supply chain. The firm must drastically scale up its existing supply chain finance  initiatives to ensure that. Under this framework, suppliers receive a discounted payments from partner banks immedietly, while the firm repays the bank at the end of the extended term. This framework extends the payables period without destabilizing vendor relationships (Gelsomino et al., 2016).

2.3 Short-Term vs Long-Term Financing

Beyond the internal cycle optimization, Volkswegan must support liquidity through it’s external financing strategies. According to the hedging principle of corporate finance : firms should align the maturity of their liabilities with the life of their assets in order to minimize refinancing risk (Berk and DeMarzo, 2020).

i) Short-Term Financing: Flexibility and Risk
In order to manage it’s daily operations and liquidity, Here are important things to consider for short-term financing options:
Short-term financing is highly effective for bridging temporary working capital gaps. Volkswegan can use commercial paper or revolving credit facilities that initially offer extreme flexibility and lower interest rates. However, relying on short-term debt to fund long-term assets also introduces severe rollover risk; if credit markets suddenly tighten due to macroeconomic factors, the firm could face immediate insolvency upon debt maturity.

ii) Long-Term Financing: Stability and Restructuring

On thee other hand, Volkswegan can issue 10-year corporate bonds for it’s long-term financing. long-term financing options generally have a higher interest premium but also provides stability. Unlike short term finance options, it removes immediate repayment pressure by It locking in capital for extended periods. Volkswegan has €19.5 billion annual capital expenditure requirement to build gigafactories and software architectures. these immedietly unyeilding structural assets must be matched with long-term capital financing.

The optimal financing strategy is strict segregation between it’s long term EV infrastructure financing and short term liquidity buffer. Long-term, fixed-rate "Green Bonds" to exclusively finance the physical EV infrastructure and its short-term commercial credit lines strictly as a liquid buffer for day-to-day working capital requirements.

3. Strategic Financial Restructuring Plan

3.1 Recommended Financial Restructuring  Options

Volkswegan saw 53% decline in operating profit to €8.8 billion in 2025. Return on Equity (ROE) has also contracted to 3.41%, which is a severely inefficient. These numbers suggest that Volkswagen Group’s current conglomerate structure is no longer financially sustainable. The massive €19.5 billion annual capital expenditure for the transition of Volkswegan’s core brands to electric vehicles (EV) is being suffocated by the bloated fixed costs of legacy operations. Volkswegan has to reverse this value destruction and restore the precarious 2.73 interest coverage ratio. As a newly appointed CFO, I recommend following financial restructuring options :

Option 1: Divestment of Non-Core Assets

A corporate restructuring through the divestment in peripheral business units will unlock capital and also allow executive management to refocus on core strategic operations (Markides, 1992). Volkswagen has overly complex  portfolio of niche luxury brands (such as Ducati and Lamborghini) mixed with heavy commercial vehicles (Traton). The firm should either execute a complete divestiture or outright sale it’s non-core motorcycle and ultra-luxury internal combustion engine (ICE) divisions.

Option 2: Strategic Joint Ventures and R&D Mergers

Volkswegan has free Cash Flow margin of 0.59% in 2025, which means Volkswagen is not financially capable for solely developing proprietary EV software (Cariad) and battery cell manufacturing (PowerCo) from scratch. The firm should pursue strategic R&D joint ventures or horizontal mergers with established global tech firms and rival automakers (particularly in the Chinese market) instead of complete acquisitions.

Option 3: Equity Carve-Outs and Subsidiary IPOs

Building upon the highly successful Initial Public Offering (IPO) of Porsche AG in 2022, Volkswagen should execute further equity carve-outs for its other most profitable remaining divisions (Audi) or its future-facing battery division(PowerCo). Volkswegan can sell a minority stake of a subsidiary to the public markets while keeping the controlling stake to itself (Schipper and Smith, 1986).

3.2 Evaluation of Restructuring Impact

Impact on Shareholder Value

‘Divestment of Non-Core Assets’ will instantly improve the firm's liquidity ratios  because liquidating these highly valued, niche assets will provide a massive cash inflow - which can be directed to settle short-term commercial liabilities. Furthermore, this narrower total asset base and instantly setteled debt will mathematically improve Volkswegan’s ROE and the firms will not have additional burden to fund non-synergistic product lines. This will directly enhance Volkswegan’s intrinsic shareholder value.

Impact on Debt Structure

Resource pooling through ‘strategic alliances and joint ventures’ will allow volkswegan to share massive sunk costs and technological risks without the debt-heavy financing for traditional M&A activity (Dyer, Kale and Singh, 2004). This directly protects firm’s balance sheet from taking on highly leveraged long-term debt, preserving credit ratings and ensuring that future cash flows can be returned to shareholders as dividends rather than being consumed by R&D.

Impact on Operational Flexibility

‘Equity Carve-Outs and Subsidiary IPOs’ is a zero-debt capital generation strategy.Traditionally, These high-performing or high-growth subsidiaries trade at higher multiples than legacy automotive conglomerates. The capital raised through this will act as a direct equity injection into the parent company and lower the overall Debt-to-Equity ratio, provide billions in fresh capital to fund the EV rollout without severe interest rate penalties. This way the firm can fix it’s current degraded interest coverage ratio.

3.3 International & Ethical Considerations

While executing the proposed financial restructuring, the firm must carefully navigate international and moral obligations to avoid potential liabilities.

i) International Financial Considerations

Currency Risk: The firm’s aggressive expansion into the United States and its heavy reliance on joint ventures in China poses severe currency translation risks. Fluctuations between these currencies can instantly erode the financial benefits of international alliances (Madura, 2020). Volkswegan must protect itself using aggressive financial hedging instruments (such as forward contracts and currency swaps).

Trade Policy and Tariff Vulnerabilities: Gobal EV supply chains are highly vulnerable to geopolitical friction such as rising threat of retaliatory trade tariffs on electric vehicles and imported battery components between major economic blocs (US, EU, and China). These threats could inflate the cost final products. Hence, strategic restructuring must prioritize localized production hubs before complex international supplychains.

ii) Ethical and CSR Considerations
Labor and Organizational Ethics (CSR): Plant closures dure to downsizing legacy Internal Combustion Engine and the shift to highly automated EV manufacturing will inevitably trigger widespread workforce redundancies. To maintain corporate legitimacy and comply with rigorous European labor standards, Volkswagen(ethically) has to dedicate a portion of the restructured capital toward robust employee retraining programs, generous severance packages. It has to transparently negotiate with labor unions to mitigate catastrophic social friction within its core manufacturing hubs (Carroll, 1991).

Sustainability and Human Rights : The firm must rigorously audit its joint venture partners in EV supply chain partners to ensure that they strictly follows to international human rights and environmental laws.

4. Investment Appraisal and Capital Budgeting

4.1 Evaluation of Three Proposed Investment Projects

“Project A”

Payback Period: Project has a initial total investment of £50 million, and at the end of Year 4, the CCI (cumulative cash inflows) are identified as £46 million. The remaining amount (£4 million) can be recovered at the beginning of Year 5. So the total pay back period will be 4 years and 6 months. For a firm that has 73 day cash operating cycle, this long payback period introduces severe liquidity risk.

Accounting Rate of Return: This project has an ARR of 1.6% on the invested capital after accounting for straight-line depreciation, which means it offers very low profitability and will deteriorate the operating margins further.

Net Present Value (NPV): This project already has a very negative NPV of -£8.686 million at 10% discount rate on annual bases. This indicates that the project will degrade the value rather than surpass the initial investment with time. Persuing this project will de-stabilise the firm`s financial condition and will also decrease the wealth of the shareholders.

Profitability Index (PI): This project has PI value of 0.826, Which is below 1. This confirms that project will depreciate marginal value. It will return only £0.83 for every pound invested, to be exact. Given the firm’s financial position, the project A is a unsafe investment opportunity that will surely destory the firm`s value.

Internal Rate of Return (IRR): “Project A” has 2.72% IRR, which is far below the 10% cost of capital. Because of the very low IRR, this is a high-risk project that can`t recover it’s investment in favorable time so the firm should reject this project.

“Project B”

Payback Period:  Project B has a potential annual cash inflow of £11 million. Which means PBP of 4.55 years. This project has slower capita recovery of all the proposed projects but predictible steady cash flow.

Accounting Rate of Return: This project has ARR of 2.0%. This project can offer some financial stability but it remains fundamentally insufficient for capital deployent.

Net Present Value (NPV): The NPV is -£8.31 million at the 10% annual discount rate. Which means the project is value destructive and not capable of recovering the investment. For a struggling firm like volkswagen, project B can decrease the shareholder wealth.

Profitability Index (PI): This project has profitability index of 0.834, which is lower than 1. Therefore, “Project B” will not be able to generate sufficient returns and tighten the liquidity problem and shareholder value can fall even further as it will only return £0.83 for every pound invested.

Internal Rate of Return (IRR): With a IRR of 3.26%, this project is unviable and can not improve the liquidity problems of financially weakened firm. This project is not a profitable investment.

“Project C”

Payback Period: With an initial capital investment of £50 million, “project C” will generate cumulative cash inflow of £35 million by the end of Year 3. with recovery of  additional £15 million during year 4, the project has PBP of 3.6 years (3 years and 7 months) in total. These numbers ensure better liquidity to the firm with the promise of future growth compared to the alternatives.

Accounting Rate of Return: While slightly better than Project A with an ARR of 2.0%, it is still insufficient to mprove the firm's distressed profitability metrics and justify the deployment of capital.

Net Present Value (NPV): “Project C” has a negative NPV of nearly -£1.99 million. Which shows that project can destroy the value when calculated at the discount rate of 10%. But compared to the other options, this project offers least damaging NPV.

Profitability Index (PI): This project has highest PI among all the 3. With a PI of 0.960, project C can generate  £0.96 for each pound that is invested within discounted inflows. which is slightly lower then the threshold. Although it requires highest capital investment, it is the most capital efficiently option.

Internal Rate of Return (IRR): “project C” has estimated IRR of 8.59%, which is the closest to the “10% discounted rate”. When considered with lower negative NPV and the near break even returns, this project indicates optimal strategic option if the board determines that EV investment is absolutely mandatory. 

4.2 Final Investment Recommendation and Justification

While ‘Project C’  NPV is marginally negative (-£1.98m), it is significantly less destructive than Project A (-£8.68m) and B (-£8.30m). Furthermore, it possesses the highest IRR (8.59%) and an attractive ARR (12%). Crucially, Volkswagen’s COC has dangerously lengthened to 73 days. Project C has the fastest Payback Period of 3.6 years, nearly a full year faster than the alternative projects. This provides a critical liquidity buffer and minimizes the firm's reliance on expensive short-term financing.

4.3 Conclusion

In conclusion, Volkswagen Group’s five year financial analysis revealed that firm currently has a strong revenue but operating profit has contracted 53% and cash cycle has increased to 73 days. These numbers highlight the firm has burden of managing legacy operations at the same time unsustainable financial burden of funding the electric vehicle transition. This report has proposed a comprehensive, multi-faceted financial turnaround strategy to avoid a prolonged profitability crisis. By aggressively optimizing working capital to unlock trapped liquidity, divesting non-core internal combustion assets, and forming strategic joint ventures, the firm can rapidly restore its profit margins and secure its interest coverage capabilities. Finally, by deploying capital rationing to high-growth potential project C, Volkswagen can efficiently fund its R&D without over-leveraging its balance sheet. If executed with ethical rigor and geopolitical foresight, these targeted financial interventions will successfully bridge the current profitability gap, ensuring the Group's long-term competitive dominance and restoring shareholder value in the new era of electric mobility.
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Appendices 
Appendix 1: Ratio analysis
i) Profitability
Net Profit Margin: 
Formula : Net Profit = (Net Income / Net Sales) × 100
2021: (15,428 / 250,200) × 100 = 6.17%
2022: (15,836 / 279,232) × 100 = 5.67%
2023: (17,928 / 322,284) × 100 = 5.56%
2024: (12,394 / 324,656) × 100 = 3.82%
2025: (6,904 / 321,913) × 100 = 2.14%


Operating Profit Margin: 
Formula : Operating Profit = (Operating Income / Net Sales) × 100
2021: (19,275 / 250,200) × 100 = 7.70%
2022: (22,124 / 279,232) × 100 = 7.92%
2023: (22,576 / 322,284) × 100 = 7.00%
2024: (19,060 / 324,656) × 100 = 5.87%
2025: (8,868 / 321,913) × 100 = 2.75%


Return On Equity: 
Formula : Return on Equity = (Net income / Shareholder’s Equity) x 100
2021: (15,428 / 146,154) × 100 = 10.56%
2022: (15,836 / 178,328) × 100 = 8.88%
2023: (17,928 / 189,186) × 100 = 9.48%
2024: (12,394 / 196,731) × 100 = 6.30%
2025: (6,904 / 202,400) × 100 = 3.41%


ii) Liquidity
Current Ratio: 
Formula : Current Ratio = (Total Current Assets / Total Current Liabilities)
2021: 189,500 / 162,100 = 1.17
2022: 211,400 / 184,300 = 1.15
2023: 224,100 / 195,600 = 1.15
2024: 236,500 / 206,100 = 1.15
2025: 242,100 / 210,500 = 1.15



Quick Ratio: 
Formula : Quick Ratio = (Total Current Assets - Inventories) / Total Current Liabilities
2021: (189,500 - 44,200) / 162,100 = 0.90
2022: (211,400 - 51,300) / 184,300 = 0.87
2023: (224,100 - 55,400) / 195,600 = 0.86
2024: (236,500 - 58,100) / 206,100 = 0.87
2025: (242,100 - 61,000) / 210,500 = 0.86




Iii) Efficiency
Inventory Turnover Ratio: 
Formula : Inventory Turnover Ratio = Cost of sales / Inventory
2021: 202,959 / 44,200 = 4.59
2022: 226,866 / 51,300 = 4.42
2023: 261,299 / 55,400 = 4.72
2024: 265,184 / 58,100 = 4.56
2025: 270,671 / 61,000 = 4.44



Receivable Turnover Ratio: 
Formula : Receivable Turnover Ratio = Net sales / Account receivable
2021: 250,200 / 18,100 = 13.82
2022: 279,232 / 21,500 = 12.99
2023: 322,284 / 24,100 = 13.37
2024: 324,656 / 26,300 = 12.34
2025: 321,913 / 28,400 = 11.33



iv) Gearning
Debt to Equity Ratio: 
Formula : Debt to Equity Ratio = Total Liabilities / Shareholders Equity
2021: 382,455 / 146,154 = 2.62
2022: 385,685 / 178,328 = 2.16
2023: 411,463 / 189,186 = 2.17
2024: 436,174 / 196,731 = 2.22
2025: 448,500 / 202,400 = 2.22


Interest Coverage Ratio: 
Formula : Interest Coverage Ratio = Operating income / Interest expense
2021: 19,275 / 1,304 = 14.78
2022: 22,124 / 1,842 = 12.01
2023: 22,576 / 3,640 = 6.20
2024: 19,060 / 3,446 = 5.53
2025: 8,868 / 3,245 = 2.73


v) Investment
Earnings per Share: 
	Particulars
	2021 
	2022 
	2023
	2024
	2025 

	Earnings per share
	29.59
	30.01
	31.79
	21.36
	11.50



VI) Cashflow
Operating Cash Flow Margin: 
Formula : Operating Cash Flow Margin = (Operating Cash Flow / Net Sales) x 100
2021: (32,402 / 250,200) × 100 = 12.95%
2022: (29,865 / 279,232) × 100 = 10.70%
2023: (37,851 / 322,284) × 100 = 11.74%
2024: (34,263 / 324,656) × 100 = 10.55%
2025: (31,406 / 321,913) × 100 = 9.76%





Free Cash Flow Margin: 
Formula : Operating Cash Flow Margin = ((Operating Cash Flow - Capital Expenditure) / Net sales) x 100
2021: ((32,402 - 10,496) / 250,200) × 100 = 8.76%
2022: ((29,865 - 12,731) / 279,232) × 100 = 6.14%
2023: ((37,851 - 14,371) / 322,284) × 100 = 7.29%
2024: ((34,263 - 21,300) / 324,656) × 100 = 3.99%
2025: ((31,406 - 19,500) / 321,913) × 100 = 3.70%



Appendix 2: Investment analysis
1. Project A (Initial Investment: £50,000,000)

Cash Inflows: 
Year 1: £10m 
Year 2: £12m 
Year 3: £14m 
Year 4: £10m
Year 5: £8m

Accounting Rate of Return (ARR):
Total Cash Inflow: £10m+£12m+£14m+£10m+£8m = £54,000,000
Average Annual Cash Inflow: £54,000,000/5 years = £10,800,000
Average Annual Profit (Less £10m straight-line depreciation): £10,800,000 - £10,000,000 = £800,000
Calculation: (£800,000/£50,000,000)×100 = 1.6%

Payback Period (PBP):
Cumulative Cash Flow (Year 3): £10m+£12m+£14m+£10m=£46,000,000
Remaining to recover at start of Year 5: £50m−£46m=£4,000,000
Recovery Fraction: £4,000,000/£8,000,000 (Year 5 Inflow)=0.5 years
Calculation: 4 years+0.5 years=4.5 years (4 years, 6 months)

Net Present Value (NPV) @ 10%:
Year 1 PV: £10,000,000×0.909=£9,090,000
Year 2 PV: £12,000,000×0.826=£9,912,000
Year 3 PV: £14,000,000×0.751=£10,514,000
Year 4 PV: £10,000,000×0.683=£6,830,000
Year 5 PV: £8,000,000×0.621=£4,968,000
Total Present Value (PV): £41,314,000
Calculation: £41,314,000−£50,000,000= -£8,686,000


Profitability Index (PI):
Calculation: £41,314,000/£50,000,000=0.826

Internal Rate of Return (IRR):
Since NPV is positive at 10%, IRR must be higher than the discount rate.
Calculation: 2.72%

2. Project B (Initial Investment: £50,000,000)

Cash Inflows: 
Year 1: £11m
Year 2: £11m
Year 3: £11m
Year 4: £11m
Year 5: £11m
Accounting Rate of Return (ARR):
Total Cash Inflow: £11m×5=£55,000,000
Average Annual Cash Inflow: £55,000,000/5 years=£11,000,000
Average Annual Profit (Less £10m straight-line depreciation): £11,000,000 - £10,000,000 = £1,000,000
Calculation: (£1,000,000/£50,000,000)×100=2.0%

Payback Period (PBP):
Calculation: £50,000,000/£11,000,000=4.545 years
Calculation: 4.545 years = 4.55 years (4 years, 6.6 months)

Net Present Value (NPV) @ 10%:
Total PV: £41,690,000
Calculation: £41,690,000−£50,000,000=−£8,310,000

 Profitability Index (PI):
Calculation: £41,690,000/£50,000,000=0.834

Internal Rate of Return (IRR):
Since NPV is negative at 10%, IRR must be lower than the discount rate.
Calculation: 3.26%


3. Project C (Initial Investment: £50,000,000)

Cash Inflows: 
Year 1: £5m 
Year 2: £10m 
Year 3: £20m 
Year 4: £25m 
Year 5: £5m

Accounting Rate of Return (ARR):
Total Cash Inflow: £5m+£10m+£20m+£25m+£5m=£65,000,000
Average Annual Cash Inflow: £65,000,000/5 years=£13,000,000
Average Annual Profit (Less £10m straight-line depreciation): £13,000,000 - £10,000,000 = £3,000,000
 Calculation: (£3,000,000/£50,000,000)×100=6.0%

Payback Period (PBP):
Cumulative Cash Flow (Year 3): £5m+£10m+£20m=£35,000,000
Remaining to recover at start of Year 4: £50m−£35m=£15,000,000
 Recovery Fraction: £15,000,000/£25,000,000 (Year 4 Inflow)=0.6 years
Calculation: 3 years+0.6 years=3.6 years (3 years, 7.2 months)

Net Present Value (NPV) @ 10%:
Year 1 PV: £5,000,000×0.909=£4,545,000
Year 2 PV: £10,000,000×0.826=£8,260,000
Year 3 PV: £20,000,000×0.751=£15,020,000
Year 4 PV: £25,000,000×0.683=£17,075,000
Year 5 PV: £5,000,000×0.621=£3,105,000
Total PV: £48,005,000
Calculation: £48,005,000−£50,000,000=-£1,995,000

Profitability Index (PI):
Calculation: £48,005,000/£50,000,000=0.960

Internal Rate of Return (IRR):
Since NPV is negative at 10%, IRR must be lower than the discount rate.
Calculation: 8.59%
Net profit margin	
2021	2022	2023	2024	2025	6.17	5.67	5.56	3.82	2.14	


Net income	
2021	2022	2023	2024	2025	15428	15836	17938	12394	6904	Net sales	
2021	2022	2023	2024	2025	250200	279232	322284	324656	321913	


Operating progit	
2021	2022	2023	2024	2025	19275	22124	22576	19060	8868	Net sales	
2021	2022	2023	2024	2025	250200	279232	322284	324656	321913	


Operating profit margin	
2021	2022	2023	2024	2025	7.7	7.92	7	5.87	2.75	


Net income	
2021	2022	2023	2024	2025	15428	15836	17928	12394	6904	Shareholder`s Equity	
2021	2022	2023	2024	2025	146154	178328	189186	196731	202400	


Net income	
2021	2022	2023	2024	2025	10.56	8.88	9.48	6.3	3.41	


Cost of sales	
2021	2022	2023	2024	2025	438424	428586	390459	322897	280885	Inventory	
2021	2022	2023	2024	2025	120430	134469	140181	88273	79355	


Current ratio	
2021	2022	2023	2024	2025	1.17	1.15	1.15	1.15	1.15	


Current asset	
2021	2022	2023	2024	2025	326843	337146	338040	258851	242100	Current liability	
2021	2022	2023	2024	2025	179510	216787	216473	161148	210500	Inventory	
2021	2022	2023	2024	2025	120430	134469	140181	88273	61000	


Quick ratio	
2021	2022	2023	2024	2025	1.15	0.93	0.91	1.06	0.86	


Cost of sales	
2021	2022	2023	2024	2024	202959	226866	261299	265184	280885	Inventory	
2021	2022	2023	2024	2024	44200	51300	55400	58100	61000	


Inventory turnover ratio	
2021	2022	2023	2024	2024	4.59	4.42	4.72	4.56	4.44	


Total Liabilities	
2021	2022	2023	2024	2025	382455	385685	411463	436174	448500	Shareholders Equity	
2021	2022	2023	2024	2025	146154	178328	189186	196731	202400	


Debt to equity ratio	
2021	2022	2023	2024	2025	2.62	2.16	2.17	2.22	2.22	


Total Liabilities	
2021	2022	2023	2024	2025	382455	385685	411463	436174	448500	Shareholders Equity	
2021	2022	2023	2024	2025	146154	178328	189186	196731	202400	


Debt to equity ratio	
2021	2022	2023	2024	2025	2.62	2.16	2.17	2.22	2.22	


Operating income	
2021	2022	2023	2024	2025	19275	22124	22576	19060	8869	Interest expense	
2021	2022	2023	2024	2025	1304	1842	3640	3446	3245	


Interest coverage ratio	
2021	2022	2023	2024	2025	14.78	12.01	6.2	5.53	2.73	


Earnings Per Share	
2021	2022	2023	2024	2025	29.59	30.01	31.79	21.36	11.5	


Operating Cash flow	
2021	2022	2023	2024	2025	32402	29865	37851	34263	31406	Net sales	
2021	2022	2023	2024	2025	250200	279232	322284	324656	321913	


Operating cash Flow Margin	
2021	2022	2023	2024	2025	12.95	10.7	11.74	10.55	9.76	


Operating Cash Flow	
2021	2022	2023	2024	2025	32402	29865	37851	34263	31406	Capital expenditure	
2021	2022	2023	2024	2025	10496	12731	14371	21300	19500	Net sales	
2021	2022	2023	2024	2025	250200	279232	322284	324656	321913	


Free Cash Flow Margin	
2021	2022	2023	2024	2025	8.76	6.14	7.29	3.99	3.7	
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