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Strategic CFO Challenge: Volkswagen AG- Financial Performance and Management Report.
[bookmark: _Toc227898867]Introduction
This report is a response to the mandate of the Board to undertake a financial audit and a turnaround strategy of Volkswagen AG as it embarks on electrification as part of its NEW AUTO vision. Wolfgang Volkswagen, although a global leader, is experiencing growing difficulties due to stiff EV competition, margin pressure, and supply chain disruptions. The report breaks down financial performance in 2021-2025 along the ratio analysis frameworks to determine main weaknesses and risks. It suggests restructuring, working capital and the financing strategies, and the assessment of three investment projects based on Payback, ARR, NPV, PI and IRR. Recommendations are meant to increase the shareholder value sustainably in the long run.
[bookmark: _Toc227898868]Financial Health Check- Volkswagen AG (2021-2025)
Financial ratio analysis is a methodical way of analysing corporate performance, detecting trends, and diagnosing their possible weaknesses (Berk and DeMarzo, 2020). Atrill and McLaney (2017) argue that ratio analysis allows stakeholders to compare the performance over time and within the industry. This discussion uses the profitability, liquidity, efficiency, gearing, investment, and cash flow ratios of Volkswagen basing solely on the audited financial statements of the company (Volkswagen, 2026).
[bookmark: _Toc227898869]Profitability Ratios
Profitability ratios show the ability of a company to earn profits relative to its revenues, assets, and the capital utilized by the company (Keown, Martin and Petty, 2024).Bhattacheryay (2023) goes further to show that profitability management is a significant factor of survival and value creation of firms in automotive industries.
Table 1: Volkswagen Profitability Ratio (2021-2025)
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Gross Margin
	Gross Profit / Revenue
	18.88%
	18.70%
	18.92%
	18.32%
	15.92%

	Operating Margin
	Operating Income / Revenue
	7.70%
	7.92%
	6.99%
	5.87%
	2.75%

	Net Profit Margin
	Net Income / Revenue
	5.93%
	5.33%
	4.95%
	3.30%
	2.07%

	Return on Capital Employed
	EBIT / (Total Assets – Current Liabilities)
	5.29%
	5.80%
	5.71%
	4.58%
	2.12%


Volkswagen's 2021–2024 gross margin was 18.32–18.92 percent, reflecting good cost control. It plummeted to 15.92% in 2025 due to EV pricing competition and rising lithium and semiconductor costs (IEA, 2024). Operating margin declined from 7.92% in 2022 to 2.75% in 2025, and net profit margin from 5.93% to 2.07% (Trefis, 2025). ROC declined to 2.12, below estimated cost of capital 5-6, indicating value erosion (Damodaran, 2024). Total profitability fell in 2025.
[bookmark: _Toc227898870]Liquidity Ratios
The ratios of liquidity evaluate the potential of a company to take care of its short-term liabilities through current assets (Atrill and McLaney, 2017).
Table 2: Liquidity Ratios of Volkswagen (2021-2025)
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Current Ratio
	Current Assets / Current Liabilities
	1.22
	1.23
	1.16
	1.13
	1.09

	Quick Ratio
	(Current Assets – Inventory) / Current Liabilities
	0.95
	0.94
	0.90
	0.87
	0.85

	Cash Ratio
	Cash & Equivalents / Current Liabilities
	0.24
	0.16
	0.21
	0.19
	0.17


The liquidity became somewhat more liquid, and the current ratio was reduced to 1.09, still above 1.0 but not in the ideal range of 1.520 (Berk and DeMarzo, 2020). The quick ratio fell by 0.95 and was less than 1.0, an indication of strains on short-term solvency. The cash ratio also decreased to 0.17, meaning that a small portion of liabilities is paid with the help of cash (Keown, Martin and Petty, 2024). Overall, liquidity is becoming worse and worse, and there is an increasing risk, but within the minimum range. Demiraj et al. (2022) affirm that low ratios of quick under 1.0 is consistent with the presence of a high level of short-term solvency pressure in capital-intensive manufacturing sectors.
[bookmark: _Toc227898871]Efficiency Ratios
Efficiency ratios are used to evaluate the efficiency of companies in using assets to produce revenue (Damodaran, 2024).
Table 3: Efficiency Ratios of Volkswagen (2021-2025)
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Asset Turnover
	Revenue / Total Assets
	0.47
	0.49
	0.54
	0.51
	0.50

	Fixed Asset Turnover
	Revenue / Net Property, Plant & Equipment
	2.03
	2.26
	2.46
	2.24
	2.07



The asset turnover increased to 0.54 in 2023 but decreased to 0.50 in 2025, which is lower than the industry standards (0.6-0.8) and, therefore, ineffective (Montgomery, 2015; Morningstar, 2025). The ratio of fixed asset turnover also decreased to 2.07 as compared to 2.46, indicating that EV investments have not paid off, placing a strain on profitability (Trefis, 2025). The net effect was an improvement in efficiency which has deteriorated in the recent past.
[bookmark: _Toc227898872]Gearing (Leverage) Ratios
Gearing ratios are the measures of how much a company is funded by debt and equity (Berk and DeMarzo, 2020).
Table 4: The Gearing Ratios of Volkswagen (2021–2025)
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Interest Coverage
	EBIT / Interest Expense
	10.60
	54.19
	6.19
	5.53
	2.73

	Debt-Equity Ratio
	Total Debt / Shareholders’ Equity
	1.46
	1.24
	1.33
	1.39
	1.41

	Debt-to-Capital
	Total Debt / (Debt + Equity)
	0.593
	0.554
	0.571
	0.582
	0.584

	Net Debt (€ billions)
	Total Debt – Cash
	170.5
	176.0
	189.3
	213.8
	225.9

	Equity Multiplier
	Total Assets / Shareholders’ Equity
	3.66
	3.41
	3.43
	3.47
	3.42


The interest coverage dropped to 2.73 (2025) versus 10.60 (2021), indicating that the interest-servicing capacity is poor and the risk is rising below the 3.0 level (Keown, Martin and Petty, 2024). Debt-to-equity was high (1.241.46), compared to high in the industry, and net debt increased by 32 percent to €225.9bn. The equity multiplier is high because it shows high reliance on debt and increased financial risks (Damodaran, 2024). According to Flammer (2021), financing costs increase to a high level when the credit markets tighten, making highly leveraged firms even more financially distressed.
[bookmark: _Toc227898873]Investment Ratios
Investment ratios measure the returns that are produced to shareholders and the market perception of value (Atrill and McLaney, 2017).
	Metric
	2021
	2023
	2025
	Trend

	ROE
	10.28%
	9.11%
	3.54%
	↓ Declining

	ROA
	3.15%
	3.26%
	1.54%
	↓ Declining

	ROIC
	4.63%
	4.75%
	1.56%
	↓ Declining

	EPS (€)
	29.61
	31.81
	13.31
	↓ Sharp fall

	P/E Ratio
	0.70
	0.36
	0.92
	Low/volatile

	Dividend Payout
	25.5%
	28.5%
	39.5%
	↑ Rising

	Dividend Cover
	3.92
	3.51
	2.53
	↓ Weakening


The returns of Volkswagen are negative and ROE have dropped to 3.54, ROA to 1.54 and ROIC at 1.56, which is below the cost of capital, which means that it destroys value (Morningstar, 2025; Damodaran, 2024). EPS decreased by 58 per cent to 13.31 and low P/E shows a decrease in confidence in the market. The growth in the dividend payout (39.5) in case of losses in earnings is a sign of financial burden (Berk and DeMarzo, 2020).  Le et al. (2018) caution that the continued increase in payout ratios despite decreasing earnings are indications of unsustainable dividend policies, especially in cyclical industries.
[bookmark: _Toc227898874]Cash Flow Ratios
Cash flow ratios give an insight of the quality of earnings and how the firm can drive cash through its operations (Keown, Martin and Petty, 2024).
Table 6: Cash Flow Ratios of Volkswagen (2021-2025).
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Operating Cash Flow Ratio
	Operating CF / Current Liabilities
	0.24
	0.16
	0.09
	0.08
	0.07

	Cash Flow Margin
	Operating CF / Revenue
	15.44%
	10.21%
	6.01%
	5.28%
	4.66%

	Free Cash Flow (€ billions)
	Operating CF – Capital Expenditure
	28.0
	15.5
	4.7
	-0.1
	-0.3

	Free Cash Flow Margin
	Free CF / Revenue
	11.18%
	5.57%
	1.46%
	-0.02%
	-0.09%


Cash flow declined drastically, operating cash flow ratio declined to 0.07, which is only 7% of the liabilities. The profitability is declining as the cash flow margin has dropped to 4.66 (Atrill and McLaney, 2017). Free cash flow was negative because it stood at €28bn making it more reliant on external funding and risky to fund (Damodaran, 2024). Sangiorgi and Schopohl (2023) point out that the persistence of negative free cash flow drives companies to the expensive external capital markets, significantly increasing financial susceptibility.
[bookmark: _Toc227898875]Section 2: The Working Capital Management Analysis- Volkswagen AG.
Short-term liquidity and efficiency are essential and managed by working capital (Berk and DeMarzo, 2020). In the case of Volkswagen AG, negative cash flows should be examined immediately. This part examines the cash operating cycle, suggests liquidity optimization and assesses short- and long-term sources of financing.
[bookmark: _Toc227898876]Evaluation of the Cash Operating Cycle.
The cash operating cycle or cash conversion cycle is the time it takes a company to spend money on producing inputs and to receive money back as payment (Atrill and McLaney, 2017). The smaller the cycle, the better the working capital is managed. The cycle includes three elements, including inventory days, receivable days, and payable days. It is calculated as follows: 
Cash Operating Cycle= Inventory Days plus Receivable Days- Payable Days.
Wolfgang has a long cash cycle (149 days vs 55 industry) indicating that it is inefficient with its working capital (Morningstar, 2025). Inventory days have increased (84.1 75.6) but the receivables remain big (114.1), causing a liquidity pressure (Keown, Martin and Petty, 2024). Fast payables (41.1 days) result in limited flexibility (Damodaran, 2024). Generally, VW finances its operations within a span of approximately 5 months and thus it becomes more reliant on external financing. Demiraj (2022) discover that automotive companies with cash conversion cycles longer than 120 days experience incessant structural liquidity drawbacks compared to those in the industry.
[bookmark: _Toc227898877]Liquidity Reform Strategies, via Working Capital Reforms.
According to the analysis of cash operating cycle, three evidence-based strategies are suggested to enhance the liquidity position of Volkswagen.
Strategy 1: Receivables Reduction: Volkswagen should be selective and reduce the credit terms to 90 days. This would liberate some 21.3bn and cash flow is optimized (Berk and DeMarzo, 2020; Trefis, 2025). Houston and Shan (2022) confirm that selective receivables factoring with stricter credit terms significantly leads to fewer days sales outstanding and working capital positions.
Strategy 2: Inventory Optimisation: The implementation of demand forecasting and build-to-order will see a decrease in inventory days to 60 (instead of 75.6) that will unlock an amount of about ~11.6bn (International Energy Agency, 2024).
Strategy 3: Payables Optimisation: The extension of payables to non-critical suppliers, 41 to 55 days, will create ~E10.3bn without damaging key relationships (Keown, Martin and Petty, 2024).
[bookmark: _Toc227898878]Integrated Effect of the Three Strategies.
Table 9: Summary of the Impact of Working Capital Reform.
	Measure
	Current (2025)
	Target
	Improvement

	Inventory Days
	75.6
	60.0
	–15.6 days

	Receivable Days
	114.1
	90.0
	–24.1 days

	Payable Days
	41.1
	55.0
	+13.9 days

	Cash Operating Cycle
	148.6 days
	95.0 days
	–53.6 days

	Working Capital Release
	—
	—
	€43.2 billion



This would free up an estimated amount of €43.2 billion of the stranded working capital by a 53.6-day cash operating cycle improvement, which is 36.1 %. Nonetheless, despite such a large release, the free cash flow of Volkswagen would still be slightly negative, which implies that further operational enhancements beyond working capital management are required.
[bookmark: _Toc227898879]Short-Term and Long-Term Financing Comparison
As Volkswagen is currently at a negative free cash flow and has a net debt of €225.9 billion, the company needs to consider financing sources of its current business and investments in the transition to electric vehicles carefully. Seasonal or temporary working capital requirements can be financed using short-term funding but subject Volkswagen to refinancing risk and interest rate risk (Berk and DeMarzo, 2020).
[bookmark: _Toc227898880]Section 3: Strategic Financial Restructuring Plan - Volkswagen AG.
Volkswagen AG faces a severe financial crisis, with low margins (2.75%), negative free cash flow, and high debt (€225.9bn). Although the reforms of working capital might open up to the extent of 43.2bn, further restructuring is needed. In this section, the financial restructuring alternatives are analyzed, with the emphasis on the shareholder value, the sustainability of debts and ethical aspects (Berk and DeMarzo, 2020; Damodaran, 2024).
[bookmark: _Toc227898881]Best Financial Restructuring Alternatives.
Depending on the unique situation of Volkswagen such as its diversified car division, a heavy debt load, and its current electric car transformation, three restructuring alternatives are considered, namely divesting non-core assets, strategic alliances and equity injection.
[bookmark: _Toc227898882]Alternative 1: Disposing Assets that are not core.
Volkswagen has developed a conglomerate structure that it has taken decades to develop with truck manufacturing, energy solutions, financial services and battery subsidiaries. The sale of non-core assets would raise immediate cash flows, decrease debt, and the management would concentrate on the core passenger electric vehicle business (Keown, Martin and Petty, 2024).
Table 8: Analysis of Divestiture Candidate.
	Asset
	Value (€bn)
	Multiple
	Proceeds (€bn)
	Rationale

	TRATON SE
	25
	6x
	150
	Focus on core EV passenger segment

	MAN Energy Solutions
	8
	7x
	56
	Non-core; capital intensive

	VW Financial Services (Partial)
	15
	8x
	120
	Sell ~30%; retain core operations

	Elli (Battery Subsidiary, IPO)
	5
	10x
	50
	Raise capital; keep control


Diversification of 376bn is not realistic relative to the enterprise value of Volkswagen; more realistic market-based proceeds are 25-35bn (Morningstar, 2025). Using €33bn, net debt falls to €231.7bn and the debt-equity ratio improves to 1.23 (–12.8%). Wicaksono (2023) discovers that strategic-oriented divestitures in automotive conglomerates enhance market valuation by increasing capital efficiency and focus of management.
[bookmark: _Toc227898883]Alternative 2: Strategic alliances and mergers.
Instead of complete acquisitions, Volkswagen ought to seek strategic alliances to spread the heavy capital expenses of switching to electric vehicle development and tap into novel technologies and markets.
Table 9: Opportunities of strategic partnership.
	Partner
	Investment (€bn)
	Stake
	Benefit
	Risk

	Northvolt
	5
	20%
	Battery supply; vertical integration
	Medium

	Ford Motor Company
	3
	15%
	Platform sharing; €2bn R&D savings
	Medium

	Xpeng
	4
	10%
	China market access; local expertise
	High

	QuantumScape
	2
	8%
	Next-gen battery leadership
	High



The most preferable and most prioritized partner would be Northvolt joint venture since battery supply chain security is of the greatest importance when considering the production of electric vehicles. VW should contribute 20 per cent of the EP 5 billion, which will supply it with long-term supply of batteries at some predictable cost (International Energy Agency, 2024). According to Busch et al. (2024), the battery supply chain security is the most strategic risk that EV manufacturers will experience in the global transition to electromobility.
[bookmark: _Toc227898884]Alternative 3: Equity Injection Analysis.
Equity injection would result in a strong balance sheet of Volkswagen and dilution of the current shareholders at an unfavourable share price of €12.19 as compared to 2021 of 20.79.
Issuance of equity should not be done at the prevailing low share price unless a strategic investor makes an offer at a premium. The scenario of rights issues would raise between 6.3 and 12.6 billion and dilute current shareholders by 9-17 %, which is not enough as compared to the net debt of Volkswagen, which is 225.9 billion (Berk and DeMarzo, 2020).
[bookmark: _Toc227898885]Impact on Shareholder Value.
The value of the shareholders before and after the restructuring is assessed with the help of an enterprise value to earnings before interest, tax, depreciation and amortisation multiple.
Table 10: Scenarios of shareholder value creation.
	Scenario
	EBITDA (€m)
	Net Debt (€m)
	EBITDA Multiple (EV/EBITDA)
	Implied EV (€m)
	Implied Equity (€m)
	Implied Share Price (€)
	Value Creation

	Base Case (Current)
	46,302
	225.9
	4.5x
	208.4
	-17.5
	-34.91
	-386%

	Working Capital Reforms Only
	48,000
	182.7
	5.0x
	240.0
	57.3
	114.30
	+838%

	Divestiture + Working Capital
	50,000
	157.7
	5.5x
	275.0
	117.3
	233.99
	+1,820%

	Full Restructuring Package
	55,000
	130.0
	6.0x
	330.0
	200.0
	398.96
	+3,173%



The base case presents a negative equity (€-17.5bn), which indicates severe financial distress, where the enterprise value is less than net debt. In a full restructuring, the EBITDA would increase to €55bn and net debt would decrease to €130bn, lifting the value (6.0x EV/EBITDA) and suggesting a significant share price rebirth, not growth miraculous, but recovery of a radically distressed foundation.
[bookmark: _Toc227898886]Debt Structure Optimisation
Volkswagen has an inappropriate debt structure, which is marked by a high level of short-term debt of €127.5 billion within a year and high refinancing risk.
Table 11: Existing vs. Proposed Debt Structure.
Current Debt Structure
	Debt Type
	Current Value (€bn)
	Interest Rate
	Maturity (Years)
	Refinancing Risk

	Short-Term Debt
	127.5
	4.5%
	1.0
	High

	Long-Term Debt
	137.2
	3.8%
	7.0
	Low

	Total
	264.7
	4.1%
	5.5
	Medium



Post-Restructuring Proposed Debt Structure
	Type of Debt
	Value (€bn)
	Interest Rate
	Maturity (Years)
	Change to Current

	Green Bonds (New)
	15.0
	3.5%
	10
	+€15.0bn

	Term Loan A (Refinanced)
	100.0
	4.0%
	5
	-€27.5bn

	Term Loan B (Refinanced)
	80.0
	5.0%
	7
	-€57.2bn

	Short-term Facilities
	40.0
	4.2%
	2
	-€87.5bn

	Total Post-Restructuring
	235.0
	4.2%
	6.5
	-€29.7bn



The suggested restructuring of the debt can raise the interest rates because refinancing rates (4–6) are higher than the average interest rates of Volkswagen because it has a weaker credit profile. This should be done by giving maturities an extension of more than five years to mitigate the refinancing risk (€127.5bn short-term debt) and to take a higher interest rate as an acceptable trade off to a better solvency (Keown, Martin and Petty, 2024).
[bookmark: _Toc227898887]Effect of the modification on operational flexibility:
Table 12: Operational Flexibility Measures - Current vs. Target.
	Measurement
	Current Value
	Post-Restructuring Target
	Improvement
	Status Transition

	Current Ratio
	1.09
	1.35
	+0.26
	Adequate → Strong

	Quick Ratio
	0.85
	1.10
	+0.25
	Weak → Adequate

	Interest Coverage
	2.73
	5.50
	+2.77
	Critical → Healthy

	Free Cash Flow (€bn)
	-0.29
	5.20
	+5.49
	Negative → Positive

	Return on Invested Capital
	1.6%
	4.5%
	+2.9%
	Value Destroying → Value Creating

	Debt-Equity Ratio
	1.41
	0.95
	-0.46
	Highly Leveraged → Moderately Leveraged


The restructuring enhances flexibility as the current ratio increases to 1.35 and the free cash flow becomes positive (5.2bn) and does not have to rely on external financing. The interest coverage is also raised to 5.5 (previously 2.73) which gives covenant headroom, and the debt-equity ratio is decreased to 0.95 which changes the high leverage to moderate leverage.
[bookmark: _Toc227898888]International Considerations
[bookmark: _Toc227898889]Currency Risk Exposure
Volkswagen has several currencies that generate revenues and report in euros, which pose a huge foreign exchange risk.
Depreciation of the United States dollar by 10 % against the euro would decrease the earnings before interest and tax by about Euro 2 million, which is insignificant as compared to the size of Volkswagen. Nevertheless, the greater exposure is the Chinese renminbi exposure of 35 % of revenue, which the Chinese regulatory changes can cause volatility. To continue its policy of natural hedge, Volkswagen should localise production in China (International Energy Agency, 2024).
[bookmark: _Toc227898890]Tax Considerations
Volkswagen has many tax jurisdictions that have different statutory rates. It has a weighted average effective tax rate of 22.7 % that is also competitive in the automotive industry. Nevertheless, as a measure to cut down on the German tax bill yet still adhering to the European Union state aid regulations, Volkswagen must consider intellectual property migration to lower tax jurisdictions in the European Union, like Ireland or Luxembourg (Damodaran, 2024).
[bookmark: _Toc227898891] Corporate Social Responsibility and Ethical considerations.
The history of Volkswagen, especially the scandal of 2015 of the Dieselgate, promotes the corporate social responsibility and ethical considerations as the primary focus of any restructuring plan.
The amount of investment that the total corporate Social responsibility needs to invest in the period between 2025 and 2028 is 44.5 billion. Corporations that have good environmental, social, and governance ratings are expected to have a cost of debt that is reduced by an average of 0.5 % (Morningstar, 2025). In the case of the intended green bond issue of €15 billion of Volkswagen, this would amount to saving it 75 million annually. Grishunin et al. (2023) also show that the issuance of green bonds has a positive impact on corporate ESG performance and lowers the cost of capital in the long term, especially the automotive environment, which is highly emitting.
[bookmark: _Toc227898892]Ethical Considerations of Restructuring:
Employees and pensions should be secured in divestitures, and the purchaser (e.g., MAN Energy Solutions) must respect labour contracts at least three years (Keown, Martin and Petty, 2024). Volkswagen ought to make sure that the battery is sourced ethically especially in the partnership with such companies as Northvolt by conducting transparent audits of third parties. The transition of the workforce is crucial, and retraining and job security of workers who will switch to the production of EVs and adopt ICE workers should be ensured with the help of the €1 billion Just Transition Fund (International Energy Agency, 2024). Moreover, the issue of the green bonds of 15 billion Euro should be in accordance with the Principles of ICMA Green Bond where money has to be invested in EV-based platforms, battery development, and manufacturing powered by renewable sources. The Battery Supply Chain Sustainability Report released by the IEA (2024b) points out that third-party audits of raw material sourcing are crucial to the sustainability of the EV manufacturing ESG credibility.
[bookmark: _Toc227898893]Scenario Analysis
The complete restructuring package provides the best results in all the metrics, with an A- credit rating, and share price target of €18.00, which is 47.7 % higher than the current price of €12.19 (Trefis, 2025). ). Loew et al. (2024) warn that companies that are going through significant restructuring associated with ESG can see a temporary decline in share prices before the long-term value creation is achieved in full.
[bookmark: _Toc227898894]Recommended Restructuring Package
Table 13: Actions to be recommended to be taken to restructure.
	Action
	Timeline
	Impact
	Priority

	Divestiture (TRATON & MAN)
	1–6 months
	€33bn debt reduction
	High

	Green Bonds (€15bn)
	3–6 months
	Lower interest cost
	High

	Working Capital Reforms
	1–12 months
	€43bn liquidity boost
	High

	Northvolt Partnership
	6–12 months
	Battery supply; lower R&D
	Medium

	Debt Refinancing
	6–9 months
	Extend maturities; lower risk
	High

	FX Hedging
	Month 1
	Protect EBIT
	Medium

	EV Investment (CSR)
	1–36 months
	ESG + lower cost of capital
	High



[bookmark: _Toc227898895]Financial Projections Post-Restructuring
Table 14: Financial Projections in three years.
	Measure
	2025
	Year 3
	Improvement

	Revenue (€bn)
	321.9
	365.0
	+13.4%

	EBIT (€bn)
	8.9
	18.5
	+107.9%

	Net Income (€bn)
	6.7
	12.0
	+79.1%

	Free Cash Flow (€bn)
	-0.3
	12.0
	+4,100%

	Net Debt (€bn)
	225.9
	130.0
	-42.5%

	ROIC (%)
	1.6%
	7.5%
	+369%

	Interest Coverage
	2.7x
	7.5x
	+178%

	Debt-Equity
	1.41
	0.75
	-46.8%

	Share Price (€)
	12.19
	19.50
	+60.0%



The restructuring package would provide revenue, earnings before interest and tax, net income, and positive free cash flow of to Year 3 of €365 billion, 18.5 billion, 12.0 billion and 12.0 billion respectively. It would reduce net debt by 42.5 % to €130 billion and the share price will be 60 % higher than now, at €19.50.
[bookmark: _Toc227898896] Risk Assessment Matrix
Table 15: Risk Assessment Matrix.
	Risk Type
	Key Risk
	Probability
	Impact
	Mitigation

	Execution
	Divestiture delays/low valuation
	Medium
	High
	Phased sales; competitive bids

	Market
	EV demand slowdown; margin pressure
	Medium–High
	High
	Diversification; cost control

	Regulatory
	EU/China restrictions
	Medium
	High
	Compliance; govt relations

	Operational
	Supply chain; labour issues
	Medium
	Medium
	Multi-sourcing; buffers

	Financial
	Rates; covenant breaches
	High
	Critical
	Early refinancing

	Reputational
	Dieselgate; greenwashing
	Medium
	High
	Transparency; audits



[bookmark: _Toc227898897]Section 4: Investment Appraisal and Capital Budgeting - Toyota Motor Corporation.
This section evaluates three investment projects of Toyota Motor Corporation after the financial and strategic analysis. The CFO has the goal of maximising the shareholder value by identifying projects that are financially viable and in line with the financial status of Toyota. It employs five appraisal techniques: Payback Period, ARR, NPV, PI, and IRR, having a discount rate of 10% (Berk and DeMarzo, 2020). All projects would involve a starting up of 50m and cash flows in the next five years.
[bookmark: _Toc227898898]Project Cash Flow Profiles.
Table 16: Project Cash Flows (million pounds).
	Year
	Project A
	Project B
	Project C

	0
	-50
	-50
	-50

	1
	10
	11
	5

	2
	12
	11
	10

	3
	14
	11
	20

	4
	10
	11
	25

	5
	8
	11
	5



Project A has moderate cash flows with a slight decreasing trend in the later years but loaded in the beginning. Project B offers annual cash flows of perfect stability at a level of £11 million. Project C has a back-loaded profile with low initial inflows and high inflows in Years 3 and 4 as is common in an electric vehicle battery plant investment with returns realising after construction and ramp-up (International Energy Agency, 2024).
[bookmark: _Toc227898899]Payback Period
The payback period is a tool used to determine the time it takes to cover the initial investment of cash flows associated with the project. Reduced payback periods imply quicker recovery of capital and reduced risk (Atrill and McLaney, 2017).
Table 17: Calculation of Payback Period.
	Project
	Cumulative Cash Flows (£m)
	Payback Period (Years)

	A
	Year 1: 10, Year 2: 22, Year 3: 36, Year 4: 46, Year 5: 54
	4.50

	B
	Year 1: 11, Year 2: 22, Year 3: 33, Year 4: 44, Year 5: 55
	4.55

	C
	Year 1: 5, Year 2: 15, Year 3: 35, Year 4: 60, Year 5: 65
	3.60



Project C pays back the investment of £50 million in 3.6 years, which is much faster than Projects A and B. This is mainly because of the huge inflow of £25 million in Year 4, which causes the cumulative cash flows to exceed the level of investment. In the case of Toyota that has just crossed the threshold of free cash flow, quicker payback will decrease the liquidity risk and enable sooner capital to be used on reinvestment (Keown, Martin and Petty, 2024). However, payback does not consider cash flows after the payback period and the time value of money.
[bookmark: _Toc227898900]Accounting Rate of Return
Accounting rate of Return is used to measure the average accounting profit per year as a ratio of the average investment. Zero depreciation of straight lines is assumed to be at an annual rate of £10 million in the next five years. The average investment equals (25 million) = 50 million/2= 25 million (Atrill and McLaney, 2017).
Table 18: Results of Accounting rate of Return.
	Project
	Annual Profit (£m)
	Annual Investment (£m)
	ARR (%)
	Rank

	A
	0.8
	25
	3.2%
	3

	B
	1.0
	25
	4.0%
	2

	C
	3.0
	25
	12.0%
	1



Project C provides an Accounting Rate of Return of 12.0 % which is far more than Project A of 3.2 % and Project B of 4.0 %. But the three projects are lower than the current Return on Equity of Toyota which is 9.5 %. Whereas Project C is more than the Return on Equity mark, Projects A and B would water down shareholder returns. This implies that at an accounting level, only Project C generates value that is higher than the current performance level of Toyota (Damodaran, 2024). The weakness is that the Accounting Rate of Return calculates accounting profits instead of cash flows and it does not take into consideration the time value of money.
[bookmark: _Toc227898901]Net Present Value
Net Present Value will discount all future cash flows to the present value by a discount rate of 10 % and deduct the initial investment. The positive Net Present Value shows the value creation (Berk and DeMarzo, 2020).
Table 19: Discounted Cash Flow Net Present Value (£ million)
	Year
	Discount Factor
	Project A Cash Flow
	PV of A
	Project B Cash Flow
	PV of B
	Project C Cash Flow
	PV of C

	0
	1.0000
	-50
	-50.00
	-50
	-50.00
	-50
	-50.00

	1
	0.9091
	10
	9.09
	11
	10.00
	5
	4.55

	2
	0.8264
	12
	9.92
	11
	9.09
	10
	8.26

	3
	0.7513
	14
	10.52
	11
	8.26
	20
	15.03

	4
	0.6830
	10
	6.83
	11
	7.51
	25
	17.08

	5
	0.6209
	8
	4.97
	11
	6.83
	5
	3.10

	Total NPV
	
	
	-8.67
	
	-8.31
	
	-1.98



Table 20: Summary of the net present value results.
	Project
	NPV (£ million)
	Rank
	Decision

	A
	-8.67
	3
	Reject

	B
	-8.31
	2
	Reject

	C
	-1.98
	1
	Reject


The negative NPVs of all three projects at 10% discount rate imply value destruction. Project C is least negative (–£1.98m), followed by B (–£8.31m) and A (–£8.67m). Toyota Motor Corporation has a ROE of 9.5% and a weak cash flow status; therefore, it would not be advantageous to accept any negative NPV project and lower shareholder value (Keown, Martin and Petty, 2024).
[bookmark: _Toc227898902]Profitability Index
Profitability Index is used to determine the value of the present value of cash inflows in relation to the initial investment of one pound. A Profitability Index of above 1 implies value creation (Berk and DeMarzo, 2020). Profitability Index = Present Value of Cash Inflows/Initial investment.
Table 21: Results of Profitability Index.
	Project
	PV of Cash Inflows (£m)
	Initial Investment (£m)
	Profitability Index (PI)
	Rank

	A
	41.32
	50
	0.826
	3

	B
	41.69
	50
	0.834
	2

	C
	48.02
	50
	0.960
	1


The negative NPVs are verified by the values of the Profitability Index being below 1 in all the projects. Project C tops (0.960) which means that it incurs 4 percent loss per pound invested whereas Project A is worst (0.826). With capital rationing, PI would select Project C as the most efficient albeit value-destructive.
[bookmark: _Toc227898903]Internal rate of Return.
The discount rate at which the Net Present Value is equal to zero is the Internal Rate of Return. It is acceptable to have projects whose Internal Rate of Return exceeds the cost of capital of 10 % (Atrill and McLaney, 2017).
Table 22: The results of the internal rate of return.
	Project
	IRR (%)
	Comparison vs 10% Cost of Capital
	Decision
	Rank

	A
	2.72%
	Below required return
	Reject
	3

	B
	3.26%
	Below required return
	Reject
	2

	C
	8.59%
	Below required return
	Reject
	1



The Internal Rate of Return of all three projects is lower than the 10 % cost of capital. The Internal Rate of Return of Project C of 8.59 % is nearest to the hurdle rate and that of Projects A and B of 2.72 % and 3.26 % are much lower. This validates the Net Present Value results: none of these projects will give the required return threshold required by Toyota.
[bookmark: _Toc227898904]Overview of Investment Appraisal Metrics.
Project C has been ranked top in all five investment appraisal methods. But the Net Present Value and Internal Rate of return of all the three projects are negative with a value less than 10 % cost of capital.
[bookmark: _Toc227898905]Capital Rationing Analysis 
With a maximum investment budget of 100 million pounds, there are different combinations of the projects. Each project will demand 50 million pounds.
Project C Only has the maximum Net Present Value at -1.98 million and this does not utilize the entire amount of -50 million. Projects B and C have the greatest total Net Present Value with the full budget at -10.28 million. Project C Only has the best combination of Net Present Value per £ invested at -0.040. Provided that the budget of 100 million pounds has to be used up, the best combination would be Projects B and C. But according to the strict value maximisation approach, investing in Project C alone and not investing in the remaining 50 million of the budget eliminates fewer values than any other combination that utilises the entire budget.
[bookmark: _Toc227898906]Non-Financial Risk Assessment
Financial indicators are not sufficient to reflect all aspects of project risk. The investment decision of Toyota depends on the following non-financial factors:
The most financially rewarding project is Project C, which has the greatest exposure to non-financial risk. The political risk, electric vehicle regulations risk, and advanced battery technology risk are dependent in China, thus posing a great uncertainty. In the case of Toyota, where the reliability and conservative innovation have been the cornerstones of its reputation, these risks need to be handled with care (Trefis, 2025). Project B is the least risky in terms of non-financial factors, as risk is the same in all the categories. Project A is moderate risk (customer loyalty and competitive) but otherwise low risk. According to the report by Barman et al. (2023), the greatest non-financial risks in EV-based investment projects are uncertainty in battery technology and reliance on raw materials, which is also aligned with the risk profile of Project C.
[bookmark: _Toc227898907]Financial Performance Environment of Toyota.
Any investment decision has to be considered in the present financial status of Toyota. Liquidity is high, as Toyota has a current ratio of 1.26 and quick ratio of 1.12, which allows internal funding of 50-100 million investments (Keown, Martin and Petty, 2024). The debt-to-equity ratio is 1.08 which implies the ability to borrow money, whereas negative NPVs discourage debt. The IRR of Project C (8.59) is lower than the ROE (9.5), whereas A and B are much lower. The low free cash flow margin (0.80) indicates that one should be cautious, though the high operating cash flow (JPY 4.64 trillion) gives flexibility (Damodaran, 2024).
[bookmark: _Toc227898908]Final Recommendations
1. Project C is the most preferable one according to financial metrics, because it has the largest (least negative) NPV of -1.98 million, the largest IRR (8.59%), PI (0.960), ARR (12.0%), and the shortest payback period (3.6 years). Nevertheless, none of the projects can be considered financially viable with all their negative NPVs and IRRs below the 10% cost of capital and 9.5% ROE of Toyota. Provided that investment is needed, the least harmful is Project C. . Chauhan (2019) contends that negative NPV projects can also be strategically justified in instances where they offer imperative competitive positioning in fast changing technology markets.
2. Projects B and C would offer the most optimal full-budget choice (NPV -10.28m) under capital rationing. Nevertheless, the value loss is reduced by investing in Project C alone.
3. Toyota Motor Corporation is highly liquid and has a strong cash flow, but investments are to be made cautiously. Project C can still be strategically justified to make EV competitive against Tesla and BYD (International Energy Agency, 2024). The IEA (2024c) estimates that forward-looking EV investment would be justified by automakers investing in EV platforms today benefiting greatly by lower battery prices reaching a range of 67/kWh by 2032.
[bookmark: _Toc227898909]Conclusion
VW AG is experiencing a serious financial crisis, deteriorating profitability, negative cash flow and increasing debt. The operating margin decreased to 2.75, there was a negative free cash flow, net debt was at €225.9 billion, and interest coverage declined to 2.73. The cash cycle is also long (148.6 days), which further constrains the liquidity, but reforms would free up €43.2 billion. The restructuring agenda, including the divestitures, the €15 billion green bonds, and partnerships, can lead to a decreased debt, better ratings, and increases in share price. In the meantime, the investment appraisal at the Toyota Motor Corporation indicates that all the projects are negative NPVs; Project C is the least damaging but not interesting financially.
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