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[bookmark: _Toc227925091]1. Introduction
[bookmark: _Toc227925092]1.1 Overview of Company
Volkswagen (VW) Group, based in Wolfsburg, Germany is one of the biggest car manufacturers in the world, and a key stakeholder in the global shift to sustainable mobility. Under the strategy of New Auto, the Group has made a promise of becoming a software-led mobility provider, with an all-electric future (Volkswagen Group, 2026). By 2025, the Group made a considerable step forward in delivering close to one million battery-electric vehicles (BEVs) worldwide, which was a nearly 11-percent portion of the total deliveries. 
[bookmark: _Toc227925093]1.2 Market position & products
In Europe, Volkswagen has a leading position in the market with an estimated market share of about 27 percent of the BEV market, thus it is the leader in the region (Autocar Pro, 2025). Its range of products revolves around the modular electric drive matrix (MEB) and premium platform electric (PPE). Some of the main models are the ID.3, ID.4 and the Audi Q4 e-tron. In the near future, the Group is introducing a product offensive of more than 20 new models, including the ID, to the year 2026. 
[bookmark: _Toc227925094]2. Financial Health Check
[bookmark: _Toc227925095]2.1 Five-Year Financial Statement Analysis
The financial outlook of Volkswagen Group in 2021-2025 indicates a company stepping into an electric vehicle (EV) transiting from the traditional internal combustion engines (ICE). 
Income Statement Analysis
The revenue of Volkswagen reached a peak of £324.6 billion in 2024, after a stable growth period. The Operating Profit Margin (OPM) has gradually declined as high as 7.92% in 2022 to a critical low of 2.75% in 2025. This indicates a reduced cost-to-revenue margin, which was probably due to the intensive R&D, and the increased cost of raw materials to produce batteries. The net income experienced experience the same trend, decreasing significantly by nearly 61.5% between 2023 and 2025 to only 6.9 billion pounds.
Balance Sheet Analysis
The Group’s asset base grew consistentlyto a total of 632.9 billion by 2025. But there has been a change in the organization of funding those assets. Although the total debt amount was has decreased from 2022 level of 146.2 billion to 92.8 billion in 2025, the Shareholders Equity increased to 437 billion. This shows that there is a strategic push to deleverage the balance sheet as demonstrated in the Debt-to-Assets (DTA) ratio, which went up to 0.25 (2022), and to 0.14 (2025). This decrease in leverage gives a required buffer to the increase in interest but needs to be balance by the decreasing Return on Equity (ROE) which dropped to 1.58% in 2025.
Cash Flow and Financial Stability
The current trends in cash flows highlight the Strategic CFO Challenge. Although the Group has a huge scale, Cash Operating Cycle is also high (89.56 days). The main obstacle is the inventory turnover where capital is tied up in inventory about 85 days. Although the current ratio is not particularly high (1.21 in 2023), the drastic reduction in the profitability and ROE indicates that the company is at the moment stable and solvent, yet its current Growth Pattern is stagnating.
[bookmark: _Toc227925096]2.2 Ratio Analysis
The analysis below will be based on the financial information of the Volkswagen Group between 2021 and 2025. The section analyses the performance of the corporation on five dimensions of financial management that are critical.
	Ratio Category
	Financial Indicator
	2021
	2022
	2023
	2024
	2025

	Profitability
	Operating Profit Margin (%)
	7.70%
	7.92%
	7.01%
	5.87%
	2.75%

	
	Net Profit Margin (%)
	6.17%
	5.67%
	5.56%
	3.82%
	2.14%

	
	Return on Equity (ROE) (%)
	4.24%
	4.15%
	4.54%
	2.98%
	1.65%

	Liquidity
	Current Ratio
	1.22
	1.23
	1.16
	1.13
	1.09

	
	Quick Ratio (Acid Test)
	0.95
	0.94
	0.90
	0.87
	0.85

	Solvency
	Debt-to-Assets (DTA) Ratio
	0.20
	0.26
	0.19
	0.17
	0.15

	
	Debt-to-Equity (DTE) Ratio
	7.33
	0.82
	0.59
	0.54
	0.46

	Efficiency
	Asset Turnover Ratio (ATR)
	0.49
	0.51
	0.55
	0.52
	0.50

	
	Inventory Turnover (ITR)
	4.64
	4.73
	4.94
	5.89
	4.80

	Investment
	Earnings Per Share (EPS)
	£29.59
	£29.66
	£31.92
	£21.36
	£13.29

	
	P/E Ratio
	6.00
	3.93
	3.50
	4.17
	7.79

	Cash Flow
	Operating Cash Flow Ratio
	0.24
	0.16
	0.09
	0.08
	0.07


Profitability Ratios
Profitability ratios are the measures of efficiency of the company in earning the profit on the sales and capital invested. The Operating Profit Margin (OPM) indicates a big drop in value over the 2022 to 2025 when the value dropped to 2.75% as compared to 7.92% in 2022, which implies an increase in the cost of operation even though the revenues remain relatively the same. The reason behind this rise in costs is probably due to the intensive investment in EV technology and rising energy costs (Hasyim andNuraeni, 2022). In the same line, the Net Profit Margin (NPM) decreased to 2.14% in 2025, compared to 5.56% in 2023 which indicates that general profitability is continuing to be diminished through interest and taxation forces. The ROCE has also declined drastically to 1.40% in 2025, which is lower than the average cost of capital (Volkswagen Group 2026). It means that investments made at the moment are not yet efficient to ensure the sufficient returns and the questions about the efficiency of capital utilisation arise.
Liquidity Ratios
Liquidity ratios determine how a company can pay its short-term liabilities (Gunawan, 2023). In 2023, the Current Ratio was 1.21, a bit higher than the acceptable ratio of 1.0, showing that the company is able to meet its short-term obligations. However, the decrease of 1.24 in 2022 indicates restricting working capital management. High inventory levels are likely to have brought the Quick Ratio far down with an average inventory day of 85. This shows that the liquidity of the company in the short run is too much reliant on its inventory turnover, which can be a risk in case of a change in demand.
Efficiency (Activity) Ratios
Efficiency ratios are used to analyse the efficiency with which the firm utilizes its assets and working capital (Habib and Mourad, 2022). Inventory Turnover period is 85.50 days on average which is not very low and shows that a lot of capital is tied up in inventory, adding to the cost of storing. Receivables Collection Period of 44.40 days indicates that the company is fairly effective in terms of collecting the customer’s payment. But, the Payables Period of 40.34 days indicates that the company is paying the suppliers sooner than the cash receipts and this is unfavourable to liquidity. 
Gearing (Solvency) Ratios
Tshe gearing ratios examine the financial structure and stability of the company in the long term (BETTY, 2024). The Debt to Assets (DTA) ratio has been also improved, as it declined by 0.25 to 0.15 in 2022-2025. This is an indication of a strategic decrease in the amount of debt, which reduces the risk of financial risk and enhances solvency. The Interest Coverage Ratio has however deteriorated because of the drop in operating profit in 2025. This means that the company has less capacity to service the interests and it has to be closely monitored that debt servicing is sustainable.
Investment (Market) Ratios
Investment ratios evaluate performance of the company for the shareholders (Olayinka, 2022). The decrease in the Earnings per Share (EPS) is caused by the decrease in the net income to the level of £6.9 billion in 2025 that made the company less attractive to investors in the short term. Equally, Return on Equity (ROE) has reduced by a large margin to this 1.65 per cent in 2025 compared to 4.24 per cent in 2021. This implies that there is a low yield on shareholder funds at present, which will have an adverse effect on investor confidence and strain on company share price.
Cash Flow Ratios
The cash flow ratios are concerned with how the company will generate cash (Arifaj et al., 2023). The Free Cash Flow (FCF) is probably strained by the company as its profit margins are decreasing and inventory is high. The long cash operating cycle of about 89.5 days is a sign of inefficiencies in the management of working capital as they keep the cash tied up longer (Volkswagen Group 2026).
[bookmark: _Toc227925097]2.3 Trend Identification
Based on the five-year financial data (2021–2025), the following trends define Volkswagen’s current strategic position during its pivot to electric mobility.
Key Strengths: Deleveraging and Scale
One of the strengths of the company is that it has been successful in sit deleverage strategy and that is a strong indication of financial discipline. The total debt has been decreased by a substantial margin of 2022 (£146.2 billion) to 2025 (£92.8 billion), indicating an evident attempt to decrease financial risk on the part of the company. The fact that the Debt-to-Assets (DTA) ratio decreased to 0.15 as compared to 0.25 also facilitated this enhancement since the company is gradually moving towards internal sources of financing like retained earnings and equity instead of external sources (Hidayat and Bintara, 2025). 
Critical Weaknesses: Profitability Erosion and Inventory Lag
The company has great financial capabilities but has major weaknesses, especially, its deteriorating profitability and poor inventory management (Uduehe, 2025). The most alarming scenario is the drastic decline in Operating Profit Margin (OPM), which declined to 2.75% in 2025 compared to 7.92% in 2022. This implies that the company is sacrificing profitability to compete aggressively in the EV market, and is paying high costs to battery technology, software development and production. Moreover, the Current Ratio is quite consistent (1.21) which means that the company has adequate liquidity in the short-term perspective, but the high inventory turnover rate (85.5 days) shows that the company is not efficient in terms of working capital management.
[bookmark: _Toc227925098]3. Working Capital Management Analysis
[bookmark: _Toc227925099]3.1 Cash Operating Cycle (CCC)
The cash operating cycle (CCC) is a measure of how well a company is utilizing the investments in its inventory and other resources to obtain cash flows through sales. It is a very important pointer of working capital control and short-term financial status (Asman et al., 2022). According to the data, Volkswagen Group exhibits uncertain outcomes when it comes to the cash cycle management. The inventory turnover ratio improved over time, with the level of inventory turnover rising to 5.89 in 2024, compared to 4.64 in 2021, which is an indicator of improved inventory efficiency and decreased holding period (Volkswagen Group 2026). This implies that the business could move its stock faster hence releasing cash that was tied up in stock. In 2025, however, the ratio became lesser to 4.80, which means that the inventory was held longer. This turnaround could signify of a low demand, excess production, or ineffectiveness in inventory planning. 
Furthermore, it is estimated that receivables are collected within 44 days, and the payables are paid within 40 days. This imbalance suggests that the company collects cash later than it pays its suppliers, which increases the cash conversion cycle and puts a strain on liquidity. Moreover, the operating cash flow ratio decreased considerably between 0.24 in 2021 and 0.07 in 2025, and the cash flow margin decreased to 4.66% instead of 15.44% (Volkswagen Group 2026). These tendencies show the diminishing capacity to transform the revenue into the real cash inflows. On the whole, although Volkswagen has improved its inventory management until 2024, the worsening of its situation in 2025 and the decreased cash flow factors indicate that the CCC has been extended, which indicates lower efficiency in managing working capital and an increasing liquidity risk.
[bookmark: _Toc227925100]3.2 Liquidity Improvement Strategies
Enhancing liquidity involves managing the working capital elements, such as inventory, receivable and payable comprehensively (Panigrahi, 2022). In the case of Volkswagen Group, there are a number of specific reforms that can be implemented to improve its cash flow and financial performance in the short term.
To begin with, the management of the inventory needs to be optimised. Inventory turnover would also decrease in 2025, which would mean that excess stock levels would have to be decreased. The use of a system of sophisticated demand forecasting and the adoption of inventory control systems like the Just-in-Time (JIT) system may be used to minimise holding costs and the time that inventory is not sold. Effective inventory management will release the cash tied in inventory and enhance liquidity.
Secondly, there should be improved receivables management. By tightening credit policies, performing more stringent credit checks and providing such incentives as early payment discounts to customers, the company will be able to reduce its collection period (Gichuki, 2023). The quicker receivables collection will increase the cash flow and decrease the dependence on the external financing.
Thirdly, Volkswagen needs to strategically control its payables. Cash retention could be enhanced by negotiating long payment terms with suppliers, without ruining relationship terms. This would help the company manage the liquidity pressure by increasing the payables period and aligning the outflows (on the balance sheet) with the inflows.
Furthermore, operational efficiency could be improved with digital transformation initiatives like automated invoicing systems, real-time receivables tracking, or integrated supply chain management (Handoyo et al., 2023). The company also needs to put an emphasis on the enhancement of operating cash flows which have diminished considerably by containing the expenses and enhancing profit margins
Comprehensively, a balanced working capital plan that will decrease inventory days, increase receivables and streamline payables will help Volkswagen to enhance its liquidity and stay afloat.
[bookmark: _Toc227925101]3.3 Financing Options
Financial decision are important in keeping businesses grow and in promoting their growth. In the case of Volkswagen Group, it is important to know the trade-offs between short-term and long-term financing due to decreasing liquidity and cash flow indicators.
Sources of short-term financing are bank overdraft, trade credit and short-term loans, usually used to finance an urgent working capital requirement (Gandhi and Nasit, 2022). These alternatives are flexible and fast-access to the cash, which is appropriate to resolve the temporary cash flow needs. But short-term financing may be more costly in terms of interest rates and refinancing risks. Since the current ratio of Volkswagen (1.22 in 2022 to 1.09 in 2025) and the quick ratio (0.95 to 0.85) are decreasing, overreliance on quick financing may aggravate liquidity issues and put pressure on finances.
The opposite is the case with long-term financing which involves equity, bonds, and long-term loans which are constant sources of funding within long periods. They especially suit capital intensive sectors like the automotive manufacturing industry where it is needed to invest heavily in technology, infrastructure and production plants (Jones et al., 2023). Long-term financing lessens the strain of repayment in the short term and finances long-term strategic growth opportunities. Besides, it can be accompanied by increased total expenses and lack of financial flexibility because of long-term obligations.
In the case of Volkswagen, it is recommended to use a balanced financing strategy. Financing should be applied selectively to meet day-to-day liquidity requirements through short-term financing and to meet long-term requirements (Major investments) and offer financial security (Gutterman, 2022). This will assist in ensuring that the company is liquid enough without exposing itself to more financial risk. Finally, although short-term financing enhances the availability of cash in the short-term, the long-term financing is sustainable. A balanced combination of them is needed to help Volkswagen to consolidate its financial status and aid in its long-term development.
[bookmark: _Toc227925102]4. Strategic Financial Restructuring Plan
[bookmark: _Toc227925103]4.1 Restructuring Recommendations
a) Divestiture of Underperforming Assets: Divestment of non-core or non-performing business segments is one of the best strategies of financial restructuring of Volkswagen Group. The company has various brands, markets and product lines some of which may not add enough profitability to the company overall (Tandon et al., 2023). This is evident in the drop in the return on equity in 2023 of 4.54 to 1.65 in 2025, which means that it is less efficient in creating returns to shareholders. The sale of low performing divisions would enable the company to reduce the operation and concentrate on high growth and profitable divisions. 
b) Equity Injection The other major restructuring alternative is increasing more capital by raising more equity using strategies like rights issues or inviting strategic investors. The debt-to-equity ratio in Volkswagen has decreased markedly compared to 7.33 in 2021, to 0.46 in 2025, which means that the financial leverage is less and the capital structure is stronger. Besides, the decreased profitability and deteriorated cash flows indicated by the decline in operating cash flow ratio, 0.24 to 0.07, indicate that the company needs further financial assistance. Equity injection would allow the company to access required capital to invest on strategic projects like electric vehicle development, technological innovation, and sustainability projects (ColliardandsGromb, 2025). 
c) Mergers or Strategic Partnerships. Another strategy Volkswagen can undertake is strategic partnerships or mergers especially in the emerging fronts which include electric mobility, battery technology and autonomous driving systems (García and Herrero, 2022). These partnerships allow companies to distribute the costs and resources and spread the risks of large investment. Since the asset turnover ratio slightly decreased in 2023 (0.55) and in 2025 (0.50), collaborations can assist in the increase of operation efficiency and increase in the use of the available assets. 
d) Cost reorganization and efficiency. Besides structural transformations, Volkswagen has to focus on cost restructuring and the increase of operational efficiency. The large fall in the operating profit margin of 7.70 percent in 2021 to 2.75 percent in 2025 reflects an increase in costs or a decrease in pricing power. Operational inefficiencies can be reduced by implementing cost-control, supply chain optimization, and the use of digital technologies to leverage the latter. 
[bookmark: _Toc227925104]4.2 Impact Evaluation.
a) Shareholder Value Shareholder value is likely to affect greatly as a result of the financial restructuring efforts by Volkswagen Group (Gerard, 2022). Divestiture of underperforming assets and cost optimisation are some of the strategies that can be employed to increase profitability by removing inefficiency and increasing margins. This is especially so because the net profit margin has decreased to 6.17 percent in 2021 and 2.14 percent in 2025 and the returns on equity have decreased to 4.54 percent in 2023 and 1.65 percent in 2025 respectively, suggesting deteriorating shareholder returns. It would help the company to create more earnings and regain the confidence of the investors by concentrating on areas that are performing well and achieving efficiency in its operations. In as much as equity injection can cause short term dilution of the ownership of the existing shareholders, it enhances the financial strength of the company and helps in sustaining the growth plans in the long term. 
b) Debt Structure The capital structure of Volkswagen has been highly improved, which is evident in the decrease in the debt-to-assets ratio (0.26 in 2022 to 0.15 in 2025), and the decrease in the debt-to-equity ratio (0.46). This implies that there are less financial leverage and a lesser exposure to financial risk. Although such a conservative strategy strengthens financial stability, it can also imply that the strategy under-uses debt as a source of finance (Choudhury and Madhia, 2024). A good capital structure will be one that entails a balance between debt and equity. A moderate debt level may lead to tax benefits in terms of deductibility of interest and enhance equity returns. 
c) Operational Flexibility restructuring solutions like divestitures and strategic alliances can ensure a long way to make operations more flexible by allowing Volkswagen to concentrate on its core capabilities and growth points, especially in electric and digital mobility (Jerab and Mabrouk, 2023). The decrease in the asset turnover ratio, which was 0.55 in 2023 and 0.50 in 2025 indicates that the efficiency of the asset utilisation process was lower than in 2023, and a more focused and agile operational structure is necessary. It is also necessary to improve flexibility by improving the working capital management. The decline in the inventory turnover in 2025 implies slower movement of inventory, which binds up capital and decreases responsiveness. The company can better react to changes in the market and investment opportunities by optimising its inventory levels and enhance liquidity, particularly with the falling current and quick ratios. 
[bookmark: _Toc227925105]4.3 Global & Ethical Considerations
a) Taxation As a transnational Company, Volkswagen Group has to deal with a variety of taxation jurisdictions and taxation is a significant factor that must be considered in the financial restructuring. Divestitures, mergers, or equity restructuring strategies can cause large tax expenses, including capital gains taxes and alterations to transfer pricing arrangements (Huang, 2025). The implications should be weighed cautiously to make sure that the financial benefits of restructuring should not be counterbalanced with the higher tax burdens. 
b) Currency Risk VW has a high exposure to foreign exchange due to its international business activities. Currency fluctuations may directly affect revenues, costs and profitability in general, especially when revenues earned in foreign markets are translated into Euros (Venkatesan, 2025). As an example, a weakening of key operating currencies relative to the euro has the potential to decrease reported revenues and margins. Seeing the drop in profitability indicators like profit margin and net profit margin, currency risk management is all the more important. 
c) Inflation Another important external factor that has an impact on financial performance is inflation. An increase in the prices of raw materials, energy, and labour will reduce the profit margins, which could be among the factors that could have contributed to the drop in operating margins between 7.70 and 2.75 in 2021 and 2025 respectively. 
d) Corporate Social Responsibility (CSR) Ethical aspects are crucial in the process of financial restructuring (Havlinova and Kukacka, 2023). Volkswagen should also make sure that any moves like cost cuts, or selling off is done in a responsible manner that does not affect employees, communities, and environmental commitments in a negative way. With the company still in the process of switching to electric cars, it should focus on sustainability and meet international environmental standards. Effective CSR practices are known to not only improve corporate reputation, but also promote shareholder value over the long term and regulatory compliance, mitigating reputational and legal risks.
[bookmark: _Toc227925106]5. Investment Appraisal & Capital Budgeting
This section evaluates the three proposed strategic projects using the financial data and calculations provided. A 10% discount rate is applied, and the Group faces a £100 million capital ratio.
[bookmark: _Toc227925107]5.1 Project Evaluation (A, B, C)
	Metric
	Project A
	Project B
	Project C

	Initial Investment
	£50m
	£50m
	£50m

	Net Present Value (NPV)
	-£8.69m
	-£8.63m
	-£1.50m

	Internal Rate of Return (IRR)
	3.3%
	3.3%
	8.9%

	Accounting Rate of Return (ARR)
	1.6%
	2.0%
	6.0%

	Payback Period (PBP)
	4.5 Years
	4.55 Years
	3.6 Years

	Profitability Index (PI)
	0.83
	0.83
	0.97


[bookmark: _Toc227925108]5.2 Quantitative Techniques
Net Present Value (NPV) Analysis.
The Net Present Value (NPV) technique is a method used to determine the profitability of investment projects by discounting cash inflows in the future to the present value and comparing the net present value with the investment (Sinaga et al., s2023). According to the calculations, all the three projects yield negative NPVs at a discount of 10%. The NPV of Project A is -£8.69 million, Project B is -£8.31 million, and Project C is -£2.00 million.
Project C however is the one with the least negative NPV implying that it is the closest to breakeven and it works better than the other two alternatives. This implies that Project C will have a relatively greater potential cash flow, especially within the later years because of the increased inflows.
Payback Period (PBP) Analysis.
The Payback Period is a measure of the time cost of a project in terms of cash inflows to recoup its initial investment (Dai et al., 2022). The results show that Project A has a payback period of 4.5 years, Project B has 4.55 years, and Project C has 3.6 years.
Project C will obviously recover its investment sooner than the other two projects and therefore the project is the most appealing in terms of liquidity. The shorter payback period minimises risk because the firm can recover its invested capital faster and this is especially necessary in unpredictable economic times.
Conversely, Projects A and B require more time to pay back the initial investment, exposing them to risk and limiting financial flexibility. Despite the fact that the payback method is easy and convenient to use when evaluating liquidity, it has its drawbacks in that it does not take into account the time value of money and omits the cash flows beyond the payback period.
Accounting Rate of return (ARR) Analysis.
Accounting rate of return (ARR) is used to gauge the average accounting profits per annum in relation to the original investment (Maheshwari et al., 2024). Project A has an ARR of 1.6, Project B has a 2% and Project C has 6 based on the computations.
Project C proves to be highly profitable as compared to the other two projects meaning that it has returns that are high in relation to the investment incurred. Projects A and B have extremely low values of ARR, which implies that they are not very profitable and perform poorly in terms of financial results.
The advantage of ARR is that it is simple to comprehend, and is founded on accounting data typically utilized in financial statements. However, its main weaknesses are that it does not consider the time value of money and its accounting profit, but actual cash flows.
Profitability Index (PI)
Profitability Index (PI) is a relative measure of investment efficiency which indicates the value created per unit investment (Bolun andGhetmancenco, 2022). It is determined by dividing present value of cash inflows in future by the initial investment. The PI more than 1 indicates that a project is financially viable whereas PI of less than 1 implies that a project will destroy value.
According to the calculations, the PI of Project A is 0.83, Project B also has PI of 0.83 and Project C has a higher PI of 0.96. These findings show that none of the three projects satisfies the acceptance criterion since the PI values of these projects are less than 1. This is in line with the negativity of NPVs as seen previously showing that none of the projects are likely to yield profits at the required discount rate of 10%.
Internal Rate of Return (IRR)
Internal Rate of Return (IRR) is the discount rate at which net present value of a project will take the value of zero (Yan and Zhang, 2022). It suggests the anticipated level of profitability of the investment and is often used to determine whether the project is yielding the needed rate of profit. A project is acceptable when the IRR of the project is greater than the cost of capital, which in this scenario is 10%.
The three projects when calculated will reveal that Project A has a 3-4 percent IRR, Project B has a 4 percent IRR and Project C has a higher IRR at about 8.5 percent. Comparing it with the required rate of 10% it can be seen that none of the projects are profitable under the minimum required rate meaning that they are not as profitable under the assumptions provided. Overall, Project C is the best alternative to be utilized compared to the other two alternatives since it has the highest IRR and is nearest to the required rate
[bookmark: _Toc227925109]5.3 Recommendations & Justification.
Project C would be the most appropriate one, according to the general investment appraisal. Despite the negative NPVs of all three projects and the fact that none of the three projects definitely falls within the necessary 10 per cent rate of return, Project C is clearly better from other two projects. It is least negatively NPV, offers the shortest payback period of 3.6 years, highest ARR of 6% and the best IRR and PI values among the alternatives. These findings imply that Project C has a comparatively high returns and short payback time than Projects A and B.
This recommendation is further supported by the financial performance of Volkswagen Group. The profitability of the company has gone down with operating profit margins reducing considerably to 2.75 in 2025, which implies a decrease in the efficiency of the company in generating profits. Moreover, the liquidity is poor, which is indicated by the current ratio of about 1.09 and quick ratio 0.85 indicating low financial flexibility in the short term. Tightening cash availability is also reflected in the drop in the operating cash flow ratios.
Under these circumstances, the company needs to invest in enhancing liquidity and investments that yield faster returns. The best option in this situation is Project C because it has a shorter payback period that can be used to enhance cash flow, whereas the relatively high returns can be used to recover profits. Conversely, Projects A and B have longer payback periods, as well as lower returns, which is why they are not more appropriate to use in the current financial conditions.
[bookmark: _Toc227925110]5.4 Capital Rationing
Where there is scarcity of financial resources, firms have to use capital rationing to choose the best set of projects. The company will only have the capacity to pursue two out of three projects considering a maximum investment budget of £100 million.
The combinations are possible:
Project A + Project B = Integrated NPV = -£16.99 million.
Project A + Project C = Total NPV = -£10.69 million.
Project B + Project C + -£10.31 million NPV
Of these choices, the combination of Project B and Project C offers the most (least negative) combined NPV. This implies that it will cause the least loss in value compared to the other combinations and is therefore the most economical decision in case of a budget constraint.
Besides the maximisation of value, this combination has a balanced risk profile (Hoang et al., s2025). Project B offers predictable and regular cash flows, which lessen uncertainty, whereas Project C offers greater returns and quicker breakeven, enhancing liquidity. Such stability and profitability give the combination more appeal than the alternatives that are highly dependent on the less viable projects.
So, in the conditions of capital rationing, the company must pick Project B and Project C since the two projects maximize returns with the available budget and also have a balanced financial risk profile.
[bookmark: _Toc227925111]6. Conclusion
This report has critically evaluated the financial position of the Volkswagen Group as it approaches the 2026 fiscal year. The findings highlight a mixed financial outlook, where the company has successfully strengthened its balance sheet, evidenced by a reduced Debt-to-Assets ratio of 0.14, but is simultaneously facing a significant decline in profitability, with Net Profit Margins falling to 2.14%. This indicates that while financial risk has decreased, operational efficiency and earnings performance remain key concerns.
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[bookmark: _Toc227925114]Ratio analysis 
	Volkswagen group 
	 

	Profitability ratios 
	Operating profit margin
	2021
	2022
	2023
	2024
	2025
	 

	
	Operating profit
	19275
	22,109
	22576
	19,060
	8,868
	

	
	Revenue
	250200
	279232
	322284
	324656
	321913
	

	
	OPM
	7.70
	7.92
	7.01
	5.87
	2.75
	

	
	 
	 
	 
	 
	 
	 
	

	
	Net profit margin
	2021
	2022
	2023
	2024
	2025
	

	
	Net profit
	15428
	15836
	17928
	12,394
	6,904
	

	
	Revenue 
	250200
	279232
	322284
	324656
	321913
	

	
	NPM
	6.17
	5.67
	5.56
	3.82
	2.14
	

	 

	Liquidity ratio 
	Current ratio
	2021
	2022
	2023
	2024
	2025
	 

	
	Current assets
	200347
	224349
	239644
	245231
	247865
	

	
	Current liabilities 
	164393
	182992
	205874
	217039
	226525
	

	
	CR
	1.218708
	1.226004
	1.164032
	1.129894
	1.094206
	

	
	 
	 
	 
	 
	 
	 
	

	
	Quick ratio
	2021
	2022
	2023
	2024
	2025
	

	
	Current assets 
	200347
	224349
	239644
	245231
	247865
	

	
	Inventories
	43725
	52274
	53601
	56720
	56042
	

	
	Current liabilities 
	164393
	182992
	205874
	217039
	226525
	

	
	QR
	0.95
	0.94
	0.90
	0.87
	0.85
	 

	 

	Efficiency ratios
	Asset turnover ratio
	2021
	2022
	2023
	2024
	2025
	2020

	
	Net sales
	250200
	279232
	322284
	324656
	321913
	 

	
	Total assets
	528609
	564772
	600338
	644467
	632905
	497114

	
	Average assets 
	512861.5
	546690.5
	582555
	622402.5
	638686
	 

	
	ATR
	0.49
	0.51
	0.55
	0.52
	0.50
	 

	
	 
	 
	 
	 
	 
	 
	 

	
	Inventory turnover ratio
	2021
	2022
	2023
	2024
	2025
	 

	
	COGS
	202959
	226866
	261262
	324656
	270671
	 

	
	Inventory
	43725
	52274
	53601
	56720
	56042
	43823

	
	Average inventories 
	43774
	47999.5
	52937.5
	55160.5
	56381
	 

	
	ITR
	4.64
	4.73
	4.94
	5.89
	4.80
	 

	 

	 
	Debt to equity 
	2021
	2022
	2023
	2024
	2025
	 

	
	Total debt (Current and non-current liabilities) 
	107060
	146240
	111443
	106673
	92860
	

	
	Total equity 
	14614
	178328
	189912
	1,96,731
	2,03,054
	

	
	DTE ratio 
	7.33
	0.82
	0.59
	0.54
	0.46
	

	
	 
	 
	 
	 
	 
	 
	

	
	Debt to assets ratio
	2021
	2022
	2023
	2024
	2025
	

	
	Total debt
	107060
	146240
	111443
	106673
	92860
	

	
	Total assets
	528609
	564772
	600338
	644467
	632905
	

	
	DTA ratio 
	0.20
	0.26
	0.19
	0.17
	0.15
	

	 

	 
	Return on equity 
	2021
	2022
	2023
	2024
	2025
	 

	
	Net income
	15428
	15836
	17928
	12,394
	6,904
	

	
	Shareholder's equity
	364216
	381290
	394464
	4,15,866
	4,17,942
	

	
	ROE 
	4.24
	4.15
	4.54
	2.98
	1.65
	

	
	 
	 
	 
	 
	 
	 
	

	
	Price to earnings ratio 
	2021
	2022
	2023
	2024
	2025
	

	
	Market share price 
	177.48
	116.42
	111.8
	89.04
	103.55
	

	
	EPS
	29.59
	29.66
	31.92
	21.36
	13.29
	

	
	PTE ratio 
	5.997972
	3.925152
	3.502506
	4.168539
	7.791573
	 

	 

	Cash flow ratios
	Operating cash flow ratio 
	2021
	2022
	2023
	2024
	2025
	 

	
	Operating cash flow
	38633
	28496
	19356
	17151
	15009
	

	
	Current liabilities 
	164393
	182992
	205874
	217039
	226525
	

	
	OCF ratio
	0.24
	0.16
	0.09
	0.08
	0.07
	

	
	 
	 
	 
	 
	 
	 
	

	
	Cash flow margin
	2021
	2022
	2023
	2024
	2025
	

	
	Operating cash flow
	38633
	28496
	19356
	17151
	15009
	

	
	Revenue 
	250200
	279232
	322284
	324656
	321913
	

	
	CF margin 
	15.44
	10.21
	6.01
	5.28
	4.66
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	Year
	Cash flows
	Discounted rate (10%)
	Present value 
	Cumulative PV

	 
	 
	 
	0
	-50
	1
	-50
	-50

	 
	 
	 
	1
	10
	0.909
	9.09
	-40.91

	 
	 
	 
	2
	12
	0.826
	9.91
	-31.00

	Project A
	 
	 
	3
	14
	0.751
	10.51
	-20.48

	 
	 
	 
	4
	10
	0.683
	6.83
	-13.65

	 
	 
	 
	5
	8
	0.621
	4.97
	-8.69

	 
	 
	 
	Present value 
	41.314
	 

	 
	 
	 
	 
	 
	NPV
	-8.686
	 

	 
	 
	 
	Year
	Cash flows
	Discounted rate (10%)
	Present value 
	Cumulative PV

	 
	 
	 
	0
	-50
	1
	-50
	-50

	 
	 
	 
	1
	11
	0.909
	9.999
	-40.001

	 
	 
	 
	2
	11
	0.826
	9.086
	-30.915

	Project B
	 
	 
	3
	11
	0.751
	8.261
	-22.654

	 
	 
	 
	4
	11
	0.683
	7.513
	-15.141

	 
	 
	 
	5
	11
	0.621
	6.831
	-8.31

	 
	 
	 
	Present value
	41.69
	 

	 
	 
	 
	 
	 
	NPV
	-8.310
	 

	 
	 
	 
	Year
	Cash flows
	Discounted rate (10%)
	Present value 
	Cumulative PV

	 
	 
	 
	0
	-50
	1
	-50
	-50

	 
	 
	 
	1
	5
	0.909
	4.545
	-45.455

	Project C
	 
	 
	2
	10
	0.826
	8.26
	-37.195

	 
	 
	 
	3
	20
	0.751
	15.02
	-22.175

	 
	 
	 
	4
	25
	0.683
	17.075
	-5.1

	 
	 
	 
	5
	5
	0.621
	3.105
	-1.995

	 
	 
	 
	 
	 
	 
	48.01
	 

	 
	 
	 
	 
	 
	NPV
	-2.00
	 



	Project 1
	Project 2
	Project 3

	Year
	Cash Inflow (£m)
	Cumulative (£m)
	Year
	Cash Inflow (£m)
	Cumulative (£m)
	Year
	Cash Inflow (£m)
	Cumulative (£m)

	1
	10
	10
	1
	11
	11
	1
	5
	5

	2
	12
	22
	2
	11
	22
	2
	10
	15

	3
	14
	36
	3
	11
	33
	3
	20
	35

	4
	10
	46
	4
	11
	44
	4
	25
	60

	5
	8
	54
	5
	11
	55
	5
	5
	65

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Initial investment 
	50
	 
	Initial investment 
	50
	 
	Initial investment 
	50
	 

	Amount recovered in year 4
	46
	 
	Amount recovered in year 4
	44
	 
	Amount recovered in year 3
	35
	 

	Amount to be recovered 
	4
	 
	Amount to be recovered 
	6
	 
	Amount to be recovered 
	15
	 

	Cash flow in 5th year
	8
	 
	Cash flow in 5th Year 
	11
	 
	Cash flow in 4th Year 
	25
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Fraction
	0.5
	 
	Fraction 
	0.545454545
	 
	Fraction 
	0.6
	 

	Payback period 
	4.5
	 
	Payback period 
	4.55
	 
	Payback period 
	3.6
	 




	Year
	Cash Inflow (£m)
	Depreciation (£m)
	Profit (£m)

	1
	10
	10
	0

	2
	12
	10
	2

	3
	14
	10
	4

	4
	10
	10
	0

	5
	8
	10
	-2

	
	
	Total profit
	4

	Average profit
	0.8
	
	

	ARR = Average profit / Initial investment X 100
	1.6
	
	



	Year
	Cash Inflow (£m)
	Depreciation (£m)
	Profit

	1
	11
	10
	1

	2
	11
	10
	1

	3
	11
	10
	1

	4
	11
	10
	1

	5
	11
	10
	1

	 
	 
	Total profit 
	5

	Average profit 
	1
	 
	 

	ARR
	2
	 
	 



	Year
	Cash Inflow (£m)
	Depreciation (£m)
	Profit

	1
	5
	10
	-5

	2
	10
	10
	0

	3
	20
	10
	10

	4
	25
	10
	15

	5
	5
	10
	-5

	 
	 
	Total profit 
	15

	Average profit
	3
	
	

	ARR
	6
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Year

Cash Inflow 

(£m)

Cumulative (£m) Year

Cash Inflow 

(£m)

Cumulative 

(£m)

Year

Cash Inflow 

(£m)

Cumulative (£m)

1 10 10 1 11 11 1 5 5

2 12 22 2 11 22 2 10 15

3 14 36 3 11 33 3 20 35

4 10 46 4 11 44 4 25 60

5 8 54 5 11 55 5 5 65

Initial investment  50 Initial investment  50

Initial 

investment  50

Amount 

recovered in year 

4 46

Amount recovered 

in year 4 44

Amount 

recovered in 

year 3 35

Amount to be 

recovered  4

Amount to be 

recovered  6

Amount to be 

recovered  15

Cash flow in 5th 

year 8

Cash flow in 5th 

Year  11

Cash flow in 4th 

Year  25

Fraction 0.5 Fraction  0.545454545 Fraction  0.6

Payback period  4.5 Payback period  4.55 Payback period  3.6
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Total investment  50

Depreciation  10%

Average depreciation 10

Year

Cash 

Inflow 

(£m)

Depreciation 

(£m)

Profit 

(£m)

Year

Cash 

Inflow 

(£m)

Depreciat

ion (£m)

Profit Year

Cash 

Inflow 

(£m)

Depreciat

ion (£m)

Profit

1 10 10 0 1 11 10 1 1 5 10 -5

2 12 10 2 2 11 10 1 2 10 10 0

3 14 10 4 3 11 10 1 3 20 10 10

4 10 10 0 4 11 10 1 4 25 10 15

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

Total profit  4

Total 

profit  5

Total 

profit  15

Average profit 0.8

Average 

profit  1

Average 

profit  3

ARR = Average 

profit / Initial 

investment X 

100  1.6 ARR 2 ARR 6
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