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[bookmark: _Toc227920707]1. Introduction
[bookmark: _Toc227920708]1.1 Company Overview
Volkswagen Group is the world’s largest automobile located in various countries of the world and has a variety of brands (Volkswagen Group, 2026). Over the past years, the company has experienced a strategic shift in the direction of electric vehicles (EVs), which corresponds to the global sustainability objectives and pressure to decrease carbon emissions. This change is a demonstration of the innovation, environmental responsibility and long-term competitiveness that Volkswagen has made in the highly dynamic automotive sector. It has a very good international presence with its operations spread to Europe, Asia, and North America and bolstered by massive production and high technological investments.
[image: Volkswagen - Wikipedia]
[bookmark: _Toc227920709]1.2 Purpose of the Report
The report is prepared from the perspective of a Chief Financial Officer (CFO) with the aim of assessing the financial performance of Volkswagen in the last five years. The overall objective is to evaluate the financial health of the company through key financial statements and ratio analysis, to determine key trends, strengths, and potential risks. The report aims to recommend strategic financial measures that can enhance the overall performance and guarantee sustainable growth. It also assesses investment opportunities and financial decision-making to enable long-term value creation for the stakeholders.
[bookmark: _Toc227920710]1.3 Structure of the Report
The report has been divided into a number of sections. It starts with a financial health check, which examines the past performances and ratio trend. This is then followed by an analysis of working capital management in terms of liquidity and efficiency. A strategic financial restructuring plan is then provided in the report to solve the identified problems. This is followed by the investment appraisal section which assesses various projects using financial methods. The report ends with some main findings and recommendations that are backed up with detailed data and graphical analysis in appendices.
[bookmark: _Toc227920711]2. Financial Health Check
[bookmark: _Toc227920712]2.1 Financial Performance Overview
Volkswagen’s financial performance over the five years (2021–2025) demonstrates a mixed trend, combining revenue stability with declining profitability. As illustrated in Figure 1, sales revenue increased steadily from €250,200 million in 2021 to a peak of €324,656 million in 2024, before experiencing a slight decline to €321,913 million in 2025 (Volkswagen Group, 2026a). This indicates that the company has maintained strong market demand and global presence, particularly during its transition towards electric vehicles. The consistent growth until 2023 reflects successful expansion strategies and increased production capacity.
However, profitability trends present a contrasting picture. Despite rising revenues, operating profit peaked in 2023 at €22,576 million and then declined sharply to €8,868 million in 2025, as shown in Figure 2 (Volkswagen Group, 2024). This divergence between revenue and profit suggests increasing operational costs, inefficiencies, or pricing pressures. The decline in profitability highlights the financial strain associated with investment in EV technology, supply chain disruptions, and inflationary pressures. Overall, while Volkswagen demonstrates strong revenue generation capability, its declining profit performance raises concerns about cost management and operational efficiency.
[bookmark: _Toc227920713]2.2 Ratio Analysis
[bookmark: _Toc227920714]2.2.1 Profitability Ratios
Profitability ratios indicate a significant deterioration in Volkswagen’s financial performance. As shown in Figure 3, the operating margin improved slightly from 7.7% in 2021 to 7.9% in 2022, before declining consistently to 2.8% in 2025 (Volkswagen Group, 2023). This sharp decrease highlights reduced efficiency in converting revenue into operating profit. Similarly, net profit margins followed a downward trend, reflecting increased expenses and declining earnings.
The declining profitability indicates that Volkswagen is experiencing increasing production costs, increased investment in innovation and competitiveness on the EV market. The company is not coping with profit levels, which are still high, but this means that it is not very efficient in its cost management and operations (Namadi, 2023).
[bookmark: _Toc227920715]2.2.2 Liquidity Ratios
Liquidity ratios indicate the capacity of the company to pay its short-term debts. The information reveals variations in cash flow, where the cash flow reduced significantly in 2022 and then recovered in 2023, and after that, it was unstable (Volkswagen Group, 2023). This volatility implies that the liquidity position of Volkswagen is not always stable. Even though the company has adequate cash reserves, the irregularities in cash flow can lead to short-term financial strain. This underscores the significance of proper management of working capital to maintain the stability of liquidity, especially in times of high investment and operational transformation.
[bookmark: _Toc227920716]2.2.3 Efficiency Ratios
Efficiency ratios are used to assess the efficiency of Volkswagen in using its assets and costs. The decreasing operating margins can be seen as an indication of low efficiency in its operations, which means that the cost is growing faster than the revenue (Volkswagen Group, 2022). This can be credited to inefficiencies in the supply chain, high costs of raw materials, and high capital investment in EV development. The efficiency of the company in transforming inputs into outputs seems to be declining, which adversely affects the overall financial performance. The process of enhancing operational effectiveness is thus important in regaining profitability.
2.2.4 Gearing Ratios
Gearing ratios are a measure of the debt and equity financing. Though no specific numbers are clearly stated, the fall in profitability indicates that taking greater recourse to debt financing could be straining financial performance. The increased interest payments and financial risk may decrease net earnings and flexibility. To guarantee financial stability and minimize risk exposure, it is important to maintain an optimal capital structure, especially in a capital-intensive industry such as automotive manufacturing (Adams and Jayasekara, 2024).
[bookmark: _Toc227920717]2.2.5 Cash Flow Ratios
The cash flow ratios show the capacity of the firm to generate cash through its operations. The data represents high fluctuations, with high performance in 2023 and drops in 2024 and partial recovery in 2025 (Volkswagen Group, 2024). This discrepancy implies that the cash generation of Volkswagen cannot be considered constant, thus it can affect its capacity to finance its operations and investments. Long-term sustainability requires stable cash flow, and the identified volatility may suggest flaws in financial management and operations planning.
[bookmark: _Toc227920718]2.3 Trend Analysis
The general financial trend indicates a definite growth and loss trend. Until 2023, Volkswagen underwent a boom period of growth in revenue and profit, reaching a high in financial performance. Since 2024, the company has experienced a significant decline in profitability, which is demonstrated by the decrease in operating profit and margins (Volkswagen Group, 2025). This fall can be explained by some reasons such as higher production expenses, economic difficulties globally, as well as heavy investment in the development of electric vehicles. The revenue was not changing much, but failure to contain the costs led to decreased profitability. The gap between the revenue and profit points out an urgent problem in the efficiency of operations.
The trend shows that Volkswagen is in a transition period, and strategic investments are affecting the short-term financial performance. Though such investments can bring in long-term gains, they are at the present exerting pressure on profitability and financial stability.
[bookmark: _Toc227920719]2.4 Strengths and Weaknesses
Strengths
Among the essential strengths of Volkswagen is its capacity to sustain good and consistent growth in revenues within the five years (Volkswagen Group, 2023). The company has a strong market position due to its presence in the world, diversification of its product line, and strategic emphasis on electric vehicles. The highest performance of 2023 indicates the potential of the company to be highly profitable given favourable conditions.
Weaknesses
Volkswagen is experiencing serious weaknesses in declining profitability and efficiency in its operations despite high revenues. The decline in operating profit and margins is a sharp decrease, signifying the increase in costs and ineffective cost management. Fluctuating cash flows indicate the lack of stability in liquidity, which can influence the short-term financial obligations (Barnabas and Oloyede, 2024). The shift towards EVs is a strategically relevant measure that has placed the company under greater financial pressure because of the high investment requirements. If not managed effectively, these issues can have a toll on long-term financial sustainability.
[bookmark: _Toc227920720]3. Working Capital Management Analysis
[bookmark: _Toc227920721]3.1 Cash Conversion Cycle
Cash conversion cycle (CCC) is a key indicator of the efficiency of a company in terms of its short-term assets and liabilities (Stavropoulos and Zounta, 2025). It shows the duration taken by a business to turn its investments in stocks and other resources into cash inflows. Inventory, receivables and payables management have to be handled efficiently in case of a large manufacturer of automotive vehicles such as Volkswagen because current operations are capital-intensive, and the global supply chain is complicated.
Volkswagen's inventory management contributes a lot to its working capital efficiency. Inventory in the automotive industry is usually high in terms of raw materials, work-in-progress, and finished goods (Saliji, 2021). The shift to electric vehicles (EVs) at Volkswagen has probably added complexity to the inventory because of the necessity to include more advanced parts, including batteries and semiconductors. Without effective inventory management, one may incur increased holding costs and chances of obsolescence, particularly in a dynamic technological world. Hence, it is important to keep a good stock level so as not to have a lot of capital tied up in stock.
The receivables management determines how quickly the company can collect the payment of the customers (Chernetska, 2024). Volkswagen has dealerships and an international market, which could bring about a long period of credit. Increased receivables cycles may postpone cash receipts and bad debts. Efficient credit control measures, including more demanding terms of payment and better monitoring, are required in order to guarantee the timely collection and increase liquidity.
The payables management indicates the efficiency of Volkswagen in meeting its commitments to its suppliers. The extension of the payment period can enhance short-term liquidity, as the company will have more time to hold the cash (Puspa and Suyono, 2025). Too many delays might damage the relations with suppliers and cause disruption of the supply chain. Since Volkswagen depends on suppliers worldwide, it is necessary to strike a balance between paying late and ensuring the loyalty of its suppliers.
It has been critically analyzed that the cash conversion cycle of Volkswagen is affected by its massive business and transformation strategy to EVs. Efficiency (inventory, receivables, payables) needs to be enhanced to enhance liquidity and operational performance.
[bookmark: _Toc227920722]3.2 Liquidity Analysis
Liquidity analysis determines the capacity of Volkswagen to fulfil its short-term financial commitments with the help of cash and liquid assets available. According to the given financial information, Volkswagen has a weak liquidity position, which is mainly caused by the changes in net cash flow during the five years of analysis.
As illustrated in Figure 4, net cash flow declined significantly from €8,610 million in 2021 to €4,807 million in 2022, indicating a reduction in operational cash generation (Volkswagen Group, 2023). This decline may be attributed to increased operating expenses, supply chain disruptions, or higher investment in EV technology. In 2023, the company experienced a strong recovery, with net cash flow rising to €10,698 million. This suggests improved operational efficiency or temporary cost control measures (Volkswagen Group, 2024).
The recovery was, however, not sustainable. The cash flow declined again to 5,000 million euros in 2024 and then, to some extent, bounced back to 6,400 million euros in 2025 (Volkswagen Group, 2026). These changes imply inconstancy in cash generation, which is a threat to short-term financial stability. It is imperative to have a constant cash flow that is constant to pay all obligations like supplier payments, wages and interest on debts. The volatility that has been observed implies that Volkswagen could experience liquidity pressures in times of low cash inflows. The observed decrease in profitability can have a detrimental effect on liquidity. The decrease in operating profits lowers the level of internally-generated funds, making it more dependent on external financing. It can increase the financial expenditures and reduce flexibility (Islam et al., 2022).
It has been critically analysed that the liquidity position of Volkswagen is moderate and unstable. While the company is capable of generating substantial cash, irregularities in its cash flow underscore the importance of better financial planning and working capital management to maintain sustainable liquidity.
[bookmark: _Toc227920723]3.3 Recommendations
To improve its working capital management and liquidity position, Volkswagen should adopt several strategic measures focused on enhancing efficiency and stability.
It is necessary to improve receivables management. Volkswagen ought to enforce more stringent credit policies and shorten the average collection period by enticing customers and dealers to pay sooner (Weglage, 2021). This would be possible by providing an incentive to pay early and an improved credit monitoring system. More intensive cash flows will enhance liquidity and reduce reliance on external funding.
There should be an optimization of inventory management. The firm may implement new inventory management strategies like Just-in-Time (JIT) systems and digital supply chain management devices to reduce the level of stock (Khalil et al., 2025). Effective inventory control will minimize holding costs and make capital available to fund other operations. Since EV production is a complex activity, planning and communication with suppliers is paramount.
Volkswagen ought to handle payables amidst strategy. Although the extension of payment terms would enhance liquidity, close relations should be ensured with suppliers. Balancing liquidity and stability of operations will be achieved by negotiating favourable payment terms without damaging the trust of the suppliers (Grewal et al., 2024). Volkswagen ought to think of diversifying its financing sources. The immediate liquidity support can be provided with the help of short-term financing sources, i.e., trade credit and bank overdrafts, and the strategic investments can be supported with the help of long-term financing sources, i.e., bonds or equity. A moderate financing policy will minimize risk and increase financial flexibility. It is critical to enhance cash flow forecasting and financial planning. Proper forecasting will also help the company to predict cash deficits and proactively implement steps to ensure that the company remains afloat (Barnabas and Oloyede, 2024).
It has been critically analysed that Volkswagen can enhance its working capital management and maintain the financial sustainability in the long-term through enhancing the receivables, optimizing inventory, effectively managing payables, and implementing a balanced financing strategy.
[bookmark: _Toc227920724]4. Strategic Financial Restructuring
[bookmark: _Toc227920725]4.1 Problem Identification
The recent financial performance of Volkswagen illustrates a number of areas of concern that require strategic financial restructuring. Although the company has been witnessing a high and relatively steady increase in its revenues over the past five years, its profitability has gone down drastically. Operating profit, which was at its peak in 2023, declined drastically in 2025, meaning that the company can convert its revenue into sustainable earnings (Volkswagen Group, 2026). This is an indicator of structural inefficiency in operations, as there is a disparity between revenue and profit.
Increasing cost pressure is one of the main issues. The automotive market is actively changing towards going electric (EVs), and Volkswagen has invested in research, development, and production resources to stay competitive (Yeung, 2024). Although such investments are necessary in the long term, it has greatly raised operational costs in the short term. The expense of battery manufacturing, new plants and technological improvements has strained margins.
The economic aspects experienced globally, like inflation, supply chain interruptions, and rising prices of raw materials, have also facilitated reduced profitability (Santacreu and LaBelle, 2022). The lack of semiconductors and increased energy costs have especially affected efficiency in production, which has caused costs and delays to increase. These factors have made operations less efficient, as indicated by the decreasing operating margin. The other issue is the instability of cash flow, which means that the company has weak cash management. Unpredictability in cash inflows may impact the capacity of the company to cover short-term liabilities and spend on continued investments. This heightens dependency on external financing, which may elevate financial risk.
The cost structure at Volkswagen seems to be rigid in nature, as the company has high fixed costs in terms of manufacturing and labour costs. This restricts the capacity of the company to respond promptly to the fluctuation of demand or economic situation. Consequently, any slight drops in revenue can result in a drastic decrease in profits.
It has been critically analyzed that Volkswagen is experiencing a combination of declining profitability, increasing costs, operational inefficiencies, and financial instability. Such problems emphasize the pressing necessity of a financial restructuring plan to bring efficiency back, enhance margins, and be able to support long-term sustainability.
[bookmark: _Toc227920726]4.2 Restructuring Strategies
To address the identified financial challenges, Volkswagen must implement a range of strategic restructuring measures focused on cost efficiency, asset optimization, and capital restructuring.
One of the priorities is cost reduction. Volkswagen ought to carry out an extensive re-evaluation of its cost base to recognize areas in which costs can be minimized without compromising on quality or innovation. This could involve the optimization of production processes, embracing automation technology and also enhancing the efficiency of supply chains. Lean manufacturing methods can also be used to remove waste and minimize costs of operation (Kumar et al., 2022). The cost of inputs can also be reduced by renegotiating contracts with suppliers and by more effective sourcing.
Volkswagen should consider the divestment of non-core assets. The company has diverse brands and business units, some of which do not help the company generate much overall profit. Selling non-strategic or underperforming assets can create more cash to improve operational complexity and enable the company to concentrate on its core competencies, especially in the EV segment (Shonayi, 2024). This reorientation strategy can enhance the overall performance and financial performance.
The capital restructuring is needed to help the company improve its financial position. Volkswagen can also think about increasing equity capital to decrease its debt financing. The new shares can be issued to raise funds to invest, but reduce the financial risk of high leverage. Equity financing can also decrease the ownership of current shareholders, but it will increase the financial stability and decrease the interests due (Sha'ari et al., 2023). The company ought to streamline its debt position by refinancing its debt where possible at lower interest rates. This has the potential to save financial expenses and enhance cash flow. A balanced capital structure is important to ensure long-term growth and the reduction of risk.
The other key plan is better working capital management. Improving the collection of receivables, inventory management, and payables management can release cash and increase liquidity. This minimizes external funding and enhances financial flexibility. Volkswagen ought to concentrate on prioritization of strategic investment. As EV development is expensive, the company has to invest in the most promising projects as efficiently as possible. This is through critical analysis of investment opportunities and overinvestment in low-paying projects.
Digital transformation may be an important contributor to the restructuring process. Adopting modern data analytics, automation, and digital supply chain solutions has the potential to enhance operational effectiveness, minimize expenses, and improve decision-making (Alonge et al., 2023).
It has been critically analyzed that the cost-cutting, divestment, restructuring of capital, better management of working capital and priority in strategic investment will help Volkswagen to solve its financial troubles and enhance overall performance.
[bookmark: _Toc227920727]4.3 Impact Analysis
The proposed financial restructuring strategies are expected to have significant implications for Volkswagen’s financial performance, shareholder value, and risk profile.
The profitability will be directly increased with the reduction of costs and the increase in operational efficiency. Wolfgang can increase its operating margin and net profit by reducing the cost of production and operating costs. This will improve the financial strength of the company and its capacity to achieve sustainable earnings. Better profitability will probably affect the shareholder value positively since increasing earnings usually result in growing share values and investor trust (Pangestuti et al., 2022).
The sale of non-core assets will enable Volkswagen to concentrate on those business areas that are profitable and strategic to the company. This has the potential to enhance the efficiency and complexity of operations. The divestment proceeds could be utilized to invest in EV technology or to cut the debt, which will further bolster the financial strength of the firm.
By increasing equity financing, capital restructuring will decrease financial risk by decreasing debt. A lower debt-to-equity ratio would lead to fewer interest payments and increased financial stability, especially in times when the economic situation is uncertain (Utama et al., 2023). Nevertheless, equity financing can thin out the ownership of current shareholders, which might not be well perceived in the short-term. Nonetheless, the advantages of decreased financial risk and increased stability in the long term surpass the possible disadvantages. Debt structure optimization can result in reduced interest costs and better cash flow. This boosts its capacity to invest in growth opportunities and handle financial commitments.
Better liquidity will also be influenced by better working capital management. Effective control of receivables, inventory, and payables will guarantee a stable cash flow, lessening the chances of liquidity deficits (Kumar, 2025). This enhances the capacity of the business to pay in the short term and facilitates stability in operations. Restructuring has its risks. The reduction of costs can result in cutting the workforce or decreased investment in some aspects that can affect employee morale and future innovation. When making decisions on divestment, a critical consideration should be made in order to avoid selling off valuable assets. These strategies can be affected by external factors like competition in the market and economic factors.
It has been critically analysed that the suggested restructuring plans are likely to enhance the profitability, financial stability, and sustainability of Volkswagen in the long run. As much as there are risks associated with it, with proper implementation and planning, maximum benefits can be realised and a successful recovery of finances is possible.
[bookmark: _Toc227920728]5. Investment Appraisal
[bookmark: _Toc227920729]5.1 Techniques Explanation
Investment appraisal techniques are vital instruments adopted by financial managers to determine the feasibility, profitability and riskiness of long-term investment projects. These methods aid in generating strategic decision-making within a capital-intensive organisation like Volkswagen, especially at a time when the organisation is undergoing transformation to electric vehicles (EVs) and digital innovation.
Net Present Value (NPV) is the most dependable and common technique. NPV is a method that determines the difference between the cost of investment and the present value of the expected cash flows to be received at the cost of capital of the firm (Arjunan, 2022). When NPV is positive, the project will be of value to the firm, and therefore it should be adopted, whereas a negative value implies that it should not. The advantage of NPV is that it takes the time value of money into account and that it is directly related to the maximization of shareholder wealth. In the case of Volkswagen, where the projects are characterized by heavy initial investments and long-term payback, NPV gives an accurate value creation measure.
The other significant method is the Internal Rate of Return (IRR), which is the discount rate at which the NPV of the project will be zero (Wang, 2021). IRR shows the anticipated rate of project returns. When the IRR of a project is greater than the required rate of return or cost of capital, the project is acceptable. IRR, however, is not without limitations, especially when comparing mutually exclusive projects or when cash flows are not regular. In spite of these limitations, IRR is applicable as an additional tool to evaluate investment attractiveness.
Accounting rate of return (ARR) is the average accounting profit expressed as a percentage of the initial investment (Rajgopal et al., 2023). It is easy to compute and even to interpret, and can be used to make quick comparisons. But ARR ignores the time value of money and uses accounting profits, not cash flows, which makes it less reliable in making long-term decisions.
Payback Period (PBP) is a calculation that determines how long it takes to break even the initial investment using cash inflows (Sinaga et al., 2023). The shorter the payback period, the better, since it implies faster recovery and reduced risk. This approach does not take into consideration cash flows beyond the payback period and fails to consider profitability or the time value of money.
In practice, Volkswagen ought to utilise NPV as the main decision-making tool with the assistance of IRR, ARR and payback period in order to offer a comprehensive evaluation of investment projects.
[bookmark: _Toc227920730]5.2 Project Evaluation
Volkswagen is considering three investment projects—Project A, Project B, and Project C—each offering different levels of risk and return. A detailed evaluation using the above techniques provides insights into their financial viability.
[bookmark: _Toc227920731]Project A
Project A is an investment that has low risk and a consistent and predictable cash inflow. The project has a positive NPV, showing that it will be value-added to the company. The IRR is higher than the rate of return required, hence it is financially viable. Project A is relatively short payback period, which increases the liquidity and minimizes the financial risk.
Project A has a moderate ARR; it shows consistent, but not high, profitability. The project is appropriate in terms of financial sustainability and guiding predictable returns. It might not be entirely in line with the strategic goals of aggressive development and innovation of Volkswagen, especially in the EV segment. Project A offers security but has low profitability, and this could limit its contribution to long-term value maximisation.
Project A generates a positive NPV of £3.79 million and an IRR of 13.9%, which is above the required rate of return of 10%. The payback period is approximately 4.5 years, indicating moderate recovery time, while ARR stands at 21.6%.
[bookmark: _Toc227920732]Project B
Project B has a greater potential return than Project A and is also characterised by greater cash inflows. It creates a larger NPV, which means more value creation for the shareholders. The profitability of the IRR is high, as the required rate of return is considerably lower than the IRR. But Project B has more initial investment and also has a longer payback period than Project A. This heightens the financial strain and risk in the short term. The project fits the strategic emphasis of Volkswagen, which is focused on innovation, technological development, and entering the EV markets.
Strategically, Project B contributes to the long-term competitiveness of the company as it allows it to invest in high-growth directions. Though it is a moderate risk investment, it has good financial returns and can be a good investment. Project B has an NPV of £1.68 million and an IRR of 12.8%, which is slightly above the required return. The payback period is around 4.5 years, and ARR is 22%, indicating stable but comparatively lower value creation than other projects.
[bookmark: _Toc227920733]Project C
Project C is a risky, high-payback investment and the one with the best NPV and the IRR. This implies that there is a high value creation opportunity. The project, however, has the longest payback period as well, which heightens the risk of liquidity and slows down the recouping of the investment. Project C will have a higher level of uncertainty as the amount of money coming in and going out is subject to fluctuation. Although the project is financially rewarding, it can put Volkswagen at a greater risk of financial losses, especially with its current dilemma of decreasing profitability and inconsistent cash flow. 
Project C can be appropriate provided that the risk tolerance of Volkswagen is high and the financial reserves are good. The risks in question can exceed the gains, given the prevailing circumstances. Project C generates the highest NPV of £6.68 million and IRR of 15.6%, making it the most profitable option. The payback period is 3.6 years, which is shorter compared to other projects, and ARR is 26%, indicating superior performance.
[bookmark: _Toc227920734]5.3 Comparative Analysis
A comparative evaluation of Projects A, B, and C highlights clear differences in profitability, risk, and strategic value. Project A represents the safest option, offering stable and predictable cash inflows with a moderate NPV of £3.79 million and an IRR of 13.9%. Its relatively steady performance and manageable payback period make it suitable for low-risk investment strategies. Project B provides moderate returns with an NPV of £1.68 million and IRR of 12.8%, indicating acceptable but comparatively lower value creation. It reflects a balanced risk-return profile but lacks strong financial impact.
In contrast, Project C emerges as the most financially attractive option, generating the highest NPV of £6.68 million and IRR of 15.6%. Although it involves higher risk due to variability in cash flows, its shorter payback period of 3.6 years and superior returns make it the strongest candidate. Therefore, Project C offers the greatest potential for value maximisation.
[bookmark: _Toc227920735]5.4 Recommendation
Based on the financial evaluation of the three investment options, Project C is recommended as the most suitable choice for Volkswagen. The project generates the highest Net Present Value (NPV) of £6.68 million and an Internal Rate of Return (IRR) of 15.6%, both exceeding the required rate of return of 10%. This indicates that Project C will create the greatest shareholder value among the alternatives. In addition, the project has the shortest payback period of 3.6 years and the highest Accounting Rate of Return (ARR) of 26%, reflecting strong profitability and faster capital recovery (Ridwan et al., 2025).
However, Project C involves relatively higher risk due to variability in cash flows and uncertainty associated with long-term returns. Therefore, while Project C remains the most financially attractive option, Project B can be considered as an alternative due to its balanced risk-return profile. Overall, Project C is recommended for maximising value, supported by Project B as a secondary option.
[bookmark: _Toc227920736]5.5 Capital Rationing
Capital rationing is a situation where a company has limited financial resources and must select the most beneficial combination of projects within a fixed budget. In this case, Volkswagen has a capital budget of £100 million, requiring careful allocation of funds.
The primary objective of capital rationing is to maximise total NPV while ensuring that the selected projects remain within the budget constraint. Volkswagen should prioritise projects that generate the highest value relative to their cost.
If Project B alone fits within the £100 million budget, it should be selected due to its strong financial performance and strategic benefits. However, if multiple projects can be undertaken within the budget, Volkswagen should consider combinations that maximise overall returns. For example, combining Project A with a portion of Project B may provide diversification and reduce risk while still generating acceptable returns.
Project C, due to its high cost and risk, may not be suitable under capital rationing unless it significantly outperforms other options in terms of NPV.
Additionally, Volkswagen should consider strategic factors such as market positioning, technological advancement, and long-term competitiveness when making capital rationing decisions. Financial metrics alone may not fully capture the strategic value of certain projects. Based on the analysis, the combination of Project A and Project C generates the highest total NPV of £10.47 million within the £100 million budget, making it the optimal choice.
[bookmark: _Toc227920737]5.6 Risk and Sensitivity Analysis
Risk and sensitivity analysis are essential to evaluate the impact of uncertainty on investment decisions. Among the three projects, Project C offers the highest returns but carries greater risk due to variability in cash flows and dependence on future performance conditions (Jahan et al., 2022). In contrast, Project A provides more stable and predictable cash inflows, making it a lower-risk option. Project B represents a moderate risk-return profile. Sensitivity analysis indicates that changes in key variables such as costs, demand, and discount rates can significantly affect NPV and IRR. Therefore, Volkswagen should carefully assess these risks before final decision-making.
[bookmark: _Toc227920738]6. Conclusion
This report has critically evaluated the financial performance and strategic position of Volkswagen over the five years, highlighting both strengths and areas of concern. The analysis confirms that while Volkswagen has maintained strong and stable revenue growth, its overall financial health has been weakened by declining profitability, operational inefficiencies, and fluctuating cash flows. As discussed earlier, revenue increased consistently until 2024, reflecting strong market demand and global presence; however, this growth was not matched by profit performance, with operating profit and margins declining significantly by 2025.
The financial health check revealed that rising operational costs, heavy investment in electric vehicle (EV) development, and global economic challenges have placed substantial pressure on profitability. The decline in operating margin and net profit margin indicates reduced efficiency in converting revenue into earnings. Furthermore, liquidity analysis highlighted volatility in cash flows, suggesting instability in short-term financial management. These issues collectively indicate that Volkswagen is currently in a transitional phase, where strategic investments are impacting short-term financial performance.
The working capital management analysis emphasised the importance of improving inventory, receivables, and payables management to stabilise cash flow and enhance liquidity. Effective control over these components is essential to ensure operational efficiency and reduce reliance on external financing. The proposed recommendations, including stricter credit policies, improved inventory systems, and better financial planning, provide practical solutions to strengthen liquidity and financial stability.
In response to the identified challenges, strategic financial restructuring was proposed, focusing on cost reduction, asset optimisation, and capital restructuring. These strategies aim to improve profitability, enhance operational efficiency, and reduce financial risk. The impact analysis demonstrated that successful implementation of these measures can significantly improve shareholder value and long-term sustainability, although careful execution is required to mitigate associated risks.
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[image: ]
[bookmark: _Toc227920748]Figure 5: Ratio Analysis
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	Metric (€ m)
	2021
	2022
	2023
	2024
	2025

	Sales Revenue 
	2,50,200
	2,79,232
	3,22,284
	3,24,656
	3,21,913

	Operating Profit 
	19,275
	22,124
	22,576
	19,060
	8,868

	Earnings Before Tax (EBT) 
	20,126
	22,044
	23,194
	16,806
	9,307

	Net Profit 
	15,428
	15,836
	17,928
	12,394
	6,904

	Net Cash Flow 
	8,610
	4,807
	10,698
	5,000
	6,400

	Net Liquidity 
	26,685
	43,015
	40,289
	36,100
	34,500

	Operating Margin (%)
	7.70%
	7.90%
	7.00%
	5.90%
	2.80%

	Current Assets
	2,00,347
	2,24,309
	2,39,644
	2,45,231
	2,47,865

	Current Liabilities
	1,64,393
	1,82,992
	2,05,874
	2,17,039
	2,26,525

	Inventory
	43,725
	52,274
	53,601
	56,720
	56,042

	Trade Receivables
	15,521
	18,581
	21,849
	21,130
	20,760

	Trade Payables
	23,624
	28,738
	30,901
	29,772
	30,490

	Total Debt
	2,10,202
	2,05,185
	2,32,799
	2,54,081
	2,64,703

	Total Equity
	1,46,154
	1,78,327
	1,89,912
	1,96,731
	2,03,054

	Cost of Sales
	2,02,959
	2,27,005
	2,50,568
	2,67,894
	2,74,320



[bookmark: _Toc227920742]RATIOS
	PROFITABILITY RATIOS

	Ratio
	2021
	2022
	2023
	2024
	2025

	Operating Margin
	7.70%
	7.92%
	7.01%
	5.87%
	2.75%

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

	EBT Margin
	8.04%
	7.89%
	7.20%
	5.18%
	2.89%



	LIQUIDITY RATIOS

	Ratio
	2021
	2022
	2023
	2024
	2025

	Current Ratio
	1.22
	1.23
	1.16
	1.13
	1.09

	Quick Ratio
	0.95
	0.94
	0.90
	0.87
	0.85



	EFFICIENCY RATIOS

	Ratio
	2021
	2022
	2023
	2024
	2025

	Inventory Turnover
	4.64
	4.34
	4.67
	4.72
	4.89

	Receivable Days
	23
	24
	25
	24
	24

	Payable Days
	42
	46
	45
	41
	41

	Inventory Days
	79
	84
	78
	77
	75



	WORKING CAPITAL CYCLE

	 
	2021
	2022
	2023
	2024
	2025

	CCC (Days)
	60
	62
	58
	60
	58



	GEARING RATIO

	Ratio
	2021
	2022
	2023
	2024
	2025

	Debt to Equity Ratio
	1.44
	1.15
	1.23
	1.29
	1.30



	CASH FLOW RATIOS

	Ratio
	2021
	2022
	2023
	2024
	2025

	Cash Flow to Revenue
	3.44%
	1.72%
	3.32%
	1.54%
	1.99%

	Cash Flow to Debt
	4.10%
	2.34%
	4.60%
	1.97%
	2.42%


 
[bookmark: _Toc227920743]INVESTMENT APPRAISAL
	CASH FLOWS

	Year
	Project A (£m)
	Project B (£m)
	Project C (£m)

	0
	-50
	-50
	-50

	1
	10
	11
	5

	2
	12
	11
	10

	3
	14
	11
	20

	4
	10
	11
	25

	5
	8
	11
	5



	NPV (10% DISCOUNT RATE)

	Project
	NPV (£m)

	A
	3.79

	B
	1.68

	C
	6.68



	IRR

	Project
	IRR (%)

	A
	13.90%

	B
	12.80%

	C
	15.60%



	PAYBACK PERIOD

	Project
	Payback Period (Years)

	A
	4.5 years

	B
	4.5 years

	C
	3.6 years



	ACCOUNTING RATE OF RETURN

	Project
	Average Profit (£m)
	ARR (%)

	A
	10.8
	21.60%

	B
	11
	22.00%

	C
	13
	26.00%



	PROFITABILITY INDEX (PI)

	Project
	PI

	A
	1.08

	B
	1.03

	C
	1.13



	CAPITAL RATIONING (BUDGET £100m)

	Combination
	Total Investment (£m)
	Total NPV (£m)

	A + B
	100
	5.47

	A + C
	100
	10.47

	B + C
	100
	8.36
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