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1. Introduction

The report is an assessment of the financial performance and management of Volkswagen in 2021-2025. It looks at financial health in terms of statement, ratio and trend analysis, evaluates working capital efficiency, looks at restructuring options and evaluates investment projects based on capital budgeting techniques. The report will give financially viable recommendations on how to enhance stability.

2. Evaluation of Financial Health

2.1 Analysis of financial statements

Consolidated Balance Sheet:
The statement of financial position of Volkswagen reveals consistent growth in the balance sheet between 2021 and 2025, although the nature of this growth seems to be mixed. Total assets grew to €644,467 million in 2025, compared to the previous figures of €528,609 million in 2021, which is indicative of the high size of the Group and its investment potential. The non-current assets have increased by €328,261 million to €396,602 million, and current assets have increased by €200,347 million to €247,865 million. This implies that Volkswagen was still investing in long-term operations and increasing short-term assets at the same time (Fridson and Alvarez, 2022).

But the liabilities increased significantly, as well. Total liabilities grew to include €441,412 million in 2025 compared to 2021 (€382,455 million) and current liabilities grew to include €226,525 million in 2025 compared to 2021 (€164,393 million). The equity increased by €146,154 million to €203,054 million giving it a certain financial power, yet liabilities were still high compared to equity. This indicates that the balance sheet was increased, although not necessarily safeguarded. Moreover, the inventories grew to €56,042 million compared to 2021 (they were €43,725 million), whereas cash and cash equivalents were comparatively stable, changing €39,123 million to €38,801 million. Thus, the increase in the assets of Volkswagen was not accompanied by the increase in the immediate liquidity.
Consolidated Income Statement:
In the income statement of Volkswagen, it is apparent that revenue performance was good, but the profitability deteriorated significantly during the later years. Sales revenue increased from €250,200 million in 2021 to €321,913 million in 2025, with the highest level recorded in 2024 at €324,656 million. This implies that the company had high market demand and size. Gross result also increased from €47,241 million in 2021 to €61,022 million in 2023, but then declined to €51,243 million in 2025.

The more critical is operating profitability. Operating result rose from €19,275 million in 2021 to €22,576 million in 2023, before falling sharply to €8,868 million in 2025. Earnings before tax also dropped from €20,126 million in 2021 to €9,307 million in 2025. Earnings after tax also showed the same trend with an increase to €17,928 million in 2023 and then reduced drastically to 6,904 million in 2025. This means Volkswagen was able to grow sales, but struggled to protect margins and convert revenue into profit. The downward trend indicates an increase in costs, decreased operating efficiency, and increased strain on earnings quality (Jackson, 2022).

Consolidated Cash Flow Statement:
The cash flow position of Volkswagen became evidently worse in 20212025. Cash flow from operating activities fell from €38,633 million in 2021 to €28,496 million in 2022, €19,356 million in 2023, €17,151 million in 2024, and €15,009 million in 2025. This represents a great fall since it indicates that the company used less cash in core operations on an annual basis. Meanwhile, the cash flows of investing activities were also negative during the period, ranging between €-26,128 million in 2021 and €-27,484 million in 2025, and indicating the continued heavy spending on long-term assets and development.

Even though cash flows generated by financing activities were enhanced to €10,608 million in 2023, €11,140 million in 2024 and €11,918 million in 2025, this is also an indication that they depend more on financing inflows to maintain liquidity. Consequently, there was an uneven flow of cash and cash equivalents at year end, as it was €39,123 million in 2021, €29,738 million in 2023, and then it recovered to €40,296 million in 2025. Generally, the statement demonstrates that Volkswagen was liquid, and it became increasingly difficult to maintain this liquidity since operating cash inflows were decreasing, and investment requirements were still high (Fazzini, 2018).
2.2 Financial Ratio Analysis
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Inventory Turnover Ratio

Formula: Inventory / Cost of Goods Sold * 365

Year 2021 2022 2023 2024 2025
Inventory 43,725.00 52,274.00 53,601.00 56,720.00 56,042.00
CoGSs 2,02,959.00 | 2,26,866.00 | 2,61,262.00 | 2,65,184.00 | 2,70,671.00

78.63 Days | 84.10 Days | 74.88 Days | 78.07 Days | 75.57 Days
Asset Turnover Ratio
Formula: Sales / Total Assets

Year 2021 2022 2023 2024 2025
Sales 2,50,200.00 | 2,79,050.00 | 3,22,284.00 | 3,24,656.00 | 3,21,913.00
Total Assets | 5,28,609.00 | 5,64,013.00 | 6,00,338.00 | 6,32,905.00 | 6,44,467.00

0.47 Times | 0.49 Times | 0.54 Times | 0.51 Times | 0.50 Times





Figure 1 Efficiency Ratio
Source: Self
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Earnings per Share (EPS)

Formula: Earning Attributable to ESH / No of Outstanding Shares

Year 2021 2022 2023 2024 2025
Earning
Attributable 8,730.00 8,753.00 9,419.00 6,304.00 3,921.00
to ESH
Shares (€m) 295.09 295.09 295.09 295.09 295.09
29.58 29.66 31.92 21.36 13.29
Book Value per Share
Formula: Equity / No of Outstanding Shares
Year 2021 2022 2023 2024 2025
Equity 1,46,154.00 | 1,78,328.00 | 1,89,912.00 | 1,96,731.00 | 2,03,054.00
Shares (€m) 295.09 295.09 295.09 295.09 295.09
495.29 604.32 643.57 666.68 688.11





Figure 2 Investment Ratio
Source: Self
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Net Profit Margin

Formula: Net Income / Sales x 100

Year 2021 2022 2023 2024 2025
Net Income 15,428.00 15,852.00 17,928.00 12,394.00 6,904.00
Sales 2,50,200.00 | 2,79,050.00 | 3,22,284.00 | 3,24,656.00 | 3,21,913.00

6.17% 5.68% 5.56% 3.82% 2.14%

Return on Capital Employed

Formula: EBIT/ (Total Assets - Current Liabilities) x 100

Year 2021 2022 2023 2024 2025

EBIT 19,275.00 22,109.00 22,576.00 19,060.00 8,868.00

Total Assets | 5,28,609.00 | 5,64,013.00 | 6,00,338.00 | 6,32,905.00 | 6,44,467.00

Current

Lial 1,64,393.00 | 1,82,723.00 | 2,05,874.00 | 2,17,039.00 | 2,26,525.00

5.29% 5.80% 5.72% 4.58% 2.12%





Figure 3 Profitability Ratio
Source: Self
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Operating Cash Flow Ratio

Formula: Operating Cash Flow / Current Liabilities

Year 2021 2022 2023 2024 2025
Operating | 4402500 | 28496.00 | 19,356.00 | 17,5100 | 15000.00
Cash Flow

fil;"e"i‘es 1,64,393.00 | 1,82,723.00 | 2,05,874.00 | 2,17,039.00 | 2,26,525.00

0.24 Times | 0.16 Times | 0.09 Times | 0.08 Times | 0.07 Times

Free Cash Flow Margin

Formula: (Operating Cash Flow - Capex) / Sales x 100

Year 2021 2022 2023 2024 2025
Operating | 4402500 | 28496.00 | 19,356.00 | 17,5100 | 15000.00
Cash Flow

Capex 10496.00 | 12,731.00 | 1437100 | 24,447.00 | 24,346.00
Sales 2,50,200.00 | 2,79,050.00 | 3,22,284.00 | 3,24,656.00 | 3,21,913.00

11.25% 5.65% 1.55% -2.25% -2.90%





Figure 4 Cash Flow Ratio
Source: Self
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Current Ratio

Formula: Current Assets / Current Liabilities

Year 2021 2022 2023 2024 2025
Current
2,00,347.00 | 2,24,159.00 | 2,39,644.00 | 2,45,231.00 | 2,47,865.00
Assets
Current 1,64,393.00 | 1,82,723.00 | 2,05,874.00 | 2,17,039.00 | 2,26,525.00
Liabilities
1.22 Times | 1.23 Times | 1.16 Times | 1.13 Times | 1.09 Times
Quick Ratio
Formula: (Current Assets - Inventory) / Current Liabilities
Year 2021 2022 2023 2024 2025
Current
Asset 2,00,347.00 | 2,24,159.00 | 2,39,644.00 | 2,45,231.00 | 2,47,865.00
Inventory 43,725.00 52,274.00 53,601.00 56,720.00 56,042.00
f;"le"' 1,64,393.00 | 1,82,723.00 | 2,05,874.00 | 2,17,039.00 | 2,26,525.00
0.95 Times | 0.94 Times | 0.90 Times | 0.87 Times | 0.85 Times





Figure 5 Liquidity Ratio
Source: Self
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Debt-to-Equity Ratio
ies / Total Shareholders' Equity

2022 2023 2024 2025

3,82,455.00 | 3,85,684.00 | 4,10,426.00 | 4,36,173.00 | 4,41,412.00

1,46,154.00 | 1,78,328.00 | 1,89,912.00 | 1,96,731.00 | 2,03,054.00
2.62 Times | 2.16 Times | 2.16 Times | 2.22 Times | 2.17 Times

Interest Coverage R
Formula: EBIT/ Interest Expense

Year 2021 2022 2023 2024 2025
EBIT 19,275.00 22,109.00 22,576.00 19,060.00 8,868.00
Interest 1,818.00 408.00 3,592.00 3,446.00 3,245.00

10.60 54.19

. 6.29 Times | 5.53 Times | 2.73 Times
Times Times





Figure 6 Gearing Ratio
Source: Self
Interpretation of Result

Profitability Ratio:

The profitability position of Volkswagen deteriorated within the five years. The net profit margin decreased to 2.14% in 2025 compared to 6.17% in 2021, indicating that a significantly smaller proportion of sales were converted to net profit at the end of the period. Despite the increase in revenue, margins were put under pressure, meaning that costs were high, pricing was less efficient, or both. The fall aggravated since 2023, which means that the past few years were not as financially sound as the previous period of recovery (Rashid, 2021).

The ROCE also took a downward trend. It improved from 5.29% in 2021 to 5.80% in 2022, stayed relatively stable at 5.72% in 2023, then dropped to 4.58% in 2024 and 2.12% in 2025. This implies that the efficiency of Volkswagen in terms of producing an operating profit on the capital invested in the business was reduced.
Liquidity Ratio:

The liquidity ratios of Volkswagen are gradually deteriorating. The current ratio shifted to 1.09 times in 2025 (as compared to 1.22 times in 2021) and the quick ratio decreased to 0.85 times (as compared to 0.95 times). This implies that the increase in short-term obligations was higher than in liquid resources. Despite the current ratio remaining greater than 1, the decreasing tendency indicates a restricted short-term flexibility (Kariyawasam, 2019). The current ratio was under 1 all along, which means that it relied on converting the inventory and ongoing cash flows to cover the current liabilities.
Efficiency Ratio:

Efficiency ratios give a mixed picture. The inventory holding days shifted to 78.63 days in 2021 to 75.57 days in 2025 but the performance varied throughout the years. This implies that inventory management was not always getting better and remained to consume large amounts of working capital. Asset turnover improved from 0.47 times in 2021 to 0.54 times in 2023, then fell slightly to 0.50 times in 2025. It implies that Volkswagen was successful in increasing the revenues of its asset base, but then it lost its momentum (binti Fikri et al., 2020).
Gearing Ratio:

The debt-to-equity ratio was also high and was 2.62 times in 2021 and 2.17 times in 2025. This indicates that there is still heavy reliance on liabilities although this is slightly improved. Of more concern is the interest coverage ratio, which dropped to 2.73 times in 2025, compared to 10.60 times in 2021. This implies that finance costs were covered by EBIT at a significantly lower percentage, which added financial risk (Lenihan, 2024). In case of further decline in profits, the pressure of debt service may increase dramatically.
Cash Flow Ratio:

There is an evident decline in the cash flow ratios. Operating cash flow ratio decreased between 0.24 times in 2021 and 0.07 times in 2025, indicating a less strong capacity to meet current liabilities using operating cash. Free cash flow margin fell from 11.25% to -2.90%, turning negative in 2024 and 2025. This implies that Volkswagen was not creating enough free cash following capital expenditure.
Investment Ratio:

In 2023, EPS rose a little to 31.92, and in 2025, it decreased dramatically to 13.29, indicating lower shareholder earnings. Book value per share, on the contrary, increased consistently between 495.29 and 688.11. This implies greater asset coverage, at the expense of reduced earnings back to the investors (Chaudhary, 2024). Comprehensively, the investment ratios show poor performance of shareholders despite the increasing equity.
2.3 Trend Analysis

	Particular
	Details

	Trends
	· VWG grew massively during 20212025. The sales revenue grew by 7.7%, and the total assets grew by 26.5%, between €250,200 million of sales revenue and €644,467 million of total assets respectively. 

· Equity also rose to an amount of €203,054 million in 2025 compared to the €146,154 million in 2021 indicating better net asset support. 

· Although this increased, profitability declined. Operating result decreased to 8,868 million, as compared to €19,275 million, and the earnings after tax decreased to €6,904 million, compared to €15,428 million. 

· The cash generation was also poor. Operating cash flow reduced from €38,633 million in 2021 to €15,009 million in 2025.

	Strengths
	· During the period, Volkswagen had a very large revenue base and annual sales were higher than €250 billion. 

· The asset base was robust and it continued growing to the benefit of long-term operational capacity (Shah, 2016). 

· The equity of shareholders grew progressively and enhanced financial backup through the funds of owners. 

· The book value per share increased at €495.29 to €688.11 with greater asset support per share. 

· The turnover of assets has also improved in 2023 compared to 2021 that is 0.54 times, which is a slight improvement in asset utilisation. 

· Cash balances closures were also noteworthy, as Volkswagen managed to maintain a short-term stability.

	Threats
	· By 2025, profitability decreased significantly, and the net profit margin and ROCE were 2.14% and 2.12%, respectively. 

· The liquidity became weak, with the current ratio decreasing to 1.09 times and the quick ratio to 0.85 times. 

· Interest coverage declined to 2.73 times indicating less capacity to cover finance costs of operating profit. 

· The operation cash flow ratio decreased to 0.07 times due to less strong short-term cash coverage. 

· In 2024 and 2025, the margin of the free cash flow became negative, which indicated that the operating cash was no longer adequate following capital expenditure (Walters and Helman, 2019).


3. Working Capital Management Analysis

3.1 Assessment of the cash operating cycle

 Formulae:

= DSO + DIO − DPO

Days Sales Outstanding (DSO): (Accounts Receivable / Net Sales) × 365
· 2021 = (15,521 / 250,200) × 365 = 22.64 days 

· 2022 = (18,534 / 279,050) × 365 = 24.24 days 

· 2023 = (21,849 / 322,284) × 365 = 24.74 days 

· 2024 = (21,130 / 324,656) × 365 = 23.76 days 

· 2025 = (20,760 / 321,913) × 365 = 23.54 days
Days Inventory Outstanding (DIO): Inventory / Cost of Goods Sold × 365 
· 2021 = (43,725 / 202,959) × 365 = 78.63 days 

· 2022 = (52,274 / 226,866) × 365 = 84.10 days 

· 2023 = (53,601 / 261,262) × 365 = 74.88 days 

· 2024 = (56,720 / 265,184) × 365 = 78.07 days 

· 2025 = (56,042 / 270,671) × 365 = 75.57 days
Days Payables Outstanding (DPO): Accounts Payable / Cost of Goods Sold ×365 
· 2021 = (23,624 / 202,959) × 365 = 42.49 days 

· 2022 = (28,738 / 226,866) × 365 = 46.24 days 

· 2023 = (30,901 / 261,262) × 365 = 43.17 days 

· 2024 = (29,772 / 265,184) × 365 = 40.98 days 

· 2025 = (30,490 / 270,671) × 365 = 41.12 days
Cash Operating Cycle (COC): = DSO + DIO − DPO
· 2021 = 22.64 + 78.63 − 42.49 = 58.79 days 

· 2022 = 24.24 + 84.10 − 46.24 = 62.11 days 

· 2023 = 24.74 + 74.88 − 43.17 = 56.46 days 

· 2024 = 23.76 + 78.07 − 40.98 = 60.85 days 

· 2025 = 23.54 + 75.57 − 41.12 = 58.00 days
Interpretation:
The cash operating cycle of Volkswagen remained in a fairly close band of between 56 and 62 days, although the trend indicates significant liquidity strain. The worst year was 2022, as the cycle was at 62.11 days, primarily due to the rise in inventory days to 84.10 days. This implies that it has more cash tied up in stock longer (Bhattacharya, 2014). The cycle was better in 2023 with a 56.46-day improvement and an inventory day decrease implying a stricter control of stocks and a more balanced production-sales relationship. This however did not last as long as the cycle rose once again to 60.85 days in 2024 and then to 58.00 days in 2025.

The main point is that DSO of Volkswagen remained relatively constant (approximately between 23 and 25 days) thus the collection of receivables was not the primary weakness. The larger pressure was caused by inventory, which was high during the period, and a small decrease in support of payables after 2022. Hence, the working capital strain of Volkswagen seems to be more influenced by the intensity of inventory, as opposed to customer collection slowness. This is important since the operating cash flow of the company declined drastically during the same period, thus even a stable cash cycle was more difficult to finance internally (Pratap Singh and Kumar, 2014).

3.2 Recommendations for improving liquidity through working capital reforms

Firstly, Volkswagen needs to concentrate on inventory management, as inventory days were the biggest portion of the cash operating cycle in 20212025. DIO remained between 74.88 days and 84.10 days indicating that a large percentage of cash was held in stock. This is important, as the operating cash flow of the company decreased drastically in 2021 and 2025 by €38,633 million and €15,009 million respectively. Volkswagen ought to, therefore, use better production scheduling, match procurement with demand projections, decrease inventory buffers, and enhance the coordination of factory, suppliers and sales departments. The slight decrease in the inventory days would free up a significant sum of money (Sagner, 2010).

Second, Volkswagen ought to enhance the management of receivables. Despite the fact that DSO has been fairly stable with a range of 23 to 25 days, trade receivables continued to increase in absolute terms with the increasing sales. This implies that an increased amount of working capital was tied up in customer balances. The company ought to be more stringent in customer credit evaluation, be more vigilant in collecting outstanding accounts, increase automated invoicing procedures, and apply early-pay incentives where business-wise suitable. Such measures would enhance predictability of cash without adversely affecting sales relationships.

Third, Volkswagen ought to be more strategic in terms of payables. DPO improved to 46.24 days in 2022, but then fell to around 41 days by 2024–2025. This indicates that there was a slight weakening of supplier credit support. Where Volkswagen has bargaining power due to its purchasing power, it should negotiate longer payment terms with its suppliers. This should however be done with caution since too much delay in payments may destroy the trust of the suppliers and affect the supply chain. Thus, it should be optimisation, and not aggressive expansion (Preve and Sarria-Allende, 2010).
3.3 Comparison of short-term vs. long-term financing options

Both short-term and long-term financing can be used by Volkswagen to finance its liquidity, however, the appropriateness of each one will depend on the type of funding requirement.

Short term financing comprises of bank credit lines, overdrafts, trade credit and commercial paper. It is primarily flexible. It can be applied to seasonal working capital crunches, temporary inventory accumulation and liquidity strain (AGUILAR, JAIN, and NEAVES, 2019). It is also possible to organize it rather fast. But short-term financing results in rollover and refinancing risk. In case of a decline in market conditions or internal performance, the company might struggle or incur more expenses when renewing these facilities. This risk is significant to Volkswagen as profitability, interest coverage and operating cash flow decreased by 2025.

Long-term financing: long-term loans, long-term bonds, retained earnings and equity financing. Its positive attribute is stability. It provides the company with a higher level of confidence in terms of funding and is more suitable to capital investment, technology investment and strategic restructuring. It also mitigates the strain of regular refinancing. Nevertheless, it tends to be less adaptable when it comes to short-term liquidity issues and can lead to a rise in long-term financial obligations when misused.

In the case of Volkswagen, temporary working capital imbalances should be financed with short-term finance, whereas structural funding requirements and strategic change should be financed with long-term finance (Gandhi and Nasit, 2022). The fact that the free cash flow of the company will turn negative in 2024 and 2025 will make excessive dependence on short-term borrowing a risky decision.
4. Strategic Financial Restructuring Plan

4.1 Recommendations for financial restructuring options

The 2021-2025 financial performance of Volkswagen indicates that it should be restructured to enhance the quality of its earnings, liquidity, and funding stability. Despite the growth of the sales revenue between 2021 and 2025 (as the sales revenue was €250,200 million in 2021 and €321,913 million in 2025), the operating result decreased significantly (€19,275 million to €8,868 million) and the operating cash flow was reduced (€38,633 million This implies that the company was still large in its size, but was less profitable in terms of converting profit and generating cash.

The first is selective divestiture of non-core or non-performing assets. Volkswagen has numerous brands, markets and operations, which provide scale, but can also absorb capital in less profitable places. As the profitability and free cash flow deteriorated, the company needs to revisit activities that do not contribute to the EV development, cash generation or improvement of margin strongly. Disposing or selling off such assets would free up funds, reduce management complexity and enable more intensive investment in more critical areas like electric vehicles, software systems and efficient production technology (Mavlutova, Sarnovics, and Olevsky, 2014). Nevertheless, divestiture must be discriminatory and not aggressive in nature such that Volkswagen does not lose strategic scale.

The second suggestion is the restructuring and refinancing of debt. The debt-to-equity ratio of Volkswagen remained elevated, ranging between 2.62 times in 2021 and 2.17 times in 2025, whereas interest coverage decreased to 2.73 times. This indicates that the business was less comfortable to service finance costs. Rather than borrowing more short-term, Volkswagen ought to refinance some of its debt to longer-maturity and cheaper debt where feasible. This would alleviate the pressure on refinancing and enhance cash planning. It should not aim at eliminating debt, but stabilizing the debt profile and reducing it to a less risky one (Mavlutova et al., 2021).

The third suggestion is strengthening the equity by retained earnings and disciplined distributions. The growth of equity in 2021 was €146,154 million and in 2025, it has grown to 203,054 million, which is good, but the company maintains a big liability base. Volkswagen ought to retain a larger amount of internally generated capital than relying on the issue of external equity which can water down the shareholders. Balance sheet resilience would be underpinned by retained earnings, coupled with proceeds of selective divestitures, without sending a signal of significant financial weakness in the market (Zaramella, 2023).

The fourth suggestion is an internal operational restructuring that is associated with control of working capital. Capital markets should not be the only focus of financial restructuring. Inventory levels were high, and current liabilities rose to 2024 and 2025, and the free cash flow margin turned negative. VW ought to consequently tighten inventory, manage receivables, focus on capital expenditure priorities and enhance procurement discipline. This would ease cash strain at operating level and enable financial restructuring to be more efficient.
4.2 Impact on shareholder value, debt structure, and operational flexibility

The shareholder value would be affected positively mostly by the proposed restructuring, but certain actions might seem limiting in the short run. In 2023, Volkswagen increased its EPS to €31.92 and then dropped considerably in 2025, indicating that the shareholder returns became much weaker. In this regard, the existing structure would be more likely to harm value than disciplined restructuring by keeping the structure intact. Selling low-reward assets and enhancing cash flows should lead to higher profitability and increased long-term returns (Srivastava and Mushtaq, 2011). A smaller but more efficient business is bound to generate more value as compared to a bigger business.

In the case of the debt structure, the effect would be positive as well. Total liabilities went up to €382,455 million in 2021 to €441,412 million in 2025, whereas the interest coverage declined drastically. Rolling the debt to longer maturities would lessen the short-term stress and decrease rollover risk. This would help to balance out the liabilities and equity gradually when compared to greater retained earnings and selective sales of assets. Nevertheless, Volkswagen must not over-deleverage since the company will require financing ability to invest in technology, EVs and global activities. It should be a healthier, not a restrictive, debt structure.

The consequence of the operational flexibility is ambivalent but controllable. Flexibility can be enhanced through divestiture and stricter spending control, which liberate capital to be used on priority areas, although when overused can lead to less diversification and cause disruption. Similarly, long-term financing is more stable, yet excessive fixed commitment can hinder responsiveness. Hence, restructuring must be well-focused. Volkswagen ought to retain activities that are strategic in nature and eliminate only those that do not contribute to returns or cash consumption with no future value (Siddiqa, 2023).
4.3 Considerations of international and ethical factors

Taxation:

Volkswagen is a multi-Jurisdiction company and therefore, tax is one of the key restructuring factors. Effective tax burdens, cross-border profit allocation and cash repatriation can be influenced by any divestiture, refinancing or reallocation of assets. The decisions that are reached by the company should be tax efficient, but should be transparent and compliant. Aggressive tax minimisation may lead to improvement in short-term performance, but it may be associated with regulatory, reputational and ethical risk (Gribincea, 2017). Thus, a balanced approach where tax planning is used to promote efficiency without compromising on legitimacy or stakeholder trust should be adopted by Volkswagen.
Currency Risk:

VW being a global automotive company is subject to exchange-rate fluctuations on sales, costs of inputs, financing and foreign investments. Earnings may be hampered by currency volatility, especially when margins are already stretched. The currency composition of debt and operating cash flows should then be taken into account to restructure. Where feasible, Volkswagen ought to match borrowing currencies with revenue exposure and enhance hedging discipline of significant foreign exchange risks. This would reduce the earnings volatility and increase predictability of debt servicing. Currency risk is especially critical when the company is investing in the global EV supply chains, and cross-border sourcing (Rochmayasari, 2022).
Inflation:
The inflation is also important since it raises the cost of production, wage pressure, logistics cost and financing strain (Mutumba et al., 2025). The declining margin of Volkswagen despite high revenue implies that the profit conversion could be already diminished by the cost inflation. Cost efficiency, pricing discipline and flexible sourcing should therefore be given priority in a restructuring plan. With the high inflation level, the company should not tie itself to fixed cost structures which cannot be transferred to the customers. Redesigning finances must thus underpin operational flexibility, rather than accounting mending.
5. Investment Appraisal and Capital Budgeting

5.1 Evaluation of Proposed Investment Projects
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Figure 7 ARR
Source: Self
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1 5 45 No
2 10 35 No
3 20 5 No
4 25 10 Yes
5 5 15 Yes

Payback: (3 Year + 15/25 * 12) = 3 Years and 7.20 Months





Figure 8 Payback Period
Source: Self
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Figure 9 NPV
Source: Self
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Figure 10 IRR
Source: Self
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Figure 11 Profitability Index
Source: Self
Capital Budgeting Methods Analysis:
ARR

The results of the ARR depict a clear ranking. Project A generates an ARR of 3.2%, Project B 4%, and Project C 12%. Based on this, Project C seems to be the most powerful as it yields the greatest average annual profit to the average capital invested. Project B is a little more successful than A, yet they are both weak in terms of accounting returns.

The key implication is that Project C is more effective in converting the investment into accounting profit when compared to the other two. This is in line with its higher cash inflows in Years 3 and 4, which increase the average annual cash flow to £13 million, as compared to average annual cash flow of A and B at £10.8 million and 11 million respectively. Nevertheless, there is a significant drawback to ARR. It relies on the accounting profit instead of discounted cash flow, thus does not take into account the time value of money (Sinaga et al., 2023). This is a huge flaw in the current situation of Volkswagen since the firm is under strain on cash generation, rather than reported earnings.
Payback Period

The results of the Payback Period also favour Project C, which payback in 4 years and 6 months, Project B in about 4 years and 6.55 months and Project C in 3 years and 7.2 months. This implies that Project C will pay back the initial capital of £50 million nearly a year before A and B.

This is important since the liquidity of Volkswagen has been undermined over the years. Its current ratio decreased to 1.09 times in 2025 compared to 1.22 times in 2021 and quick ratio decreased to 0.85 times compared to 0.95 times, and operating cash flow decreased significantly. In this regard, a shorter payback period becomes appealing since it minimizes the time the capital is tied up in the project (Oki and Sivaruban, 2016). Project C thus suits the need of Volkswagen to recover cash faster as compared to Projects A and B.

NPV

The most significant in the decision-making process are the Net Present Value results as it directly quantifies value creation at the necessary discounting rate of 10% (Abor, 2016). According to the calculations given, Project A will have NPV of £-8.69 million, Project B £-8.31 million and Project C £-2.00 million.

The following findings result in two important conclusions. First, all the three projects have no 10% required of them, as all NPVs are negative. This would imply that strictly speaking, Volkswagen ought to rule out all the three in case the goal is to maximise shareholder wealth. Second, Project C remains the least unappealing alternative since its NPV is nearest to zero. Compared to Projects A and B, it kills less value.

This is particularly necessary because Volkswagen has been weak financially in the recent past. A business whose profitability is declining, and whose free cash flow is negative should be even more selective, not less. Further strain on cash resources would be to invest in projects with negative NPV and this would further undermine value creation (Senthilnathan, 2020). Thus, NPV indicates that Project C is the most viable, followed by B, A, but the more compelling conclusion is that the projects should not be accepted at the 10% hurdle rate unless there are significant strategic or non-financial considerations.
IRR
Project A, B and C have an IRR of 2.83%, 3.45% and 8.77% respectively. These values are in line with the NPV values since all the three projects have negative NPVs at the 10% discount rate implying that their IRRs are less than the required return. It is based on this that Project C will perform the best, then Project B and finally Project A.

The outcome of this finding is in line with the overall trend of the other appraisal methods. Project C is the strongest option in relative terms as it has the highest ARR, the shortest payback period, the highest PI and the least negative NPV. Its superior performance is largely attributed to bigger cash inflows in Years 3 and 4 that enhance overall project returns although it has a poorer early cash recovery (Fairey, Tennyson, and Hall, 2004).

The implication of the decision is however cautious. Project C is the most profitable project with IRR but the 8.77% return is lower than the 10% required hurdle rate, thus failing to satisfy the investment requirement of Volkswagen. Project B and Project A are even weaker with the IRRs of 3.45% and 2.83% respectively. Thus, the IRR analysis allows concluding that all three projects cannot be accepted on purely financial grounds, but Project C is the least unappealing one in case there is a need to invest in it because of strategic considerations.
Profitability Index
Project C is again ranked as the first in the Profitability Index. Project A has a PI of 0.83 times, Project B 0.83 times, and Project C 0.96 times. Given that PI is a ratio of current value of inflows generated per pound invested, PI less than 1.0 indicates that the project does not pay back in discounted terms. Hence, none of the three projects will be financially acceptable at the discount rate of 10%.

PI however is applicable in ranking under capital rationing. Based on that, Project C is obviously the best since it yields a greater amount of present value of 0.96 times per pound of investment than either A or B, which yields 0.83 times. B is slightly better than A because its NPV is only marginally negative.

Therefore, PI would agree with the decision made by NPV: C first, B second, A third, but with the significant exception that all of them are below the acceptance threshold.
Conclusion:

Project C is best overall when the five capital budgeting methods are taken into consideration. It is the one with the largest ARR, shortest payback period, largest IRR, largest PI, and with the smallest negative NPV. Projects A and B are weaker and Project B is slightly better than Project A in terms of NPV and PI.
5.2 Capital Rationing 
Step 1: Output Analysis

The firm can spend a maximum of £100 million under capital rationing with each project costing 50 million. This implies that Volkswagen is only in a position to invest in two projects. Based on the appraisal results:

· The best overall project is project C. 

· Project B has a slight advantage over Project A on NPV. 

· Nonetheless, all projects are weak in terms of finances since NPVs are negative and PI is less than 1. 

So, ranking by value contribution is:

1st: Project C
2nd: Project B
3rd: Project A
Step 2: Capital Rationing Decision

Case A – Projects are Indivisible

When the projects are indivisible, Volkswagen will be able to select whole projects only. The combinations of the budget of 100 million are:

· A + B 

· A + C 

· B + C 

Using NPV as the main criterion:

· A + B = –£8.69m + –£8.31m = –£17.00m 

· A + C = –£8.69m + –£2.00m = –£10.69m 

· B + C = –£8.31m + –£2.00m = –£10.31m 

Of these, B + C is the least negative combination and thus the best bet in case the company has to invest. But since the sum of NPV remains negative, the decision that would maximise the value would actually be to take no action regarding the projects.
Case B – Projects are Divisible

In the event that projects can be divided, they should be invested depending on PI ranking since PI is effective in totting capital (Das, 2004). On this basis:

· Project C = 0.96 

· Project B = 0.83 

· Project A = 0.83 

Therefore, Project C should be allocated the budget first followed by Project B and then Project A. However, the crucial point is the same: all PIs are lower than 1, i.e. even under divisibility, every pound invested will give less than a pound in present value terms. Hence, the now financially right choice is once again to approve none of the projects.
Step 3: Final Recommendation
The last suggestion is that Volkswagen should not invest in all the three projects with 10% discount rate since none of them have positive net present value. The recent financial performance of Volkswagen reinforces this conclusion by indicating that it is weaker in profitability, it has a tighter liquidity and lower internal cash generation. Capital discipline is crucial in such a scenario.

5.3 Justification of recommendation

Profitability: 
The profitability of Volkswagen declined considerably during 2021-2025. Net profit margin fell from 6.17% in 2021 to 2.14% in 2025, while ROCE declined from 5.29% to 2.12%. This demonstrates less capacity to produce returns on sales and capital used. In this regard, projects whose NPV is negative should be handled with care. In case there is still a need to select an investment, Project C is more reasonable since it features the smallest negative NPV (–£2.00m) and the highest ARR (12%).
Liquidity: 
The liquidity of Volkswagen was also undermined as the current ratio decreased to 1.09 and the quick ratio to 0.85. Cash flow operation reduced drastically to €38,633m to €15,009m. Thus, a project that recovers its cash more quickly is good. The payback period of project C is the least at 3 years and 7.2 months, and is therefore relatively safe to a firm with limited cash.
Project Risk: 
Project C has uneven cash inflows, which occur later and thus timing risk exists. Nevertheless, the Projects A and B generate more loss of value. Thus, the least risky among the weak options available is C.
6. Conclusion

On the whole, Volkswagen was still a large company, only to be less profitable, liquid and cash generating by 2025. The report finds that working capital should be more tightly controlled, financial restructuring should be selected and funding decisions taken carefully. Project C was the best among the investment options, in comparison, yet none of the investments satisfied the required return.
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8. Appendix
8.1 Capital Budgeting Methods
	Accounting Rate of Return (Fig in £m)

	Project
	Average Annual Cash Flow
	Average Annual Profit
	Depreciation Expense p.a.
	Average Capital Invested
	ARR

	A
	(10 + 12 + 14 + 10 + 8) ÷ 5 = 10.8
	10.8 − 10 = 0.8
	50 ÷ 5 = 10
	(50 + 0) ÷ 2 = 25
	(0.8 ÷ 25) × 100 = 3.2%

	B
	(11 + 11 + 11 + 11 + 11) ÷ 5 = 11
	11 − 10 = 1
	50 ÷ 5 = 10
	(50 + 0) ÷ 2 = 25
	(1 ÷ 25) × 100 = 4%

	C
	(5 + 10 + 20 + 25 + 5) ÷ 5 = 13
	13 − 10 = 3
	50 ÷ 5 = 10
	(50 + 0) ÷ 2 = 25
	(3 ÷ 25) × 100 = 12%


	Profitability Index

	Project A (Fig in £m)

	Metric
	Value

	Total PV of FCF
	41.31

	Initial Outlay
	50

	PI
	0.83

	 
	 

	Project B (Fig in £m)

	Metric
	Value

	Total PV of FCF
	41.69

	Initial Outlay
	50

	PI
	0.83

	 
	 

	Project C (Fig in £m)

	Metric
	Value

	Total PV of FCF
	48.01

	Initial Outlay
	50

	PI
	0.96


	Net Present Value 

	Project A (Fig in £m)

	Year
	Cash Inflow
	Discount Factor at 10%
	Discounted Cash Flow (PV)

	1
	10
	0.909
	9.09

	2
	12
	0.826
	9.91

	3
	14
	0.751
	10.51

	4
	10
	0.683
	6.83

	5
	8
	0.621
	4.97

	Total Cash Inflow
	 
	 
	41.31

	Initial Outlay
	 
	 
	-50

	NPV
	 
	 
	-8.69


	Project B (Fig in £m)

	Year
	Cash Inflow
	Discount Factor at 10%
	Discounted Cash Flow (PV)

	1
	11
	0.909
	9.999

	2
	11
	0.826
	9.086

	3
	11
	0.751
	8.261

	4
	11
	0.683
	7.513

	5
	11
	0.621
	6.831

	Total Cash Inflow
	 
	 
	41.69

	Initial Outlay
	 
	 
	-50

	NPV
	 
	 
	-8.31


	Project C (Fig in £m)

	Year
	Cash Inflow
	Discount Factor at 10%
	Discounted Cash Flow (PV)

	1
	5
	0.909
	4.545

	2
	10
	0.826
	8.26

	3
	20
	0.751
	15.02

	4
	25
	0.683
	17.075

	5
	5
	0.621
	3.105

	Total Cash Inflow
	 
	 
	48.01

	Initial Outlay
	 
	 
	-50

	NPV
	 
	 
	-2.00


	Payback Period

	Project A (Fig in £m)

	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)
	Payback Achieved

	0
	-50
	-50
	No

	1
	10
	-40
	No

	2
	12
	-28
	No

	3
	14
	-14
	No

	4
	10
	-4
	No

	5
	8
	4
	Yes

	  Payback: (4 Year + 4/8 * 12) = 4 Years and 6 Months

	 

	Project B (Fig in £m)

	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)
	Payback Achieved

	0
	-50
	-50
	No

	1
	11
	-39
	No

	2
	11
	-28
	No

	3
	11
	-17
	No

	4
	11
	-6
	No

	5
	11
	5
	Yes

	 

	  Payback: (4 Year + 6/11 * 12) = 4 Years and 6.55 Months

	 

	Project C (Fig in £m)

	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)
	Payback Achieved

	0
	-50
	-50
	No

	1
	5
	-45
	No

	2
	10
	-35
	No

	3
	20
	-15
	No

	4
	25
	10
	Yes

	5
	5
	15
	Yes

	 

	  Payback: (3 Year + 15/25 * 12) = 3 Years and 7.20 Months


	Internal Rate of Return (Trial and Error Method Applied)

	Starting Rate 10% and Second Rate 2% for Discounting

	Project A (Fig in £m)

	Year
	Cash Flow (£m)
	Discounting at 10%
	PV of CF
	Discounting at 2%
	PV of CF

	1
	10
	0.909
	9.09
	0.98
	9.8

	2
	12
	0.826
	9.912
	0.961
	11.532

	3
	14
	0.751
	10.514
	0.942
	13.188

	4
	10
	0.683
	6.83
	0.924
	9.24

	5
	8
	0.621
	4.968
	0.906
	7.248

	Total Present Value
	
	 
	41.31
	 
	51.008

	(Initial Outlay)
	 
	 
	-50
	 
	-50

	NPV
	 
	 
	-8.69
	 
	1.01

	IRR: 

	2 + 1.01/1.01 – (-8.69) * (10 - 2)

	2 + (1.01/9.7 * 8)

	2 + .83

	2.83%


	Project B (Fig in £m)

	Year
	Cash Flow (£m)
	Discounting at 10%
	PV of CF
	Discounting at 2%
	PV of CF

	1
	11
	0.909
	9.999
	0.98
	10.78

	2
	11
	0.826
	9.086
	0.961
	10.571

	3
	11
	0.751
	8.261
	0.942
	10.362

	4
	11
	0.683
	7.513
	0.924
	10.164

	5
	11
	0.621
	6.831
	0.906
	9.966

	Total Present Value
	 
	 
	41.69
	 
	51.843

	(Initial Outlay)
	 
	 
	-50
	 
	-50

	NPV
	 
	 
	-8.31
	 
	1.84

	IRR:

	2 + 1.84/1.84 – (-8.31) * (10 - 2)

	2 + (1.84/10.15 * 8)

	2 + 1.45

	3.45%


	Project C (Fig in £m)

	Year
	Cash Flow (£m)
	Discounting at 10%
	PV of CF
	Discounting at 2%
	PV of CF

	1
	5
	0.909
	4.545
	0.98
	4.9

	2
	10
	0.826
	8.26
	0.961
	9.61

	3
	20
	0.751
	15.02
	0.942
	18.84

	4
	25
	0.683
	17.075
	0.924
	23.1

	5
	5
	0.621
	3.105
	0.906
	4.53

	Total Present Value
	 
	 
	48.01
	 
	60.98

	(Initial Outlay)
	 
	 
	-50
	 
	-50

	NPV
	 
	 
	-2.00
	 
	10.98

	IRR:

	2 + 10.98/10.98 – (-2.00) * (10 - 2)

	2 + (10.98/12.98 * 8)

	2 + 6.77

	8.77%


8.2 Financial Ratio Analysis together with graphs
	Profitability Ratios (Fig in €m)

	Net Profit Margin

	Formula: Net Income / Sales × 100

	Year
	2021
	2022
	2023
	2024
	2025

	Net Income
	15,428.00
	15,852.00
	17,928.00
	12,394.00
	6,904.00

	Sales
	2,50,200.00
	2,79,050.00
	3,22,284.00
	3,24,656.00
	3,21,913.00

	 
	6.17%
	5.68%
	5.56%
	3.82%
	2.14%

	 

	Return on Capital Employed

	Formula: EBIT / (Total Assets - Current Liabilities) × 100

	Year
	2021
	2022
	2023
	2024
	2025

	EBIT
	19,275.00
	22,109.00
	22,576.00
	19,060.00
	8,868.00

	Total Assets
	5,28,609.00
	5,64,013.00
	6,00,338.00
	6,32,905.00
	6,44,467.00

	Current Liabilities
	1,64,393.00
	1,82,723.00
	2,05,874.00
	2,17,039.00
	2,26,525.00

	 
	5.29%
	5.80%
	5.72%
	4.58%
	2.12%
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	Liquidity Ratios (Fig in €m)

	Current Ratio

	Formula: Current Assets / Current Liabilities

	Year
	2021
	2022
	2023
	2024
	2025

	Current Assets 
	2,00,347.00
	2,24,159.00
	2,39,644.00
	2,45,231.00
	2,47,865.00

	Current Liabilities
	1,64,393.00
	1,82,723.00
	2,05,874.00
	2,17,039.00
	2,26,525.00

	 
	1.22 Times
	1.23 Times
	1.16 Times
	1.13 Times
	1.09 Times

	 

	Quick Ratio

	Formula: (Current Assets - Inventory) / Current Liabilities

	Year
	2021
	2022
	2023
	2024
	2025

	Current Asset
	2,00,347.00
	2,24,159.00
	2,39,644.00
	2,45,231.00
	2,47,865.00

	Inventory
	43,725.00
	52,274.00
	53,601.00
	56,720.00
	56,042.00

	Current Liabilities
	1,64,393.00
	1,82,723.00
	2,05,874.00
	2,17,039.00
	2,26,525.00

	 
	0.95 Times
	0.94 Times
	0.90 Times
	0.87 Times
	0.85 Times
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	Efficiency Ratios (Fig in €m)

	Inventory Turnover Ratio

	Formula: Inventory / Cost of Goods Sold * 365

	Year
	2021
	2022
	2023
	2024
	2025

	Inventory
	43,725.00
	52,274.00
	53,601.00
	56,720.00
	56,042.00

	COGS
	2,02,959.00
	2,26,866.00
	2,61,262.00
	2,65,184.00
	2,70,671.00

	 
	78.63 Days
	84.10 Days
	74.88 Days
	78.07 Days
	75.57 Days

	 

	Asset Turnover Ratio

	Formula: Sales / Total Assets

	Year
	2021
	2022
	2023
	2024
	2025

	Sales
	2,50,200.00
	2,79,050.00
	3,22,284.00
	3,24,656.00
	3,21,913.00

	Total Assets
	5,28,609.00
	5,64,013.00
	6,00,338.00
	6,32,905.00
	6,44,467.00

	 
	0.47 Times
	0.49 Times
	0.54 Times
	0.51 Times
	0.50 Times
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	Gearing Ratios (Fig in €m)

	Debt-to-Equity Ratio

	Formula: Total Liabilities / Total Shareholders' Equity

	Year
	2021
	2022
	2023
	2024
	2025

	Total Liabilities
	3,82,455.00
	3,85,684.00
	4,10,426.00
	4,36,173.00
	4,41,412.00

	Equity
	1,46,154.00
	1,78,328.00
	1,89,912.00
	1,96,731.00
	2,03,054.00

	 
	2.62 Times
	2.16 Times
	2.16 Times
	2.22 Times
	2.17 Times

	 

	Interest Coverage Ratio

	Formula: EBIT / Interest Expense

	Year
	2021
	2022
	2023
	2024
	2025

	EBIT
	19,275.00
	22,109.00
	22,576.00
	19,060.00
	8,868.00

	Interest
	1,818.00
	408.00
	3,592.00
	3,446.00
	3,245.00

	 
	10.60 Times
	54.19 Times
	6.29 Times
	5.53 Times
	2.73 Times
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	Cash Flow Ratios (Fig in €m)

	Operating Cash Flow Ratio

	Formula: Operating Cash Flow / Current Liabilities

	Year
	2021
	2022
	2023
	2024
	2025

	Operating Cash Flow
	38,633.00
	28,496.00
	19,356.00
	17,151.00
	15,009.00

	Current Liabilities
	1,64,393.00
	1,82,723.00
	2,05,874.00
	2,17,039.00
	2,26,525.00

	 
	0.24 Times
	0.16 Times
	0.09 Times
	0.08 Times
	0.07 Times

	 

	Free Cash Flow Margin

	Formula: (Operating Cash Flow - Capex) / Sales × 100

	Year
	2021
	2022
	2023
	2024
	2025

	Operating Cash Flow
	38,633.00
	28,496.00
	19,356.00
	17,151.00
	15,009.00

	Capex
	10,496.00
	12,731.00
	14,371.00
	24,447.00
	24,346.00

	Sales
	2,50,200.00
	2,79,050.00
	3,22,284.00
	3,24,656.00
	3,21,913.00

	 
	11.25%
	5.65%
	1.55%
	-2.25%
	-2.90%
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	Investment Ratios (Fig in €m)

	Earnings per Share (EPS)

	Formula: Earning Attributable to ESH / No of Outstanding Shares

	Year
	2021
	2022
	2023
	2024
	2025

	Earning Attributable to ESH
	8,730.00
	8,753.00
	9,419.00
	6,304.00
	3,921.00

	Shares (€m)
	295.09
	295.09
	295.09
	295.09
	295.09

	 
	29.58
	29.66
	31.92
	21.36
	13.29

	 

	Book Value per Share

	Formula: Equity / No of Outstanding Shares

	Year
	2021
	2022
	2023
	2024
	2025

	Equity
	1,46,154.00
	1,78,328.00
	1,89,912.00
	1,96,731.00
	2,03,054.00

	Shares (€m)
	295.09
	295.09
	295.09
	295.09
	295.09

	 
	495.29
	604.32
	643.57
	666.68
	688.11
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