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[bookmark: _Toc225413781]Introduction 
Volkswagen is one of the largest automotive manufacturers in the world, with its significant transition towards digital transformation and electric vehicles (volkswagen-newsroom.com, 2025). This transition demands high capital investment, followed by consistent financial management and disciplined cost structure. Therefore, the report will evaluate the financial performance and position of the mentioned company over the past five years, from 2021 to 2025, from the perspective of the Chief Financial Officer. The key objective is to determine the financial health of the company, while underpinning its working capital efficiency to offer suggestions regarding restructuring strategies and assess the available investment prospects with the help of capital budgeting approaches.
The performance analysis will be done using the financial data available in the annual reports of Volkswagen, covering a set of ratio categories, profitability, efficiency, liquidity, gearing, and investment. The report will also include investment appraisal techniques, namely Payback Period, Net Present Value, Internal and Accounting Rate of Return, and Profitability Index to recommend strategic investment decisions.
[bookmark: _Toc225413782]1. Financial Health Check 
[bookmark: _Toc225413783]Past five-year financial statements of Volkswagen
According to the financial statements of Volkswagen over the past five years, the company has maintained top-line resilience, with its revenue increasing from €250,200 million in 2021 to €321,913 million, showing a stable performance. However, the cost management of the company can be said to be ineffective due to the cost of sales increasing from €202,959 million to €270,671 million in five years, followed by net profit declining from €15,428 million to €6,904 million. This is due to the high restructuring costs, followed by an increase in US import tariffs. Due to its disciplined working capital management, Volkswagen maintained a strong liquidity with its total assets increasing from €528,609 million to €644,467 million, exceeding total liabilities from €382,455 million to €441,413 million in five years.
[image: ]
Table 1: Five-Year Trend in Financial Statements Components
(Source: Annual Report Data)
[bookmark: _Toc225413784]Ratio Analysis 
Profitability Ratios  
These ratios measure the profit-earning capability of the company relative to financial factors like revenue, equity, assets, and others (Kalbuana et al. 2022). A declining trend can be seen in the profitability ratios of Volkswagen, with the Operating Margin declining from 7.70% to 7.01% in 2023, and then to 2.75% in 2025. Following that, the ROCE declined from 10.31% to 3.91%, and ROE from 10.56% to 9.44% and then to 3.40%, showing ineffective operating expenses management and poor utilisation of employed capital and equity.
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Graph 1: Profitability Ratios
(Source: Annual Report Data)
Irrespective of its declining profitability, the robust revenue base of Volkswagen, that is, €321,913 million in 2025, offers it economies of scale (volkswagen-group.com, 2025). Following this, the company is capable of maintaining a considerably strong margin (from 2021 to 2023) even during times of global supply chain constraints. On the contrary, the rising inflation is a major threat as the shift to EV requires a high battery supply chain and research and development investments, impacting margins significantly. Similarly, the rising competition from both domestic and global EV makers is a major threat to Volkswagen’s profitability.
Liquidity Ratios
These ratios highlight the ability of the company to cover its short-term obligations with current assets (Blessing and Sakouvogui, 2023). The graph indicates a declining liquidity performance of Volkswagen in the past five years. The current ratio declined from 1.22 in 2021 to 1.16 in 2023 and then to 1.09 in 2025, whereas the quick ratio declined from 0.95 to 0.90 and then to 0.85, reflecting a falling capability of Volkswagen to meet its current debt obligations using its current assets and liquid assets. A low quick ratio is common in capital-intensive industries like the automobile industry; however, it reflects the reliance of VW on its inventory to underpin current debts.
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Graph 2: Liquidity Ratios
(Source: Annual Report Data)
Irrespective of the declining current ratio, the value is above 1, indicating lower current liabilities compared to current assets, preventing any immediate liquidity concerns. Additionally, the market value of VW’s EV is considerably high, resulting in the inventory of the company being highly liquid compared to other companies in the manufacturing industry. However, the falling ratio indicates the faster growth of current liabilities relative to current assets, which is undesirable, and a slight change in interest rates may impact the company’s sales performance as well as overall liquidity.
Efficiency Ratios
These ratios reflect the resource management of the company, highlighting how well the regular operations are maintained through resource management (Olayinka, 2022). The graph reveals a fluctuating trend in the efficiency ratios of Volkswagen, with its Asset Turnover Ratio initially increasing from 0.49 to 0.55 in 2023, but then declining to 0.50 in 2025. Similarly, the inventory turnover ratio declined from 78.72 days to 73.96 days in 2023, but increased to 76.03 days in 2025, suggesting that the company is taking longer days to convert its inventory into sales, while assets are also incapable of creating increasing revenue.
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Graph 3: Efficiency Ratios
(Source: Annual Report Data)
Irrespective of the declining asset turnover ratio, the key strength of VW includes the consistent generation of around €0.50 worth of revenue for every €1 of its assets, which is significantly effective in the automotive industry, given the high investment. Following that, the company has a disciplined supply chain, resulting in moderate inventory days even during a concerning global logistics scenario. However, the major threat includes delays in the division of Cariad software, preventing the launch of new models from acquiring adequate market share, leading to inventory concerns.
Gearing Ratios
These ratios assess the financial leverage of the company, determining the proportion of debt and equity in the capital structure (Dai et al. 2024). In the case of Volkswagen, the gearing ratio attained a consistently declining trend, falling from 1.44 in 2021 to 1.08 in 2023 and then to 0.68 in 2025, showing a higher dependency on equity than debt, which is desirable as it showcases lesser financial risk. However, the Interest Coverage declined from 10.60 in 2021 to 6.29 in 2023 and then to 2.73 in 2025, highlighting the company’s inability to cover its debt-related interest obligations using its operating income, which is undesired.
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Graph 4: Gearing Ratios
(Source: Annual Report Data)
The key strength of the company includes its declining gearing, as it contributes to a lower financial possibility of bankruptcy, highlighting a conservative capital structure of Volkswagen. Following that, the equity of Volkswagen has also increased to €146,154 million in 2021 to €203,054 million, strengthening the balance sheet positively (volkswagen-group.com, 2024). However, the declining profitability is a concerning scenario for the company, making it challenging for Volkswagen to cover its debt interest obligations, resulting in a declining credit rating.
Investment Ratios
These ratios offer insights into the market position of the company, facilitating investment-related decisions (Li, 2026). The Earnings Per Share of Volkswagen initially increased from 30.79 in 2021 to 35.78 in 2023, but then declined to 13.78 in 2025, representing a fallen revenue generation on each share held by the shareholders. Following that, the dividend per share also encountered a fluctuating trend, with an initial increase from 0.015 to 0.018, but then declined to 0.013 in 2025, demonstrating a decline in dividend payments to shareholders by the company.
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Graph 5: Investment Ratios
(Source: Annual Report Data)
As highlighted in the above graph, irrespective of the decline in EPS, Volkswagen maintains consistent reinvestment in EV platforms, contributing to the long-term profitability for investors. Following that, with its robust institutional ownership, the company has secured its blue-chip stock, contributing to its strengths. However, the failure of Volkswagen to generate higher net profits may make the company ineffective in offering dividends to its shareholders, impacting their confidence and future investment decisions.
[bookmark: _Toc225413785]Cash Flow 
According to the five-year (2021 to 2025) annual reports of Volkswagen, a significant industrial shift toward electrification has been observed by the company, attributed to strong investment followed by operational liquidity resilience. The net cash flow, specifically in the Automotive Division, fluctuated consistently, ranging from €8.6 billion to €6.4 billion from 2021 to 2025. Although in 2025, the operating cash flow significantly declined to €8.9 billio, it maintained a strong liquidity standing of around €34.5 billion (volkswagenag.com, 2022). The key reason behind its stabilised scenario is disciplined working capital management alongside the strategy of NEW AUTO, aligning H&D costs with traditional income generation. Thus, VW’s self-financing capability is its major strength, irrespective of its robust investment ratio, allowing the company to undertake additional external debt. However, the increasing US and EU tariffs, specifically on EVs, result in higher energy-associated costs in Germany, followed by price-related competitive threats in China, severely impacting the cash generation capability of the company.
[bookmark: _Toc225413786]2. Working Capital Management Analysis 
[bookmark: _Toc225413787]Assessment of the cash operating cycle
The term Cash Operating Cycle (COC) determines the measurement of time duration between the initial cash outflows for raw materials and the actual receipt of cash from the sale of finished goods (Chang, 2022). For globally operating automobile manufacturers like Volkswagen, the COC is impacted by the complexities of the global supply chain scenarios alongside the distribution network.
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Table 1: Working Capital Ratios
(Source: Annual Reports Data)
Inventory Days: As provided in the table, the inventory days initially declined from 78.72 days to 73.96 days in 2023, which increased to 76.03 days in 2025, demonstrating supply chain improvements after the global pandemic. However, the fluctuating trend indicates complications associated with EV transitions. The company often encounters bottleneck inventory, wherein high carrying costs are incurred due to the bottleneck inventory experienced by new EV models.
Receivable Days: A somewhat stable receivable days has been encountered by Volkswagen, from 23.17 days in 2021 to 23.75 days in 2025, indicating the strong ability of the company to secure dues from its debtors and customers with its Financial Services. However, the dealership's sales declined in the past two years, slowing down the cash receivables slightly.
Payable Days: Stability is also maintained in the case of Volkswagen’s payable days, initially increasing from 41.63 days to 41.66 days, but decreasing to 40.63 days, indicating shorter days to clear off dues to creditors or suppliers. This is facilitated by supplier credit, leading to interest-free financing. However, Europe’s increasing energy costs are impacting suppliers’ liquidity, the potentially experiences supply chain disruptions if payable days are stretched.
[bookmark: _Toc225413788]Recommended strategies to improve liquidity through working capital reforms
To intensify liquidity, while restricting the Cash Operating Cycle (COC), the company, Volkswagen, is required to shift from a traditional approach to manufacturing automotive toward a tech-oriented and lean operational model. Some effective structural reforms have been recommended below to effectively utilise untapped capital:
Just-in-Time, specifically for Battery Supply Chain: With the shift of the company from traditional cars to electric vehicles, given the increasing demand, it has altered the value centre to the battery from the car, amounting to 40% of total costs. Following that, given the NEW AUTO strategy of the company, PowerCo, which is a VW’s subsidiary, is suggested to emphasise the geographical location of its gigafactories using product assembly plants (Choi et al. 2023). As a result of the reduction in raw materials cost, the lead times are reduced in the inventory holding period, offering liquidity promotion.
Receivables Digitisation and Blockchain Integration: The revenue base of Volkswagen is significantly strong, and thus, for its management, instant financial settlement is required. This can be ensured by deploying blockchain-oriented tracking for dealership deliveries, facilitated by the enhancement of automation using a smart-contract-oriented invoicing system, which involves scanning at the distribution centre (Nwulu et al. 2025). The company would be able to free up an extensive amount of cash with the reduction of receivable cycles, facilitating the Group to invest in Research and Development without pressuring the gearing ratio.
Reducing Complexities and Rationalising Inventory: Volkswagen highly promotes customisation, which has imposed a liquidity threat in the prevailing rising EV market. To tackle the model-related complexities, the requirement of safety stocks has increased in global regional centres. The combination of aggressive inventory rationalisation followed by battery motor standardisation would contribute to better inventory turnover, further reducing the presence of dead stock, ensuring faster capital recycling (Pepó et al. 2025). This would not only reduce COC but also enhance Volkswagen's agility.
[bookmark: _Toc225413789]Comparison of short-term and long-term financing options
Financing plays a key role in facilitating the operations of the business, followed by investing in growth-oriented business opportunities (Nicolas, 2022). Therefore, choosing a balanced approach to financing is essential to address the limitations of COC. Volkswagen has a strong credit profile; therefore, selecting short-term and long-term financing instruments requires a detailed assessment of cost, risk, and flexibility. 
Short Term Financing: 
This particular financing process involves the debt obligations which are to be repaid within 1 year, specifically developed to overcome cash flow gaps, working capital requirements or underpin immediate business requirements (Edmans et al. 2022). This includes options, like bank overdrafts and commercial papers, facilitating the management of seasonal variations in vehicle sales. The key advantage of short-term financing is its low interest rates compared to long-term debt financing, allowing Volkswagen to acquire immediate funds to fulfil immediate working capital requirements. However, the key limitations include the risk of rollover, impacting the cost of capital (Hackbarth et al. 2022).
[bookmark: _kb3xlwxbywud]Long-Term Financing:
This type of financing includes the accumulation of capital for a period of more than five years, significant for funding projects, such as machinery, infrastructure, and business expansion (Krinichansky, 2025). Long-term bank loans, corporate bonds, and green bonds are some examples of long-term financing. The major advantage is that permanent initiation of working capital with no sudden repayment obligations facilitates stability. However, a higher interest rate is the key limitation of this financing, impacting the gearing ratio and interest coverage (Xiang et al. 2022).

[bookmark: _Toc225413790]3. Strategic Financial Restructuring Plan
Considering the prevailing shift to electric vehicles by the global automotive manufacturers, Volkswagen’s strategic position has been at a concerning turning point. The application of the NEW AUTO strategy, emphasising autonomous driving and electrification, certain operational variations coupled with restructuring strategies are required to maintain the financial well-being of the company. Given the assessment of the company’s five-year performance, concerning standings have been revealed, which is, irrespective of the high revenue generation, the profit margins have been comparatively low, around 2.7%, with a similar decline in the interest coverage ratio to 2.73. Therefore, to further protect the financial health of Volkswagen, financial restructuring, supporting shareholder value, capital efficiency, and agility are required.
[bookmark: _Toc225413791]Recommended financial restructuring options 
Divestment of Non-Core Assets: Based on the financial statements of the company, the prevailing financial structure of Volkswagen comprises significant complexities alongside an extensive brand portfolio and suppliers (volkswagen-group.com, 2025). Therefore, a “Focus on Core” strategy is recommended. For this, the company is required to divest a particular portion of its specialised divisions or non-core assets that fail to relate to the company’s unified “Scalable Systems Platform”. This would allow the company to effectively put its core assets to use and derive profile outcomes. This is because divesting PowerCo or any other non-core assets would facilitate the acquisition of external financing, minimising the direct pressure on capital on the balance sheet of the company, while further maintaining control.
Green Private Placements Using Equity: The prevailing debt-equity ratio of Volkswagen stands at 0.68, highlighting an effective equity-debt management of the company compared to its performance in 2021. However, considering the requirements of gigafactories alongside the rising interest debt, the acquisition of capital using equity is recommended. For this, the company is required to issue additional Green Equity or convertible bonds, particularly to acquire ESG-oriented investors. As a result of this approach, the company will be able to strengthen its equity base and acquire patient capital, which is essential for long-term projects (Mertzanis and Tebourbi, 2025).
Strategic Joint Venture for Software: Cariad, the software division of Volkswagen, has significantly impacted the company’s operational and financial efficiency due to delays (volkswagen-group.com, 2025). Therefore, it is recommended that the company opt for a joint venture rather than a full merger with an effective technology company. As a result, the company will be able to share its research and development costs, followed by the acquisition of technical expertise, contributing to the reduction of financial drain and promoting time-to-market for upcoming models.
[bookmark: _Toc225413792]Evaluation of the impact on shareholder value, debt structure, and operational flexibility
The suggested restructuring strategies have the capability to influence the performance of the company, Volkswagen, including its debt structure, shareholder value, and overall operational flexibility, which have been individually explored below:
Shareholder Value: Restructuring is highlighted as a major intervention to alter the decline of the company’s Earnings Per Share, which declined to €13.78 in 2025 from €35.78 in 2023 (volkswagen-group.com, 2025). The implementation of divestment strategy of the low-performing subsidiary, the company can restrict the conglomerate discount, which has been compressing VW’s market valuation. Technological companies, coupled with battery companies, demand high price-to-earnings multiples compared to the traditional automotive businesses. With the underpinning of hidden value, VW may be effective in securing market re-rating, resulting in an increase in capital for shareholders (volkswagen-group.com, 2025). Following that, a lean corporate structure, aiming to attain 8% to 10% operating margin, further maintains a sustainable dividend policy, allowing the company to maintain a blue-chip investor presence.
Solvency and Debt Structure: The solvency position of the company, Volkswagen, has been highly affected by the fall in the interest coverage ratio, which dipped to around 2.73 in the latest year, 2025. This situation highlights the company’s sensitivity to monetary concerns and the increasing coupon rates. Therefore, the recommended restructuring strategy allows quick deleveraging with the use of proceeds acquired from divestments. This has the potential to increase interest coverage positively. The development of a robust credit rating is highly essential to establish a minimum weighted average cost of capital, specifically during the issuance of green bonds (Kaur et al. 2023).
Operational Flexibility: An inflexible cost structure is created with the combination of Volkswagen's dual-running EV and Internal Combustion Engine, attributed to the fixed asset depreciation and internal supply chain complexities. The shift towards the variable cost approach, using the divestment of non-core assets, allows VW to attain higher agility. VW would be able to reduce the capacity utilisation from internal to third-party suppliers through sourcing parts from the open market, facilitating production in accordance with the changing global requirements, while simultaneously securing efficiency and effective utilisation of internal factors (Wu et al. 2025).
[bookmark: _Toc225413793]Inclusion of international and ethical considerations 
Implementing strategies requires several considerations, specifically for globally operating organisations, ranging from taxation, ethics, currency risk, CSR, and inflation. Considering the shift to EV by Volkswagen, the following factors are to be considered:
Taxation and Pricing: With the restructuring strategy, specifically using the international battery hubs, the main financial risks associated would be the transfer pricing. To handle this, the company would be required to extensively comply with the Base Erosion and Profit Shifting protocols, allowing the company to overcome reputational risk and regulatory financial obligations rather than applying it as a tax-avoidance practice (Álvarez-Martínez et al. 2022). 
Inflation and Currency Risk: Due to Volkswagen’s global expansion, it generates high revenue, exposing it to high translation and transaction risk. Therefore, it is essential for the company’s restructuring strategy to contain a centralised treasury, considering forwards and options derivatives to protect against the volatility of the EURO relative to the CNY and the USD. Additionally, the rising inflation has increased VW’s energy and labour expenses, particularly in Germany, pressuring its profit margins. For this, the application of a natural hedging strategy would be suitable, allowing the production unit establishment in locations where the revenues and costs are in alignment and generated in the same currency (Ranasinghe et al. 2022).
Ethics and Corporate Social Responsibility: Ethicality and the growing need to comply with corporate social responsibility are two main significant factors in the current business scenario. Using the PowerCom, Volkswagen develops its own supply chain of batteries, resulting in increased ethical complications related to material sourcing. Therefore, restructuring is required to maintain and comply with a framework for responsible sourcing. Following this, labour relations are also essential to maintain due to the strong involvement of labour in the production process and the significant impact of restructuring on the same. Therefore, it is essential to offer retraining opportunities to labourers related to EV production and software employees rather than deploying mass redundancies. 
[bookmark: _Toc225413794]4. Investment Appraisal and Capital Budgeting 
[bookmark: _Toc225413795]Selection between three proposed investment projects
Payback Period
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Table 2: PBP
(Source: Using Provided Information)
Payback Period determines the required time for an investment to recover the initial investment (Dai et al. 2022). A shorter payback period is preferable for companies due to liquidity risk mitigation. The calculation showcases the PBP of Project A to be 4.50 years, Project B to be 4.55 years, and Project C to be 3.6 years. Comparatively, Project C would be a viable choice given the quicker recovery of the £50 million worth initial investment in 3.6 years, leading to faster regeneration of the invested amount, reducing liquidity risks, which is essential, given the recent fall in Volkswagen’s quick ratio.
Accounting Rate of Return
[image: ]
Table 3: ARR
(Source: Using Provided Information)
Accounting Rate of Return assesses the profitability of a given investment through the comparison of the average annual profit of the invested capital (Maheshwari et al. 2024). Based on the calculations, the ARR of Project A is at 3.2%, Project B is at 4%, and Project B is at 12%. Considering the highest ARR of Project C, it is considered viable for a well-established company like Volkswagen. This high ARR demonstrates the company’s potential ability to gain profitability in the following years, overcoming the challenge of compressed Return on Capital Employed.
Net Present Value
[image: ]
Table 4: NPV
(Source: Using Provided Information)
Net Present Value is the difference between the current value of the future cash inflows and outflows (Shou, 2022). The provided table highlights the NPV of Project A to be -£8.63 million, Project B to be -£8.31 million, and Project C to be -£2.00 million. Based on this, Project C is considered to be comparatively viable as a higher and positive value is considered profitable. Although all projects have generated negative NPV, the value of Project C is more suitable than the rest, making it a long-term choice.
Profitability Index
[image: ]
Table 5: PI
(Source: Using Provided Information)
Profitability Index is another investment appraisal technique which determines the ratio of the current value of the future cash flows relative to the initial cost of investment (Cerciello et al. 2023). In the case of Volkswagen, the PI of Project A is around 0.83, while the PI of Project B and Project C stand at 0.83 and 0.96, respectively. As a higher ratio is considered preferable, as it demonstrates high value creation, Project C is considered comparatively viable, allowing Volkswagen to create value in the long-term with its investment and cash flows.
Internal Rate of Return
[image: ]
Table 6: IRR
(Source: Using Provided Information)
Internal Rate of Return is the rate at which the net present value of all cash flows an investment is converted to zero (Arjunan, 2022). In the case of Volkswagen, the Project A demonstrates an IRR of -7%, Project B of -6%, and Project C of -1%. As an IRR exceeding the discount rate is considered preferable, the performance of Project C is comparatively viable, demonstrating financial viability in the long-term, which Project A and Project B fail to offer to the company.
[bookmark: _Toc225413796]Project Recommendation with Reference to Financial Performance and Non-Financial Risks
Based on the above-presented calculations and interpretations, the company, Volkswagen, is recommended to opt for Project C for investment. This particular suggestion can be justified by referencing the financial performance and non-financial risks of Volkswagen, which have been further explained below:
Financial Performance of Volkswagen:
The above-initiated sections, coupled with the annual reports of the company, the 2025 financial health of Volkswagen can be inferred to be concerning in terms of profitability due to a severe decline in its operating margin. Given the global expansion of the company and the requirements of multiple stakeholders, a well-justified capital allocation is demanded by the company, and the investment appraisal outcomes of Project C relate to the primary principle of shareholders, which is wealth maximisation and value creation.
Profitability: The value creation ability of Volkswagen has been highlighted under pressure due to the significant fall in its Earnings Per Share to €13.78 in 2025, which was around €35.78 in 2023 (volkswagen-group.com, 2025). Given the generation of a higher NPV by Project C in the long-term, the company has the capability to expand its intrinsic value in the future. On the other hand, the other two projects may further decline the company’s value, negatively contributed to by their negative IRR and ARR. Investing in Projects A and B would result in the loss of funds, further compressing profitability margins.
Liquidity and Debt: The financial performance has further revealed a declining interest coverage ratio of Volkswagen, which increases the significance of the inflows of cash. This can be effectively handled by the desirable lower Payback Period of 3.6 years, mitigating the liquidity threat. The quicker regeneration of the initial investment worth £50 million would ensure recycling of cash into the automotive segment faster, which is required for the fulfilment of debt service. The inability to time-regenerate the investment cost by Projects A and B may prevent the smooth flow of cash and disrupt further liquidity.
Non-Financial Risks:
Apart from the income statement and balance sheet of the company, the selection of Project C further offers strategic strength to the shift of Volkswagen from traditional mobility towards next-generation battery architecture. However, certain risks are associated with the investment, which have been further explained below:
Brand Equity and Customer Loyalty: Volkswagen has a strong global presence, contributing to its robust brand equity. However, considering the growing need for sustainability by customers and the initiation of EV vehicles in the market, traditional customers may not promote it. However, the strong cash flow of Project C, specifically in the fourth and fifth years, highlights breakthrough innovation instead of minute enhancements. Additionally, offering quality products with an effective battery range using Project C would further result in customer reengagement in key markets, leading to better margins.
Management of Regulatory and Political Risks: Due to the company’s global expansion and the capital-intensive nature of the automotive industry, Volkswagen encounters severe geopolitical and regulatory threats. The generation of high carbon emissions by the production and manufacturing hubs of VW may impact its CO2 targets. However, this can be reduced by using locally developed technology and mitigating combustion penalties. However, the inability to maintain a consistent flow of cash may further impact its stability in terms of global trade. This situation can be mitigated by the undertaking of Project C.
Risks associated with Execution and Operations: Project C highlights a high-risk and high-reward scenario for the company; however, Project B offers a low-return but stable scenario, with Project C requiring quality technical execution. Considering the past performance of Volkswagen, it has undergone significant challenges associated with software integration, resulting in the risk of Project Drift, pushing the optimum cash flow generation of the company to an uncertain future, negatively impacting NPV calculation. The positive cash flows of Project C in the long term effectively maintain the agile framework and decentralisation.
[bookmark: _Toc225413797]Investment Combination and Capital Rationing
In the provided capital rationing scenario, wherein the company has around £100 million for investment, Volkswagen is recommended to invest in a combination of projects that not only reduce value destruction but also maintain short-term liquidity. Therefore, complying with Net Present Value, Project C is the most viable one among all, projecting an NPV of -£2 million, which is closer to positive. However, the available £50 million can be put to use to deleverage the available debt of the company, underpinning the fall in the interest coverage ratio of Volkswagen. 
However, given the scenario of utilising the total available budget of £100 million, it would be beneficial for Volkswagen to invest in the combination of Project C and Project B. This is because the combination will play a key role in the minimisation of NPV; the lowest loss of shareholder wealth will be experienced by the company with this combination, whereas the combination of Project A and Project C would result in a greater loss. Along with this, the combination supports strategic diversification of cash flow. Project A offers a comparatively better liquidity position to Volkswagen, with faster regeneration of the investment amount within the span of five years of the projetc’s life cycle. With the undertaking of Project B in addition to Project A, the company may be capable of creating a suitable cash flow position, offering quick internal funding to overcome any volatility associated with the industry.
[bookmark: _Toc225413798]Conclusion 
To conclude the overall report, it can be stated that Volkswagen, one of the largest automobile manufacturers in the world, encountered a major shift in its financial performance in the recent five years from 2021 to 2025. Although the company’s deleveraging strategy reduced its gearing ratio to 0.68 in 2025, its key profitability ratios encountered a consistent fall, which is undesirable. Similarly, the interest coverage ratio also declined in 2025, with liquidity also falling in the stated year. This showcased not only Volkswagen’s inability to meet its interest requirement but also potential future challenges in meeting its short-term debt obligations. Given the three investment options, Project C is identified as the most vibale one, with Project C and Project B as the suitable combination of investment. 
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