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[bookmark: _Toc227887636]1.0 Introduction
[bookmark: _Toc227887637]1.1 Overview of Volkswagen
The Volkswagen Group is a large automotive manufacturer in the world, with a rich portfolio of brands, such as Volkswagen, Audi, Porsche, and Skoda. The firm has good international representation and market share in Europe, China and North America (Volkswagen, 2024). Over the last few years, Volkswagen has experienced a strategic shift to electric mobility, which was initiated by regulatory forces and sustainability objectives (Hojzakaova, 2025). This shift has necessitated a significant financial input and organisational restructuring. 
[bookmark: _Toc227887638]1.2 Industry Context
Electric vehicles (EVs) are rapidly replacing traditional cars in the global automotive market due to environmental regulations, technological innovation, and evolving customer tastes and preferences. This change has been boosted by the policies of the European Union to eliminate internal combustion engines, which have a profound impact on companies like Volkswagen.
[bookmark: _Toc227887639]2.0 Financial Health Check 
[bookmark: _Toc227887640]2.1 Overview of Financial Performance (5 years)
[bookmark: _Toc227887641]Income Statement Analysis
[image: ]
The financial performance of Volkswagen has been generally increasing but fluctuating within the 2020-2024 period. The revenue rose sharply, reaching in 2020 and 2024, respectively, the levels of €222,884 million and the level of 324,656 million, which is good evidence of an active market and the growth of electric vehicles. Gross profit increased by 38,947 million to 59,472 million, which shows better efficiency in operations. Nevertheless, the operating profit decreased in 2023 (22,528 million) to 2024 (19,060 million), indicating an increase in cost pressure, especially due to EV investment and production expenses. Profitability is also a problem as net income decreased in 2023 (€17,861 million) to 2024 (€12,394 million). Nevertheless, the earnings are still higher than in 2020, which indicates financial stability over the long term (Volkswagen, 2024).
[bookmark: _Toc227887642]Balance Sheet Analysis
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The balance sheet of Volkswagen depicts continuous growth and good growth in assets within the five-year span. The assets grew to 632,905 million in 2024 compared to 497,114 million in 2020 as a result of growing investments in intangible assets (93,333 million to 67,968 million) and financial services receivables. There was also an increase in equity, which rose to 196,731million as opposed to 128,783million that means better retained earnings and financial stability. Nonetheless, the level of liabilities is also significant, as total liabilities are over 436 billion in 2024 due to high levels of borrowing to finance the operations and EV transformation. The rise in financial obligations, especially between the years 2020 and 2024, which is between the period of €114,809 million and 137,061 million, indicates the use of debt financing. This organization underscores a growth-financial risk balance (Łabucki et al., 2026; Volkswagen, 2024).
[bookmark: _Toc227887643]Cash Flow Statement Analysis
[image: ]
The cash flow performance of Volkswagen shows that it experienced varying liquidity levels and high levels of investments between 2020 and 2024. The cash flow operating ratio fell to €17,151 million in 2024 compared to the previous year (2021) of €38,633 million, indicating a decrease in efficiency in cash generation, partially because of heightened working capital needs and costs associated with EV. The cash flow investment in 2024 of -€31,573 million was very negative, as it was the result of constant capital expenditure on technology and production capacity. Cash flows financing became positive during recent years, and in 2024, it is expected to be positive with a value of €11,140 million, showing that it is borrowing more to finance the growth. These movements did not affect cash and cash equivalents, which remained fairly stable at €40,296 million in 2024, with liquidity maintained, but with negative net liquidity, because of high debt levels (Volkswagen, 2024).
[bookmark: _Toc227887644]2.2 Ratio Analysis
[bookmark: _Toc227887645]a) Profitability Ratios
The profitability of Volkswagen has been decreasing over the past few years, whereas it was previously rising. The Return on Equity (ROE) rose in 2020 to 6.85% and reached its highest level in 2021 at 10.56%, which shows lower returns to shareholders. On the same note, the Net Profit Margin declined to 3.82% in 2024 compared to 6.17% in 2021, which indicates an increase in the operating cost and a decline in profitability. This is because there is a high investment in electric vehicle (EV) technology and rising costs of production that have tightened margins. The shift towards sustainable mobility has demanded a high level of financial investment, impacted the short-term profitability and targeted the long-term development (Özdemir and Kırhasanoğlu, 2025; Lundgren and Viganò, 2024; Volkswagen, 2024). [See Appendix A]
[bookmark: _Toc227887646]b) Liquidity Ratios
The current ratio decreased by 1.23 in 2022 to 1.13 in 2024, which means that there is less financial flexibility in the short term. Equally, the acid-test ratio decreased by 0.95 in 2021 to 0.87 in 2024, indicating that it can barely fulfil its short-term commitments without the use of inventory. The cash ratio declined from 0.20 to 0.19 from 2020 to 2024 respectively. These trends indicate that there is a growing working-capital pressure, probably because of increased costs of operation and venture into EV production. Effective management of working capital is consequently needed to ensure the financial stability of a capital-intensive industry (Kayani et al., 2025; Yousaf, 2022; Volkswagen, 2024). [See Appendix A]
[bookmark: _Toc227887647]c) Efficiency Ratios
The efficiency ratios of Volkswagen show that the company has a moderate performance in its operations with fluctuations. Receivables turnover ratio rose by 13.72 in 2020 to 15.36 in 2024 and indicates improved credit management and quicker receivables collections. The inventory turnover ratio is a mixed performance with an increase in 5.09 in 2020 to 6.01 in 2023, which dropped slightly in 2024 to 5.72. This shows inconsistency in the efficiency of managing inventory, which could be a result of disruptions in the supply chain and the fluctuation in production demand. The “asset turnover” and “fixed asset turnover” are increased from 2020 to 2024. The EV transition can also be a cause of inventory issues, with new technologies needing new production processes (Łabucki et al., 2026; Zaino et al., 2024). [See Appendix A]
[bookmark: _Toc227887648]d) Gearing Ratios
The gearing ratios of Volkswagen indicate that it uses a high amount of debt financing, but there has been a slight improvement over the years. The debt-to-equity ratio declined to 2.22 in 2024 after it was 2.86 in 2020, showing slow improvement of the capital structure. Nevertheless, the company is still highly leveraged. The times interest earned ratio decreased significantly between 11.07 in 2021 and 4.88 in 2024, indicating that the company could not cover interest expenses as well. The large percentage of 49.87 in 2022 is not a result of long-term operation but rather a short-term financial indicator. Financial risk has increased due to increased borrowing to fund EV investments and technological transformation (Graham, 2022; Volkswagen, 2024). [See Appendix A]
[bookmark: _Toc227887649]e) Investment Ratios
The investment ratios of Volkswagen give conflicting indications on the returns to shareholders and market value. The dividend payout ratio was also rather steady (0.24-0.28), which signifies a stable dividend policy. Nevertheless, the price-to-earnings (P/E) ratio dropped to 2.13 in 2024 downward compared to 4.90 in 2020, indicating less investor trust or devaluation. This fall could be indicative of the uncertainty linked to the company switching to electric vehicles and the risk of investing in large amounts of capital. Capital budgeting decisions need to be effective to promote shareholder value (Purnamasari and Adriza, 2024; Volkswagen, 2024). [See Appendix A]
[bookmark: _Toc227887650]f) Cash Flow Analysis
The cash flow ratios of Volkswagen show that the company is experiencing a decline in their cash generation ability over the past five years. The operating cash flow ratio has decreased from 0.24 in 2021 to 0.08 in 2024, indicating a decreased capability of meeting the short-term liabilities using operating cash flows. Likewise, the cash flow to debt ratio declined to 0.04 in 2024 as compared to 0.10 in 2021, which means a reduction in the ability to meet debt obligations. The “free cash flow” is declined from 2020 (0.90) to 2024 (0.49). These tendencies imply the rise in financial pressure because of high capital spending and investment in EV development. The continuity of cash flow will play a vital role in sustaining further growth and financial stability (IEA, 2024; Volkswagen, 2024). [See Appendix A]
[bookmark: _Toc227887651]2.3 Key Findings
[bookmark: _Toc227887652]Strengths
Volkswagen has several financial strengths in the five years period, especially when it comes to increasing revenues and assets. In the year 2020, the sales revenue stood at a very high level of €222,884 million which declined to 324,656 million in 2024 showing that there was a great demand in the market and that it is present globally. The company has been relatively steady in terms of profitability even in the face of industry challenges, with net income of over 12billion in the year 2024. The increase in receivables turnover is an indication of effective credit management and efficiency in its operations (Łabucki et al., 2026; Volkswagen, 2024; Zaino et al., 2024).
[bookmark: _Toc227887653]Weaknesses 
Volkswagen has several financial weaknesses, especially as regards profitability and liquidity, in spite of its strengths. Net profit margin decreased in 2024 to 3.82% compared to 6.17% in 2021, reflecting growing cost pressures and a lack of operational efficiency. Equally, the 2024 returns on equity declined to 6.30, suggesting to shareholders a decrease in returns. The liquidity ratios have deteriorated, and the current ratio has decreased to 1.13, and the acid-test ratio to 0.87, indicating the possible short-term financial risk. High investments in the development of electric vehicles and the increased cost of production are key reasons behind these problems, as well as pressure on financial performance (Özdemir and Kırhasanoğlu, 2025; Kayani et al., 2025; Volkswagen, 2024).
[bookmark: _Toc227887654]Trends 
The financial performance of Volkswagen shows growth, decline and fluctuation in the five years. There is a steady increase in revenue and total assets, which is brought about by growth and electric vehicle technology investment (Lundgren and Viganò, 2024; IEA, 2024; Volkswagen, 2024). Nonetheless, the measures of profitability, like net profit margin and return on equity, show a downward trend due to inflated costs and competition. There are also downward trends in cash flow and liquidity ratios, reflecting decreased financial flexibility. 
[bookmark: _Toc227887655]3.0 Working Capital Management Analysis
[bookmark: _Toc227887656]3.1 Cash Operating Cycle
The cash operating cycle of Volkswagen is moderate and has some variations in the past five years. The decrease in inventory days was from 71.77 days in 2020 to 63.77 days in 2024, which depicts better inventory management, though a bit volatile. Receivable days were very steady, decreasing from 2020 to 23.76 in 2024, indicating good control of credit and quicker collection. Payable days fluctuated, decreasing from 37.14 days in 2020 to 33.47 days in 2024, suggesting slightly quicker payments to suppliers. Overall, the cash conversion cycle improved from 61.23 days in 2020 to 54.05 days in 2024, although it peaked at 55.04 days in 2022. All these trends imply a better working capital efficiency, though the cycle stability is still affected by the continued changes in working with EVs (Kayani et al., 2025; Yousaf, 2022; Volkswagen, 2024). [See Appendix D]
[bookmark: _Toc227887657]3.2 Evaluation
The working capital management of Volkswagen shows a medium efficiency, with a positive change of its cash conversion cycle, which fell to 54.05 days in 2024 compared to 61.23 days in 2020. The days outstanding receivables and lower inventory holding days reflect that they have good control of their operation and better cash flow management. Nevertheless, the liquidity ratios are relatively low, and the operating cash flow is decreasing, which indicates that there are some liquidity risks involved. The 2024 current ratio (1.13) and acid-test ratio (0.87) show minimal financial flexibility in the short term. Further, low payable days also means that the cash outflows will be quicker, and this can cause a liquidity strain. These uncertainties are further compounded by major investments in capital equipment to produce EVs and transform to technology, which puts an additional burden on working capital needs (Kayani et al., 2025; Yousaf, 2022; Volkswagen, 2024).
[bookmark: _Toc227887658]3.3 Recommendations
[bookmark: _Toc227887659]Improve Receivables Collection
In order to improve its receivables collection, Volkswagen needs to adopt a more stringent credit control policy and use digital payment systems. Receivable days have been boosted to 23.76 days in 2024, but additional improvements can be made to strengthen liquidity. The company can embrace the use of automated invoicing, early payment discounts and enhanced credit risk evaluation to reduce delays. Additionally, the incorporation of data analytics can be used to create high-risk customers and optimise collection strategies. Increased receivables turnover would enhance cash inflows and facilitate operational financing, especially at capital-intensive EV expansion. The timely operation of the supply chain of receivables is essential to the preservation of the financial stability of a competitive and fast-changing industry (Kayani et al., 2025; Yousaf, 2022).
[bookmark: _Toc227887660]Inventory Optimisation
Volkswagen needs to concentrate on improving inventory levels by using high-demand forecasts and integrating the supply chain. Despite a lower inventory day of 63.77 days in 2024, there have been fluctuations which point to inefficiencies in stock management. Just-in-time (JIT) systems and digital inventory tracking will help the company to minimize holding costs and enhance turnover (Łabucki et al., 2026; Zaino et al., 2024). Since EV production is a complicated process, coordination with suppliers and production planning should be enhanced. Proper inventory optimisation would lead to the reduction of the excess inventory and minimisation of the risks of obsolescence and the working capital performance. This is essential, especially in an industry that is experiencing a high rate of technological change and product innovation.
[bookmark: _Toc227887661]Supplier Financing Strategies
Volkswagen can enhance its working capital status by implementing supplier financing techniques like paying long-term and implementing supply chain financing programmes. The payable days fell to 33.47 days in 2024, representing quicker outflows of cash, which can result in limited liquidity. Negotiating extended credit terms and reverse factoring allow Volkswagen to sustain the relationships with suppliers, as well as increase the cash flow. The strategies enable suppliers to get early payments at the hands of financial institutions and Volkswagen to have longer payment cycles. This strategy helps regulate the liquidity without impacting the operations, particularly at the time of heavy investments in EV technologies and other infrastructures (Kayani et al., 2025; Volkswagen, 2024).
[bookmark: _Toc227887662]3.4 Financing Options
[bookmark: _Toc227887663]Short-term vs Long-term Financing
Volkswagen has the potential to employ both short-term and long-term finance to assist its working capital and strategic investments. Bank overdrafts and trade credit are short-term finance sources that offer flexibility to run day-to-day operations and liquidity requirements. Long-term funding, on the other hand, such as bonds and equity, is better adapted to finance large-scale investments like electric vehicle development and infrastructure (Graham, 2022; Volkswagen, 2024). Since Volkswagen is a capital-intensive company, long-term capital is necessary to maintain its stability, and short-term sources to facilitate efficiency in its operations. A balanced financing strategy enables the company to maintain a healthy liquidity level and long-term growth.
[bookmark: _Toc227887664]Trade-offs and Implications 
There is a trade-off between short-term and long-term financing. Short-term financing is usually cheaper and more lenient but exposes itself to greater refinancing and liquidity risks in case of default on obligations (Purnamasari and Adriza, 2024). The long-term financing is more stable and less repayment pressure but tends to be more expensive and long-term (Graham, 2022). In the case of Volkswagen, the high level of dependence on debt financing has exposed it to financial risk, as indicated by the high level of gearing. Nevertheless, to finance EV investments and technological transformation, there is a need to invest in the long term. As such, a balance between cost, risk, and financial flexibility depends on an ideal combination of sources of financing (Volkswagen, 2024).
[bookmark: _Toc227887665]4.0 Strategic Financial Restructuring Plan 
[bookmark: _Toc227887666]4.1 Current Financial Challenges
[bookmark: _Toc227887667]Debt Levels
Volkswagen has a high debt ratio, which is a key reason why it is under pressure in terms of finances, as indicated by its gearing ratio and balance sheet structure. The debt-to-equity ratio of the company was above 2.0 in the previous years, which implies that the company heavily depends on external financing. As much as debt financing allows expansion, it raises financial risk and interest payments. The deterioration in the times interest earned ratio to 4.88 in 2024 shows a decreased ability to pay interest. This scenario strains cash flows and financial security, especially at times of economic instability. The necessity of debt-sustainable financing is thus of high priority to the financial sustainability in the long term (Graham, 2022; Volkswagen, 2024).
[bookmark: _Toc227887668]EV Transition Costs
The shift to electric vehicles at Volkswagen is one of the significant financial challenges. The transformation demands a lot of capital investment in research and development, production facilities, and battery technology (Černá, 2026). These expenses have greatly augmented the operational costs and diminished profitability levels. As emphasized in the literature on the industry, EV production is associated with increased start-up costs compared to traditional vehicles with internal combustion engines, especially with battery production and technological advancement (Özdemir and Kırhasanoğlu, 2025). Moreover, the European Union regulatory requirements to eliminate internal combustion engines also contribute to this change, compelling Volkswagen to spend a lot of money within a short period.
[bookmark: _Toc227887669]Profit Margin Pressure
The profitability of Volkswagen has been declining over the past few years, which indicates higher operational expenses and competition. The net profit margin declined to 3.82 percent in 2024 as compared to 6.17 percent in 2021, which implies that the company became less efficient in translating revenue into profit. This loss is mainly because of the increasing production costs, supply chain disruption, and heavy investment in EV technologies. Moreover, stiff competition by international firms, including Tesla and BYD, has added further pressure on prices and margins (Lundgren and Vigano, 2024; Zaino et al., 2024).
[bookmark: _Toc227887670]4.2 Restructuring Options
[bookmark: _Toc227887671]Divestitures
Divesting non-core assets or unproductive areas of business is one of the strategic alternatives that Volkswagen can utilize. The company can create liquidity through selling or restructuring less profitable business units and concentrating on its core business segments, which include electric mobility and digital transformation. Divestitures also have the capability to enhance efficiency in operations and to make the organisation simpler. Volkswagen is a brand with a long list of brands, selective divestment would simplify the company and improve profitability (Łabucki et al., 2026).
[bookmark: _Toc227887672]Equity Financing
The possible restructuring strategy is equity financing that will decrease the use of debt and enhance the capital structure. Volkswagen is able to raise capital through issuing new shares or equity capital increases by investors to strengthen its equity base and to lower the financial leverage. This would reduce the interest payments and increase financial stability. Equity financing can dilute the ownership of the existing shareholders, but this has long-term advantages as it minimizes financial risk and contributes to sustainable growth. Considering the magnitude of investment needed to transform into an EV, equity financing will be instrumental in facilitating strategic initiatives without raising debt levels (Graham, 2022; Volkswagen, 2024).
[bookmark: _Toc227887673]Strategic Partnerships and Mergers
Strategy alliances or mergers are also options that Volkswagen can consider in order to share the cost and risks involved in technological innovation. Cooperation with technology companies, battery producers, and other automotive companies can contribute to efficiency and faster development. The partnership enables the firms to enjoy economies of scale, share research and development costs in addition to accessing new markets. These collaborations are especially useful in the context of the EV transition, where it decreases the financial load and enhances competitiveness. It is possible that strategic alliances would be able to help Volkswagen grow in the long term, as well as reduce financial risks tied to substantial investments (Ladeira and Ferreira, 2025; Zaino et al., 2024).
[bookmark: _Toc227887674]4.3 Impact Evaluation
[bookmark: _Toc227887675]Shareholder Value
The proposed reorganizing plans can increase the value of the shareholders through increased profitability and lessening financial risk. Divestitures can produce short-term cash flows, and equity financing enhances the financial position of the company. Strategic partnerships have the potential to result in cost reduction and innovation and can add to the value creation in the long-term. However, shareholders may be concerned about short-term impacts such as dilution or restructuring costs. Hence, it is necessary to communicate and align the strategies so that these efforts are seen as positive in the eyes of investors (Purnamasari and Adriza, 2024).
[bookmark: _Toc227887676]Capital Structure
Restructuring will have dire effects on the capital structure of Volkswagen. Equity financing and divestitures can help to reduce debt levels and enhance financial leverage. A more balanced capital structure improves the stability of the company to withstand economic changes and lessens the risk of being financially distressed. Nevertheless, it is important to have an ideal balance between debt and equity since overdependence on equity can lead to a higher cost of capital. Thus, Volkswagen needs to make careful decisions regarding its financing to reach an efficient and sustainable capital structure (Graham, 2022).
[bookmark: _Toc227887677]Financial Flexibility
Financial flexibility is important to allow Volkswagen to act upon changes in the market and invest in the future opportunities. Flexibility of the company can be increased through restructuring strategies to increase liquidity and to decrease debt. This helps Volkswagen to be flexible to changes in technology, regulations and competition. Better cash flow management and availability of various sources of financing are other factors that enhance financial resilience (Volkswagen, 2024).
[bookmark: _Toc227887678]4.4 International & Ethical Considerations
[bookmark: _Toc227887679]Currency Risk
Volkswagen is a global company prone to currency fluctuations that may affect its financial performance. The volatility of exchange rates impacts revenues, costs and profitability, especially in the global market. These risks can be alleviated by effective hedging policies and diversification of geographical locations. Currency exposure is a crucial aspect of financial performance that should be managed to ensure the stability of the globalised economy (Lodeira and Ferreira, 2025).
[bookmark: _Toc227887680]Inflation
Inflation is also a major disadvantage to Volkswagen, which has caused the cost of production to go higher and consumer demand to be impacted. An increase in the price of raw materials, labour and energy can decrease profit margins (Subramaniam, 2022). To overcome these issues, Volkswagen will have to practice cost-controlling and pricing policies to sustain profitability amidst the inflationary circumstances (IEA, 2024).
[bookmark: _Toc227887681]Taxation
Taxation policies in various countries impact the financial performance and strategy of Volkswagen. Profitability can be affected by changes in corporate tax rates, environmental taxes, and incentives to produce EVs (Boostani et al., 2024). The firm needs to make sure it adheres to international taxation laws and maximizes its tax policy to increase financial efficiency (Černá, 2026).
[bookmark: _Toc227887682]ESG Considerations
Environmental, social, and governance (ESG) are also key to the reputation and success of Volkswagen in the long run. The shift of the company towards electric vehicles is in line with the sustainability and regulatory factors. Enhancing ESG activities may increase stakeholder confidence, find investment, and promote long-term value generation (Meloni, 2025). Sustainable practices are increasingly important in the automotive industry, making ESG a key consideration in financial restructuring (Hojzáková, 2025; Lundgren and Viganò, 2024).
[bookmark: _Toc227887683]5.0 Investment Appraisal & Capital Budgeting
[bookmark: _Toc227887684]5.1 Methodology
Investment appraisal techniques are used to evaluate the financial viability of projects. Payback Period (PBP) is used to determine the time it takes to recoup the initial investment, and Accounting Rate of Return (ARR) is used to determine profitability on an accounting basis (Graham, 2022; Purnamasari and Adriza, 2024). Net Present Value (NPV) and Profitability Index (PI) evaluate value creation through discounted cash flows, and Internal Rate of Return (IRR) evaluates the rate of return on a project. These techniques aid in sound financial decision-making.
[bookmark: _Toc227887685]5.2 Project Evaluation
[bookmark: _Toc227887686]Project A Analysis
Project A shows moderate performance in terms of finances, with limitations. The Net Present Value (NPV) is £8.676 million pounds, which means that the project is valuable to the firm. The Profitability Index (PI) is also acceptable, with a value of 1.174 being greater than 1. Nonetheless, the project does not break even in five years, as indicated by the Payback Period (PBP), which is not realized. Also, the Internal Rate of Return (IRR) is not high at 2.722% and indicates low returns in contrast to the 10% discount rate. There is also low profitability with the Accounting Rate of Return (ARR) at 1.6%. In general, the project is less desirable since it generates value but has low returns and cannot be recovered quickly. [Referred to Appendix C]
[bookmark: _Toc227887687]Project B Analysis 
Project B demonstrates the same, but a bit worse performance than Project A. The NPV of £8.301 million shows that there is value creation, and the PI of 1.166 proves that the project is viable. The project has predictable cash flows annually, which minimizes uncertainty and risk. But just like Project A, the Payback Period does not recover the initial investment within five years, which implies slow recovery of the initial investment. Project A has an IRR of 3.263% that is marginally more than that of Project A but is far lower than the desired 10% return, which restricts its appeal. The ARR is 2.0%, which implies a low level of profitability. Project B is not a good choice because its returns are not very good, even though it is stable. [Referred to Appendix C]
[bookmark: _Toc227887688]Project C Analysis
Project C has a different performance profile that provides higher returns but is more variable. The NPV value of £1.984 million is positive and much less than that of Projects A and B, which suggests that there is little value creation. The PI of 1.040 is marginally acceptable. Nonetheless, the project has the greatest IRR of 8.587%, which is nearer to the 10 percent discount rate; hence, it is not much less appealing in terms of returns. The ARR of 6.0% is also the highest among the three projects, indicating better profitability. Nonetheless, the Payback Period is not obtained in five years, which indicates a slow cash recovery. Project C is thus risky yet has the potential of higher returns as opposed to other projects. [Referred to Appendix C]
[bookmark: _Toc227887689]5.3 Decision
[bookmark: _Toc227887690]Recommended Project
According to the outcome of the investment appraisal, Project C is the most appropriate project. It has a smaller Net Present Value (£1.984 million) than Projects A and B, but provides the highest Internal Rate of Return (8.587%) and Accounting Rate of Return (6.0%). These signals imply increased profitability possibilities when compared to the other projects. Also, the Profitability Index value of 1.040 proves the fact that the project is financially viable. Projects that have a greater potential for returns are preferable in a capital-intensive and fast-growing industry. Thus, Project C is believed to be the best option, as it is both financially viable and better in terms of its returns.
[bookmark: _Toc227887691]Justification 
The choice of Project C is based on the current financial status and risk environment of Volkswagen. High costs of EV investment are putting the company under pressure to diminish profitability and are straining its budget. Here, a project that has a greater payoff, like Project C, is more in line with the requirement of enhancing financial performance. The project has a lower NPV, but its IRR is higher which demonstrates that it is more efficient in bringing returns, which is essential in the long-term development of Volkswagen (Lundgren and Viganò, 2024; IEA, 2024). Nevertheless, Project C is also riskier because it has fluctuating cash flows and payback delays. The company has a healthy asset base and has a strategy of continuous transformation, which means that it can handle this risk and reap better returns.
[bookmark: _Toc227887692]5.4 Capital Rationing Decision
[bookmark: _Toc227887693]Budget = £100 million 
In the case of capital rationing, Volkswagen has a maximum investment budget of £100 million, which implies that only two projects can be selected because the initial investment in each of the projects is different, with each project costing an initial amount of £50 million. This constraint necessitates the rigorous use of financial resources in a bid to maximise returns and work towards the strategic goals. Capital rationing focuses on the value of choosing projects that will give the best value and profitability using scarce resources. In that regard, the decisions to be made should focus on high-return projects and good utilisation of capital. The use of capital budgeting models (NPV, IRR, and PI) will help to make sure that investment decisions are financially sound and are in the maximisation of shareholder value (Graham, 2022; Purnamasari and Adriza, 2024).
[bookmark: _Toc227887694]Best Combination of Projects 
Project A and Project B are the most suitable combination of projects, as they offer the greatest combined Net Present Value (£8.676 million + £8.301 million = £16.977 million) and create the most value compared to the rest of the combinations. The profitability indices of both projects are also high (over 1), and this proves that the two projects are financially viable. Even though Project C has a better IRR, it has a lower NPV, hence less appealing when coupled with a second project with a budget constraint. Projects A and B are chosen to achieve stable and consistent cash flows, with less risk and greater total returns. Thus, this combination is the best to maximise the financial benefits in the £100 million budget.
[bookmark: _Toc227887695]Justification
Projects A and B are selected due to their value maximisation and risk considerations. The total of these projects has the highest NPV, which is one of the significant indicators of the creation of shareholder value. Moreover, the cash flows of both projects are relatively predictable and stable, thus making the financial risk less than that of Project C, which is more unpredictable. The financial issues faced by Volkswagen as of today, such as the deteriorating profitability and significant investment needs, place stability as a priority (Purnamasari and Adriza, 2024). Project C is less appropriate in capital limitations, even though it has a higher IRR, because it has a lower total value contribution. Hence, Projects A and B would be a good balance between financial returns and exposure to a lower risk.
[bookmark: _Toc227887696]6.0 Conclusion
[bookmark: _Toc227887697]6.1 Summary of Key Findings
The analysis shows that the revenue and asset growth of Volkswagen has been high within the five years, as the company has not only expanded globally but also invested in electric vehicles. Nevertheless, indicators of profitability, liquidity, and cash flows demonstrate decreasing tendencies, which indicate increasing expenses and financial strains. The level of efficiency is also relatively stable, whereas gearing levels show that the company still depends on debt financing. The firm is resilient, but it experiences temporary financial difficulties as a result of changing the industry and making capital-intensive investments.
[bookmark: _Toc227887698]6.2 Final Strategic Recommendations 
It is suggested that Volkswagen should put emphasis on increasing cost efficiency and management of the working capital in order to increase liquidity. The company would want to consider equity funding and selective dispositions of non-core assets to reduce the levels of debt. The financial burden of technological innovation should be shared through strategic partnerships. Moreover, better cash flow management and a balanced capital structure will be necessary to sustain long-term expansion and financial stability in a fast-changing car industry.
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	"Year"
	"Cash Flow"
	"Discounting Factor @10%"
	"Present Value"
	

	0
	-£              50.00 
	1.000
	-£            50.00 
	

	1
	 £               10.00 
	0.909
	 £              9.09 
	

	2
	 £               12.00 
	0.826
	 £              9.92 
	

	3
	 £               14.00 
	0.751
	 £            10.52 
	

	4
	 £               10.00 
	0.683
	 £              6.83 
	

	5
	 £                8.00 
	0.621
	 £              4.97 
	

	"Net Present Value (NPV) of Project A"
	-£            8.676 
	

	
	
	

	"Profitability Index (PI) of Project A" (NPV+Initial investment)/Initial investment)
	1.174
	

	
	
	
	
	

	"Year"
	"Cash Flow"
	"Discounting Factor @10%"
	"Present Value"
	Cumulative

	0
	-£              50.00 
	1.000
	-£            50.00 
	-£                     50.00 

	1
	 £               10.00 
	0.909
	 £              9.09 
	-£                     40.91 

	2
	 £               12.00 
	0.826
	 £              9.92 
	-£                     30.99 

	3
	 £               14.00 
	0.751
	 £            10.52 
	-£                     20.47 

	4
	 £               10.00 
	0.683
	 £              6.83 
	-£                     13.64 

	5
	 £                8.00 
	0.621
	 £              4.97 
	-£                       8.68 

	"Payback Period (PBP) of Project A"
	Not Recovered

	
	
	
	
	

	Year
	Cashflow
	"Discounting Factor @10%"
	Present value
	

	0
	-£              50.00 
	1.000
	-£            50.00 
	

	1
	 £               10.00 
	0.909
	 £              9.09 
	

	2
	 £               12.00 
	0.826
	 £              9.92 
	

	3
	 £               14.00 
	0.751
	 £            10.52 
	

	4
	 £               10.00 
	0.683
	 £              6.83 
	

	5
	 £                8.00 
	0.621
	 £              4.97 
	

	"Internal Rate of Return (IRR) of Project A"
	2.722%
	

	
	
	
	
	

	
	
	
	
	

	"Year"
	"Cash Flow"
	"Depreciation" 
	"Present Value"
	

	0
	-£              50.00 
	0.00
	-£            50.00 
	

	1
	 £               10.00 
	10.00
	 £                 -   
	

	2
	 £               12.00 
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	 £              2.00 
	

	3
	 £               14.00 
	10.00
	 £              4.00 
	

	4
	 £               10.00 
	10.00
	 £                 -   
	

	5
	 £                8.00 
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	-£              2.00 
	

	"Accounting Rate of Return (ARR) of Project A" 
	1.600%
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	"Cash Flow"
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	"Present Value"
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	-£               50.00 
	1.000
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	 £               11.00 
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	 £               11.00 
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	5
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	"Net Present Value (NPV) of Project B"
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	"Profitability Index (PI) of Project B"
	1.166
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	"Present Value"
	Cumulative

	0
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	3
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	-£             22.64 

	4
	 £               11.00 
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	-£             15.13 

	5
	 £               11.00 
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	-£               8.30 
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	Present value
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	2
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	 £                              9.09 
	

	3
	 £               11.00 
	0.751
	 £                              8.26 
	

	4
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	0.683
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	5
	 £               11.00 
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	 £                              6.83 
	

	"Internal Rate of Return (IRR) of Project B"
	3.263%
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	"Present Value"
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	 £               11.00 
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	 £                              1.00 
	

	2
	 £               11.00 
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	 £                              1.00 
	

	3
	 £               11.00 
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	 £                              1.00 
	

	4
	 £               11.00 
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	 £                              1.00 
	

	5
	 £               11.00 
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	 £                              1.00 
	

	"Accounting Rate of Return (ARR) of Project B" 
	2.000%
	

	"Year"
	"Cash Flow"
	"Discounting Factor @10%"
	"Present Value"
	

	0
	-£               50.00 
	1.000
	-£                            50.00 
	

	1
	 £                 5.00 
	0.909
	 £                              4.55 
	

	2
	 £               10.00 
	0.826
	 £                              8.26 
	

	3
	 £               20.00 
	0.751
	 £                            15.03 
	

	4
	 £               25.00 
	0.683
	 £                            17.08 
	

	5
	 £                 5.00 
	0.621
	 £                              3.10 
	

	"Net Present Value (NPV) of Project C"
	-£                            1.984 
	

	
	
	

	"Profitability Index (PI) of Project C"
	1.040
	

	
	
	
	
	

	"Year"
	"Cash Flow"
	"Discounting Factor @10%"
	"Present Value"
	Cumulative

	0
	-£               50.00 
	1.000
	-£                            50.00 
	-£             50.00 

	1
	 £                 5.00 
	0.909
	 £                              4.55 
	-£             45.45 

	2
	 £               10.00 
	0.826
	 £                              8.26 
	-£             37.19 

	3
	 £               20.00 
	0.751
	 £                            15.03 
	-£             22.16 

	4
	 £               25.00 
	0.683
	 £                            17.08 
	-£               5.09 

	5
	 £                 5.00 
	0.621
	 £                              3.10 
	-£               1.98 

	"Payback Period (PBP) of Project C"
	Not Recovered

	
	
	
	
	

	Year
	Cashflow
	"Discounting Factor @10%"
	Present value
	

	0
	-£               50.00 
	1.000
	-£                            50.00 
	

	1
	 £                 5.00 
	0.909
	 £                              4.55 
	

	2
	 £               10.00 
	0.826
	 £                              8.26 
	

	3
	 £               20.00 
	0.751
	 £                            15.03 
	

	4
	 £               25.00 
	0.683
	 £                            17.08 
	

	5
	 £                 5.00 
	0.621
	 £                              3.10 
	

	"Internal Rate of Return (IRR) of Project C"
	8.587%
	

	
	
	
	
	

	
	
	
	
	

	"Year"
	"Cash Flow"
	"Depreciation" 
	"Present Value"
	

	0
	-£               50.00 
	0.00
	-£                            50.00 
	

	1
	 £                 5.00 
	10.00
	-£                              5.00 
	

	2
	 £               10.00 
	10.00
	 £                                 -   
	

	3
	 £               20.00 
	10.00
	 £                            10.00 
	

	4
	 £               25.00 
	10.00
	 £                            15.00 
	

	5
	 £                 5.00 
	10.00
	-£                              5.00 
	

	"Accounting Rate of Return (ARR) of Project C" 
	6.000%
	


(Source: Ms-Excel)
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I have used AI tools only to take ideas to create structure, creativity and cross check myself there is nothing which is left for the preparation for this assessment.
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Distribution expenses -22,320 -21,345| -19,840| -19,228| -18,407
Administrative expenses -12,754 -12,729| -11,689| -10,420 -9,399
Other operating income 14,974 15,152 19,238 14,731 12,438
Other operating expenses -20,312 -19,534| -17,812| -13,049| -13,904
Operating result 19,060 22,528 22,124| 19,275 9,675
Share of the result of equity-accounted investments 375 2,291 2,395 2,321 2,756
Interest income 2,419 2,658 1,325 810 793
Interest expenses (Less) 3,446 3,640 442 1,818 2,291
Other financial result -1,602 -739 -3,359 -463 733
Financial result -2,255 570 -81 851 1,991
EBIT 16,806 23,099| 22,044 20,126| 11,667
Income tax income/expense -4,411 -5,237 -6,208 -4,698 -2,843
L Current -5,858 -6,791 -5,262| -4612| -3,150
L Deferred 1,447 1,554 -946 -86 307
Net Income 12,394 17,861| 15,836] 15,428 8,824
of which attributable to

L Non-controlling interests 1,043 1,329 393 46 -43
L Volkswagen AG hybrid capital investors 630 586 576 539 533
L Volkswagen AG shareholders 10,721 15,947 14,867 14,843 8,334
Basic/diluted earnings per ordinary share (€) 21.36 31.79 29.63 29.59 16.6
Basic/diluted earnings per preferred share (€) 21.42 31.85 29.69 29.65 16.66
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Assets

Non-current assets 3,87,674|3,61,005| 3,40,464| 3,28,261| 3,02,170
Intangible assets 93,333 89,109| 83,241 77,689 67,968
Property, plant and equipment 71,452 66,880| 63,890 63,695 63,884
Lease assets 73,193 64,094| 59,380 59,699| 50,686
Investment property 622 632 610 615 558
Equity-accounted investments 10,269| 12,239 12,668 12,531 10,080
Other equity investments 5,731 4,431 3,489 3,000 1,865
Financial services receivables 1,01,087| 94,474| 86,944| 84,954| 82,565
Other financial assets 12,129| 11,757 13,832 9,156 7,834
Other receivables 2,868 2,702 3,095 2,895 2,867
Tax receivables 409 437 394 635 376
Deferred tax assets 16,581 14,251 12,921 13,393| 13,486
Current assets 2,45,231|2,39,644|2,24,309|2,00,347| 1,94,944
Inventories 56,720 53,601| 52,274| 43,725| 43,823
Trade receivables 21,130] 21,849| 18,581 15,521| 16,243
Financial services receivables 68,855 66,381| 61,549 56,498| 58,006
Other financial assets 18,649| 16,953| 15,167 12,584| 13,234
Other receivables 10,217| 8,799| 7,806| 7,473 7,381
Tax receivables 2,038 1,649 1,732 1,618 1,186
Marketable securities and ime | 57 556! 6.770| 37,208| 22,532 21,162
deposits

Cash and cash equivalents 40,296| 43,449| 29,172| 39,723| 33,909
Assets held for sale - 190 733 674|—

Total assets 6,32,905/6,00,6495,64,772|5,28,609| 4,97,114
Equity and liabilities

Equity 1,96,731|1,89,186|1,78,327|1,46,154|1,28,783
Subscribed capital 1,283 1,283 1,283 1,283 1,283
Capital reserve 14,551| 14,551| 14,551 14,551 14,551
Retained earnings 1,55,130(1,47,104|1,37,267(1,17,342 1,00,772
Other reserves -2,560( -3,125| -1,845| -3,167| -5,270
Equity attributable to hybrid 13.807| 15155| 14.121| 14.439| 15713
capital investors

Equity attributable to

shareholders & hybrid investors 1,82,294(1,74,968| 1,65,378(1,44,449| 1,27,049
Non-controlling interests 14,437| 14,218] 12,950 1,705 1,734
Non-current liabilities 2,19,134/2,05,427|2,03,453| 2,18,062| 2,02,921
Financial liabilities 1,37,061(1,22,323|1,21,737(1,31,618| 1,14,809
Other financial liabilities 6,548 6,968| 8,188 4,466| 4,257
Other liabilities 10,584| 9,885 9,020| 8,430, 7,905
Deferred tax liabilities 10,900 9,781| 10,734| 5,131 4,890
Provisions for pensions 27,602 29,672| 27,553| 41,550| 45,081
Provisions for taxes 4,084 4,287 4,320 3,392 3,292
Other provisions 22,355 22,511| 21,900 23,474| 22,688
Current liabilities 2,17,039|2,06,036|1,82,992| 1,64,393| 1,65,410
Financial liabilities 1,17,020(1,10,476| 83,448 78,584 88,648
Trade payables 29,772| 30,901| 28,748 23,624| 22,677
Tax payables 724 556 726 614 340
Other financial liabilities 14,364| 14,022| 19,820| 13,002| 10,590
Other liabilities 24,752| 24,345| 22,655 19,890| 17,979
Provisions for taxes 1,698 1,663 2,586 2,863 2,213
Other provisions 28,709 24,042| 24,851 25,578| 22,964
Liabilities associated with _ 31 158 238

assets held for sale

Total equity and liabilities 6,32,905|6,00,649|5,64,772|5,28,609|4,97,114
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Cash and cash equivalents at beginning of period 43,522| 29,738| 39,123| 33,432| 24,329
Earnings before tax 16,806| 23,099| 22,044 20,126| 11,667
Income taxes paid -6,187 -7,716 -4,415 -4,216 -2,646
Depreciation and amortization (incl. impairments) 12,858 11,727 13,364 12,947 12,765
Amortization & impairments on capitalized development costs 7,209 5,184 5,144 5,050 4,637
Impairment losses on equity investments 710 717 2,185 137 454
Depreciation of right-of-use assets 11,279 10,655 9,977 9,339 9,214
Gain/loss on disposal of non-current assets & equity investments 110 208 30 180 -889
Share of result of equity-accounted investments 2,362 271 575 787 586
Other non-cash expense/income 903 3,953 -542 -1,652 -1,572
Change in inventories -2,695 -2,071 -8,385 2,110 1,334
Change in receivables (excluding financial services) -2,083 -4,361 -3,207 1,888 712
Change in liabilities (excluding financial liabilities) 52 5,272 8,586 1,856 540
Change in provisions 4,247 715 -1,856 1,943 803
Change in lease assets -19,358| -14,964 -8,771| -16,205| -12,914
Change in financial services receivables -9,061| -13,325 -6,294 4,345 260
Cash flows from operating activities 17,151 19,356 28,496/ 38,633 24,901
Investments in intangible assets & property -17,202| -14,653| -12,948| -10,655| -11,273
Additions to capitalized development costs -10,244| -11,142 -9,723 -7,843 -6,473
Acquisition of subsidiaries -284 -675 -1,122 -3,158 -26
Acquisition of other equity investments -2,152 -2,041 -2,504 -2,741 -1,660
Disposal of subsidiaries -148 -63 372 -304 402
Disposal of other equity investments 231 41 35 52 195
Proceeds from disposal of fixed assets 947 501 437 469 411
Change in investments in securities & deposits -203 11,273| -14,885 -1,281 -4,462
Change in loans -2,517 -3,054 -1,483 -667 143
Cash flows from investing activities -31,573| -19,812| -41,822| -26,128| -22,690
Capital contributions/redemptions -1,144 1,003 -235 -1,071 2,984
Dividends paid -5,779| -11,732| -4,362| -3,022| -2,952
Capital transactions with non-controlling interests - -8| 16,198 -590 -238
Proceeds from issuance of bonds 38,420| 37,740 23,876] 32,659 25,181
Repayments of bonds -32,617| -32,582| -25,638| -30,557| -19,815
Proceeds from issuance of unlisted notes 13,122 15,790 -4,366 -3,928 -
Repayments of unlisted notes -8,341 -8,981 -1,248 -1,246 -
Changes in other financial liabilities 8,813 15,967 - - 3,577
Repayments of lease liabilities -1,334 -1,190 - - -1,100
Cash flows from financing activities 11,140/ 16,008 4,225 -7,754 7,637
Effect of exchange rate changes on cash 55 -1,764 -285 942 -745
Change of loss allowance within cash & cash equivalents 1 - - 1 -
Net change in cash and cash equivalents -3,226| 13,785 -9,385 5,691 9,103
Cash and cash equivalents at end of period 40,296| 43,522| 29,738| 39,123| 33,432
Securities and time deposits and loans 44662| 41,858| 49,771 34,515 32,645
Gross liquidity 84,959| 85,380| 79,509| 73,637| 66,078
Total third-party borrowings -2,54,081(-2,32,813(-2,05,312(-2,10,213|-2,03,457
Net liquidity -1,69,122|-1,47,433|-1,25,803|-1,36,576(-1,37,380





