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[bookmark: _Toc227924377][bookmark: _Toc227924548][bookmark: _Toc227925480]1.Introduction:

BMW is a popular car brand and one of the top producers of high-end vehicles worldwide. Operating through BMW, MINI, and Rolls-Royce Motor Cars, the firm has its headquarters in Munich, Germany. BMW is renowned for creating high-end automobiles with exceptional engineering, performance, and innovation.

Environmental concerns, more stringent laws, and shifting customer demands have all had a major impact on the automotive sector in recent years. Consequently, automakers around the world have made electric cars (EVs) a top focus. The pressure on conventional automakers has also intensified because to competition from firms like BYD and Tesla.

As a result, BMW has increased the scope of its EV plan by investing in digital systems, battery technology, and new electric models including the i4, i5, i7, and iX. It is estimated that the company's next "Neue Klasse" platform will increase production flexibility and EV efficiency (Schnermann, S.V., 2022)

However, a significant capital investment, sound financial management, and ongoing innovation are necessary for the shift to electric mobility. In order to determine how BMW can sustain long-term growth and competitiveness in the global EV market, this paper assesses the company's financial performance, working capital management, restructuring possibilities, and investment potential.


1. [bookmark: _Toc227924378][bookmark: _Toc227924549][bookmark: _Toc227925481]Financial Health Check

Over the period of five years, BMW showed that it could bounce back from the global pandemic, supply chain problems, and the shift to electric cars. From 2020 to 2023, the group's revenue went up from about 99 billion EUR to 155 billion EUR. Then, in 2024, it went down to 142 billion EUR (Tocha, J.F., 2021). Strong demand for premium vehicles, better pricing power, and more sales of electric vehicles all helped the growth from 2020 to 2023. The drop in 2024, on the other hand, was due to weaker consumer demand, slower growth in China, and more price competition in the EV market.

Net profit also went up a lot after 2020, going from about 3,857 million EUR in 2020 to 12,165 million EUR in 2023. It then went down to 7,678 million EUR in 2024. Even though profits fell in the last year, BMW was still very profitable compared to many other car companies around the world.

Total assets stayed strong during the whole time, reaching about 267,700 million EUR in 2024. This shows that BMW has a lot of money to invest, good financing operations, and a valuable global asset base (Talikine, A., 2025). Shareholders' equity stayed high at about 94,000 to 95,000 million EUR, which shows that the company's long-term capital structure is strong.



[bookmark: _Toc227924379][bookmark: _Toc227924550][bookmark: _Toc227925482]2.1 Profitability Analyses

Profitability ratios show that a business may earn profit from sales and the money it has invested These ratios are very important for BMW because the company needs to stay profitable while making big investments in electric vehicles.

Gross Profit Margin 

The gross profit margin tells you what percentage of your sales revenue is left over after you deduct the direct costs of manufacturing and selling the products, including workers, raw materials, and transportation costs. It highlights how effectively BMW manages its production costs and maintains prices low.

Formula: -


BMW’s gross profit margin remained relatively healthy over the review period, ranging between approximately 18.0% and 20.8%. In 2020, the margin was lower due to pandemic-related factory shutdowns, weaker production volumes, and supply chain disruption. During 2021 to 2023, gross margin improved as demand recovered, supply chains stabilised, and BMW benefited from premium pricing on luxury SUVs and performance models (Ganhão, G.A.P.V., 2021). In 2024, the margin declined to around 18.0%, compared with 20.8% in 2023.

Operating Profit Margin

A percentage of revenue left over after operating expenses including administration, selling costs, R&D, and depreciation is deducted is known as the operating profit margin. The efficiency of the core business is reflected in this percentage.

Formula:-


After an outbreak, BMW's operating margin increased significantly. Before declining to 8.5% in 2024, it rose from around 4.5% in 2020 to 11.0% in 2023. Stronger operational efficiency, effective cost control, and increased demand for valuable premium models are all proved by the long-term increase. The reduction in 2024 implies that BMW experienced higher expenses for overhead due to EV transformation (Calhamar, A.M.S.M.Q., 2025).

Net Profit Margin	

The final percentage of profit kept from sales income after every expense, such as operational expenses, interest, and taxes, are deducted is known as the net profit margin.

Formula: -

Before declining to 5.4% in 2024, BMW's net profit margin rose from nearly 3.9% in 2020 to 7.8% in 2023. This approach highlights how BMW's excellent pricing discipline, premium product mix, and operational recovery helped the company successfully increase its final pro-
fitability following the pandemic (Guevara, C., 2021). 

In the automobile sector, where margins tend to be lower due to high costs of production and cyclical demand, a net profit margin above 5% is still high, even though profits declined in 2024. This shows that BMW continues to turn sales into a strong profit.

Return on Assets (ROA)	

Return on Assets estimates how well a business generates net earnings from its total assets.

Formula: -


Between 2020 and 2024, BMW's ROA increased by approximately 1.8% to 2.9%. This shows that manufacturing, machinery, financial service assets, and technological investments are being used more efficiently. The rise also implies that BMW's EV production capacity expansion is continually giving better returns (Talikine, A., 2025).

Return on Equity (ROE)

A crucial metric for investors, return on equity calculates the profitability produced from shareholders' money.
 
Formula: -


BMW's return on equity (ROE) grew from roughly 4.1% in the year 2020 to 8.1% in 2024, with even higher levels in 2022 and 2023. This shows better value creation for shareholders and more effective use of equity resources (Azevedo, B.A.M., 2020). Investors are drawn to strong ROE because it shows that management is producing more returns on shareholder investment.

[bookmark: _Toc227924380][bookmark: _Toc227924551][bookmark: _Toc227925483]2.2 Liquidity ratio

The ability of the business to pay short-term obligations like wages, supplier payments, and other operating costs is evaluated by liquidity ratios.

Current Ratio

The ability of current assets to pay current liabilities is gauged by the current ratio. Cash, receivables, inventory, and short-term investments are examples of current assets; trade payables, short-term loans, and delayed expenses are examples of current liabilities.

Formula: -


Over the course of the assessment period, BMW's current ratio averaged between 1.10 and 1.20. Due to supply chain and cash flow problems caused by the pandemic, the ratio was somewhat lower in 2020. However, BMW retained a stronger short-term liquidity position when operations returned to normal and vehicle demand recovered. The current ratio was roughly 1.16 in 2023 and 1.12 in 2024, a little decrease (Mixich, D., 2024).

Quick Ratio

As inventory is not included in current assets, the fast ratio also referred to as the acid-test ratio is a more stringent liquidity metric. Selling inventory can take some time, particularly in the automobile industry where cars are expensive products.

Formula: -


BMW’s quick ratio remained below 1 during most of the five-year period, which is common for vehicle manufacturers. In 2023, the quick ratio was approximately 0.89, while in 2024 it 
declined slightly to 0.84.

Cash Ratio

Th As it only takes into account cash and cash equivalents in relation to current liabilities, the cash ratio is the most conservative measure of liquidity.

Formula: -


BMW maintained significant cash reserves during the assessment period, despite the fact that specific yearly amounts differ. Strong operating cash inflows from financial services and car sales helped to support this (Kroes, J.R. and Manikas, A.S., 2014). Because it offers flexibility throughout economic downturns and encourages strategic investment in EV technology, maintaining robust cash levels is crucial.

[bookmark: _Toc227924381][bookmark: _Toc227924552][bookmark: _Toc227925484]2.3 Efficiency Ratio Analysis

These ratios are crucial because they show how effectively management is utilizing the resources at hand. Because the automobile sector is very capital-intensive and demands considerable investments in plants, machinery, stocks, technology, and international distribution networks, efficiency ratios are particularly important for BMW. So, maintaining profitability and competitiveness requires effective asset utilization.
Inventory Turnover Ratio

The efficiency with which inventory is converted into sales is measured by inventory turnover:

Formula: -


Between 2020 and 2024, the inventory turnover ratio rose from roughly 7.10 times to 8.80 times. This suggests that BMW managed its inventories better and sold goods faster during that time. In addition to improving cash flow and lowering the danger of obsolete stock, faster inventory turnover also lowers storage expenses (Lijuan, C., Bhaumik, A., Xinfeng, W. and Jingwen, W., 2023). Better supply chain coordination and a more stable demand recovery are other contributing factors to the improvement.

Asset Turnover Ratio

Asset turnover reflects a company's capacity to make profits from its asset base:

Formula: -


In 2020 and 2024, the asset turnover ratio increased from around 0.46 to 0.53. This demonstrates that BMW made more money per unit of assets used. Better use of factories, equipment, manufacturing facilities, and financial service assets is suggested by the increase. Additionally, it shows that recent investments are improving sales results.

[bookmark: _Toc227924382][bookmark: _Toc227924553][bookmark: _Toc227925485]2.4 Gearing Ratio Analysis

Debt-to-Equity Ratio

The debt-to-equity ratio determines how much debt a business uses to finance its operations in relation to shareholders' equity (Nukala, V.B. and Prasada Rao, S.S., 2021).

Formula: -


Over the course of the five years, BMW's debt-to-equity ratio exhibited a comparatively steady trajectory. From 1.75 in 2020 to 1.84 in 2021, the ratio grew to 1.90 in 2022 before falling to 1.82 in 2023 and then slightly rising to 1.83 in 2024. BMW employed outside funding to promote long-term growth and expansion in the electric vehicle market, as seen by this moderate degree of debt.



Interest Coverage Ratio

The interest coverage ratio assesses how well the business can use operational profit to pay interest. It is a crucial measure of solvency and the ability to service debt.

Formula: -


Between 2020 and 2024, BMW's interest coverage ratio increased from roughly 5.8 times to almost 6.9 times. This shows that during the evaluation period, the business produced enough
operating profit to comfortably pay financing charges (Kaplan, R.S. and Cooper, R., 1998).

A high interest coverage ratio shows sound financial management and lowers the chance of insolvency.

[bookmark: _Toc227924383][bookmark: _Toc227924554][bookmark: _Toc227925486]2.5 Investment and Cash Flow Analysis

Determining a company's financial sustainability and ability to fund operations and long-term objectives is made easier with the help of cash flow analysis. Over the course of the five years, BMW's operating cash flow remained robust. Before falling to 7,566 million EUR in 2024, it rose from 6,400 million EUR in 2020 to 17,675 million EUR in 2023. This demonstrates that BMW produced robust internal cash flows following the pandemic recovery, despite a decline in performance in 2024 due to reduced profitability, increased expenses, and ongoing investment pressure (Muller, B.A., 2025).

However, due to significant capital expenditures, investment cash flows remained negative throughout the time. BMW greatly boosted its investments in R&D, digital systems, production facilities, battery technologies, and electric vehicle platforms. BMW reported investing 12,205 million EUR in property, plant, and equipment and intangible assets in 2024, up from 10,881 million EUR in 2023. This increase demonstrates that BMW made significant financial investments for future expansion and competitiveness.

Despite considerable investment spending, free cash flow stayed positive. In 2024, BMW produced free cash flow of almost 5,000 million EUR. Strong internal funding and financial capability are indicated by this.

As businesses must constantly spend in innovation, battery systems, and infrastructure to be competitive, the EV industry is known for its high investment expenditure. BMW's solid operating cash flows show that the corporation has the financial capacity to maintain long-term growth in spite of these significant investments (Gautam, A., Smith, J. and Lee, R. (2025).

[bookmark: _Toc227924384][bookmark: _Toc227924555][bookmark: _Toc227925487]2.6 Financial Strengths and Threats

The financial analysis provides a few advantages. These include increased profitability in comparison to the epidemic period, enhanced operating efficiency, positive free cash flow, and significant revenue growth from 98,990 million EUR in 2020 to 142,380 million EUR in 2024. BMW also enjoys the advantages of a healthy balance sheet, a strong premium brand, and worldwide consumer loyalty.

However, there are still certain financial dangers. While investment spending rose in 2024, operating cash flow declined, which might put pressure on the market if demand continues to decline (Alcidi, C., Shamsfakhr, F., Arnal, J. and Gojsic, D., 2024). BMW must also invest a lot of money in digital systems, battery technology, and EV manufacturing. Furthermore, future margins may be lowered by increased competition from Chinese EV producers, BYD, and Tesla. Therefore, BMW's long-term viability will depend on its ability to maintain financial stability while pursuing innovation and EV growth.

2. [bookmark: _Toc227924385][bookmark: _Toc227924556][bookmark: _Toc227925488]Working Capital Management Analysis

[bookmark: _Toc227924386][bookmark: _Toc227924557][bookmark: _Toc227925489]3.1 Overview of Working Capital Analysis

The management of short-term assets and debts to enable a business to function effectively while retaining adequate liquidity is known as working capital management. Cash, inventory, trade receivables, and trade payables are its primary areas of focus. Because the automobile sector needs huge supplier networks, considerable inventory levels, and significant short-term financing to support manufacturing and international sales operations, effective working capital management is especially crucial for BMW.

During BMW's shift to electric cars (EVs), effective working capital management is especially crucial because battery manufacturing, technology investment, and supply chain reorganization need substantial financial resources. As a result, this part evaluates BMW's cash operating cycle, compares short-term and long-term financing options, and suggests ways to increase liquidity through working capital changes (Bhattacheryay, S., 2023).

[bookmark: _Toc227924387][bookmark: _Toc227924558][bookmark: _Toc227925490]3.2 Cash Operating Cycle Analysis

The time it takes a company to turn its investment in inventory and receivables into cash is measured by the cash operational cycle, also known as the cash conversion cycle. It is a crucial measure of liquidity management and operational effectiveness. The following formula is typically used to determine the cash operating cycle:

Cash Operating Cycle = Inventory Days + Receivable Days – Payable Days

BMW uses inventory days to measure how long it takes to turn finished cars and raw materials into final sales. Inventory levels are important from a financial standpoint because BMW manufactures high-end cars with high unit values. BMW reported having about 18.5 billion EUR in inventory in 2024, which reflects the amount of stock kept throughout manufacturing facilities and international distribution networks. In the automotive business, high inventory values are typical, but if vehicle demand declines, they may put pressure on liquidity (Ramey, V.A. and Vine, D.J., 2006).

Receivable days are crucial for BMW because a lot of its clients buy cars through BMW Financial Services' financing agreements. This indicates that the company's balance statement shows a large amount of receivables. Over €100 billion in sales financing receivables were reported by BMW Group in its financial services division in 2024. Although these receivables produce interest income, they also tie up cash resources and raise the risk of client payback.

Payable days are a measure of BMW's supplier payment delays. Due to its size and volume of purchases, BMW has significant negotiating power. The business collaborates with major suppliers of metals, batteries, electronics, and automobile parts (Dyer, J.H., 2000). BMW can maintain liquidity and lessen the strain on short-term cash balances by arranging advantageous payment terms.

[bookmark: _Toc227924388][bookmark: _Toc227924559][bookmark: _Toc227925491]3.3 Strategies to Improve Liquidity Through Working Capital Reforms

BMW is able to implement a number of working capital improvements to increase liquidity. First, the business should keep improving inventory control through the use of digital analytics, flexible production scheduling, and demand forecasting tools (Al Bashar, M., Taher, A. and Johura, F.T., 2024). Reducing surplus stock and releasing funds locked up in inventory would result from improved production and customer demand alignment.

Second, BMW should increase dealer credit monitoring, promote digital payments, and, when necessary, provide early settlement incentives in order to improve receivables collection (Elvy, S.A., 2024). Improved short-term liquidity and operations cash flow would result from quicker collection.

Third, the business can keep solid ties with important suppliers while negotiating advantageous terms for supplier payments (Spekman, R.E., 1988). Longer cash retention promotes liquidity and lessens the need for short-term funding. This is particularly crucial in the EV industry, where suppliers of semiconductors and batteries play a crucial strategic role.

Additionally, BMW should enhance supplier cooperation, battery recycling systems, and procurement planning in order to optimize its EV supply chain. Better management of these resources would reduce the need for working capital because battery materials are costly. Furthermore, more effective finance arrangements and early detection of liquidity problems would be made possible by improved Treasury forecasting tools. Lastly, taking off non-core or unused assets could increase cash flow and enhance financial flexibility.


[bookmark: _Toc227924389][bookmark: _Toc227924560][bookmark: _Toc227925492]3.4 Comparison of Short-Term vs Long-Term Financing Options

BMW needs funding to finance long-term strategic investments as well as working capital requirements. Bank overdrafts, trade credit, revolving credit lines, and commercial paper are examples of short-term financing possibilities. For short-term capital needs like inventory purchases, supplier payments, or seasonal production increases, these financing options are typically more adaptable (Bi, G., Song, L. and Fei, Y., 2020). They may be less expensive right away and can frequently be set up rapidly. Short-term funding, however, significantly increases the risk of refinancing and exposes the business to tighter credit requirements or higher interest rates.

Corporate bonds, long-term bank loans, equity financing, and green bonds are examples of long-term financing choices. These are better suited for large-scale investments like battery plants, EV manufacturing facilities, R&D, and digital transformation. Long-term financing lowers the need for regular refinancing and offers funding stability (Bassanini, F. and Reviglio, E., 2011). However, in the event of stock offering, it can include increased long-term expenses, interest obligations, or shareholder dilution.

As EV investment plans usually require significant resources and provide returns over several years, long-term financing is particularly crucial for BMW. For daily working capital management and operational flexibility, short-term finance is still helpful.

[bookmark: _Toc227924390][bookmark: _Toc227924561][bookmark: _Toc227925493]3.5 Recommended Financing Approach for BMW

Based on the matching principle, BMW ought to implement a balanced financing plan. This indicates that while long-term assets like factories, batteries plants, and technological systems should be funded with long-term capital, short-term assets like inventories and receivables should be financed with short-term funds (Kripke, H., 1951).

While employing short-term credit facilities for short-term liquidity needs, the corporation should keep using long-term debt and bonds for strategic EV expansion. BMW should also increase its usage of sustainability-linked financing and green bonds since these sources could reduce funding costs and improve the company's environmental standing.

Strong internal cash reserves would help increase resilience in the event of supply chain disruption or unpredictable economic conditions.

3. [bookmark: _Toc227924391][bookmark: _Toc227924562][bookmark: _Toc227925494]Strategic Financial Restructuring Plan

[bookmark: _Toc227924392][bookmark: _Toc227924563][bookmark: _Toc227925495]4.1 Current Financial Issues

BMW is still one of the richest premium car companies in the world, but it is currently facing a number of serious financial problems that call for a strategic restructuring plan. BMW's Group revenue fell from 155,498 million EUR in 2023 to 142,380 million EUR in 2024. During the same time, net profit fell from 12,165 million EUR to 7,678 million EUR. This drop is due to lower demand around the world, more competition in the electric vehicle (EV) market, higher prices, and higher operating costs (Gersdorf, T., Hensley, R., Hertzke, P. and Schaufuss, P., 2020).
	
A big problem is that the car industry is changing quickly to electric cars. BMW needs to keep spending a lot of money on battery systems, electric vehicle platforms, software, self-driving cars, and digital manufacturing systems. In 2024, the amount of money spent on property, plant, equipment, and intangible assets was about 12,205 million EUR. These big capital commitments are necessary for future growth, but they can make short-term profits go down and cash flow problems worse.

The level of competition around the world is also getting higher. Tesla is still a strong competitor in the high-end electric vehicle market. At the same time, BYD and a number of other Chinese companies are expanding their businesses internationally by using aggressive pricing strategies. Mercedes-Benz, Audi, and other traditional competitors are also making more electric vehicles. If BMW doesn't keep up with new ideas and keep costs down, more competition could hurt its market share and profit margins.

BMW is also at risk because of uncertainty in the economy as a whole. High inflation, high interest rates, and low consumer confidence can all make people less likely to want to buy expensive cars (Frank, R.H., 2001). The cost of making batteries also goes up when the prices of lithium, nickel, and cobalt rise. There is also an ongoing risk of global supply chain problems, especially in logistics networks and semiconductors.

So, even though BMW is still financially stable, these pressures show that the company needs to make strategic changes to make it more resilient, efficient, and able to grow over the long term.

[bookmark: _Toc227924393][bookmark: _Toc227924564][bookmark: _Toc227925496]4.2 Financial Restructuring Options

Divesting non-core or underperforming assets is an appropriate restructuring choice. BMW should examine its subsidiaries, excess real estate, low-yield investments, and old combustion-engine businesses that might be losing value over time. Capital that might be used for higher-growth EV initiatives including battery technologies, luxury EV product lines, autonomous systems, and digital mobility services could be released by selling certain assets. Additionally, divestiture would lower management attention from non-core activities and increase return on assets.

The growth of joint ventures and strategic alliances is a second choice. BMW should work more closely with battery producers, semiconductor suppliers, providers of charging infrastructure, and software developers instead of chasing big mergers. Because expenditures are distributed across partners, these collaborations would lessen the financial burden of research and development (Mishra, A., 2015). Additionally, they would improve access to specialized knowledge and spur innovation.

Retained earnings equity reinforcement is a third restructuring option. BMW continues to be profitable and has positive operating cash flow. Therefore, instead of expanding borrowing, the company can finance future expansion by keeping a higher part of profits. This strategy lowers gearing risk and increases owners' equity. In order to acquire money without relying too much on debt, BMW may also think about a limited stock issuance if a significant strategic acquisition or expansion opportunity presents itself.

Restructuring and refinancing debt is another crucial tactic. By substituting longer-term debt at more stable interest rates for short-term or costly borrowing, BMW can optimize its capital structure. This would enhance liquidity planning and lessen the pressure to refinance (Moridu, I. and Abidin, Z., 2023). BMW should also increase its usage of sustainability linked financing and green bonds. Because BMW is investing in EV production, carbon reduction, and ecologically responsible manufacturing, these tools are especially appropriate.

Lastly, BMW should keep pursuing cost-cutting initiatives in manufacturing, logistics, and procurement. Automation, better supply chain management, and digital production systems can reduce operational costs without sacrificing product quality. In price-sensitive EV markets, lower cost structures would boost profits and increase competitiveness.
 
[bookmark: _Toc227924394][bookmark: _Toc227924565][bookmark: _Toc227925497]4.3 Impact on Shareholder Value, Debt Structure and Operational Flexibility

Long-term shareholder value is probably going to increase as a result of the suggested restructuring choices. Profitability ratios would increase and management could concentrate on high-growth segments by selling off low-return assets. Stronger profits performance and an enhanced return on equity are typically the results of better capital allocation. Companies that focus their resources on profitable core operations are frequently rewarded by investors.

By cutting development costs and eliminating redundancy, strategic collaborations may also boost shareholder value (Svendsen, A., 1998). Shared battery research, for instance, can speed up product introductions while lowering investment requirements. BMW's market position and future revenue growth could be enhanced through quicker innovation.

If projects are financed internally without taking on excessive debt or diluting shareholders, retained earnings financing can be advantageous to shareholders. Retaining earnings, however, would short-term lower dividend payments, which some investors might find objectionable. However, long-term shareholder wealth should rise if retained capital produces appealing returns (Fried, J.M., 2014).

Additionally, BMW's debt structure would be improved by the restructuring plan. By creating internal cash, divestitures lessen the need for further borrowing. Refinancing debt into longer maturities results in more predictable cash outflows and less pressure to make short-term repayments (Dangl, T. and Zechner, J., 2021). Green bonds may reduce average interest costs and diversify sources of funding. Additionally, a better balance sheet can boost investor confidence and credit ratings.

The restructuring strategy would greatly increase operational flexibility. Stronger cash buffers and fewer debt commitments would enable BMW to react swiftly to supply chain disruptions, market downturns, and new investment possibilities. If technology advances quickly, partnerships offer flexibility and lower fixed cost obligations. For instance, BMW can more readily adjust through joint ventures than through totally owned, expensive facilities if battery chemistry changes.

[bookmark: _Toc227924395][bookmark: _Toc227924566][bookmark: _Toc227925498]4.4 International and Ethical Considerations

Considering BMW's global operations, international financial and ethical concerns must be considered while making restructuring decisions. One significant element is taxation. To minimize needless tax expenses, BMW should effectively organize its worldwide investments while adhering to all international tax laws and OECD standards (Schon, W., 2009). Aggressive tax evasion may result in legal repercussions and harm to one's image.

Another important factor is currency risk. BMW makes money in a variety of currencies, such as EUR, USD, CNY, and GBP, and its production expenses are likewise dispersed globally. Volatility in exchange rates can have a big impact on reported profitability and competitiveness. As a result, the business should keep employing geographically diverse production facilities, natural currency matching, and hedging techniques.

A key component of any restructuring strategy must be corporate social responsibility, or CSR. Cost reduction should not be the sole goal of financial restructuring. BMW should offer retraining programs, equitable severance benefits, and reasonable workforce transition assistance to employees affected by divestitures or operational changes (Steel, H., 2025). This is especially crucial when the business transfers jobs from combustion engine manufacture to electric vehicle manufacturing.

BMW's standing with customers, authorities, and investors would be enhanced by ongoing investments in electric vehicles, carbon reduction, renewable energy utilization, and sustainable manufacturing. Long-term firm valuation is increasingly impacted by strong ESG performance.


4. [bookmark: _Toc227924396][bookmark: _Toc227924567][bookmark: _Toc227925499]Investment Appraisal and Capital Budgeting

[bookmark: _Toc227924397][bookmark: _Toc227924568][bookmark: _Toc227925500]5.1 Introduction to Investment Decision

A key component in capital budgeting is investment appraisal, which aids a business in determining if rival projects are financially feasible. A broader knowledge of liquidity, profitability, risk, and the development of shareholder value is offered by methods like Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Internal Rate of Return (IRR), and Profitability Index (PI). Because BMW is making significant investments in electric vehicles, battery systems, software development, and sustainable production facilities, investment appraisal is very crucial for the corporation (Fey, F., 2023). As a result, investment choices must safeguard profitability and liquidity while promoting long-term growth.

Three suggested projects like: Project A, Project B, and Project C are assessed in this section. Every project generates cash inflows over a five-year period and requires an initial investment of 50 million. Depreciation is computed using the straight-line technique to zero with a 10% discount rate.

[bookmark: _Toc227924398][bookmark: _Toc227924569][bookmark: _Toc227925501]5.2 Payback Period

The time needed for a project to earn back its initial investment from cash inflows is measured by the payback period. Because projects with shorter payback periods recover capital more quickly, it is helpful for evaluating liquidity risk
Formula:



	Year
	Cash Flow
	Cumulative Cash Flow

	Initial
	-5,00,00,000
	-5,00,00,000

	1
	1,00,00,000
	-4,00,00,000

	2
	1,20,00,000
	-2,80,00,000

	3
	1,40,00,000
	-1,40,00,000

	4
	1,00,00,000
	-40,00,000

	5
	80,00,000
	40,00,000











Project A:


Project A recovers investment in 4.5 years, Project B in 4.55 years, and Project C in 3.6 years, according to the payback period data. As a result, compared to the other two initiatives, Project C has the shortest payback period and returns the initial investment more quickly. Because of this, Project C is more appropriate in situations when capital recovery and liquidity are crucial. This is helpful for BMW since the business is now making large investments in battery systems, technology development, and EV production, all of which call for careful cash management.

However, because it overlooks cash flows after the payback point and the time value of money, the payback technique has disadvantages (Lefley, F., 1996). It should therefore be utilized when combined with PI, IRR, and NPV.

[bookmark: _Toc227924399][bookmark: _Toc227924570][bookmark: _Toc227925502]5.3 Accounting Rate of Return

The average yearly accounting profit as a proportion of the average investment is measured by the accounting rate of return. Because it promotes profitability rather than just cash recovery, it is beneficial. The equation is:


Annual depreciation is as follows because each project has a 50 million original investment and no residual value:  50 million / 5 = 10 million per year

Cash Inflows:10+12+14+10+8 = 54 million

Average Annual Cash Inflow:  54 / 5 = 10.8 million 

Average Annual Profit:  10.8 – 10 = 0.8 million 

Average investment: (50 million + 0) / 2 = 25 million  



Project A generates total cash inflows of 54 million, resulting in an average yearly cash inflow of 10.8 million. The average yearly profit after depreciation is 0.8 million, or 3.2% ARR.

Project B generates total cash inflows of 55 million, resulting in an average yearly cash inflow of 11 million. The average yearly profit after depreciation is 1 million, or 4.0% ARR.

Project A generates total cash inflows of 65 million, resulting in an average yearly cash inflow of 13 million. The average yearly profit after depreciation is 3 million, or 12.0% ARR.

Project C is the most profitable project in terms of accounting, according to the ARR findings. This is crucial for BMW since the business needs initiatives that boost profits and enhance returns during the switch to electric vehicles. However, because it is focused on accounting profit rather than cash flows and ignores the time value of money, ARR has drawbacks (Brief, R.P. and Lawson, R.A., 2014).

[bookmark: _Toc227924400][bookmark: _Toc227924571][bookmark: _Toc227925503]5.4 Net Present Value

Net Present worth is one of the most effective investment analysis tools since it takes into account the time worth of money. NPV analyses the present value of future cash inflows to the initial investment. If the NPV is positive, that means the project generates value. If the NPV is negative, that means the project decreases shareholder value.


Discount rate (10%):

	Year
	Cash Flow
	Discount Factor
	Present Value

	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 PV = 41.31




NPV = 41.31 – 50 = -8.69 million


The NPV results are:

Project A = -8.69 million
Project B = -8.31 million
Project C = -1.99 million

All three projects have negative NPVs, which means none of them meet the necessary 10% return. But Project C has the lowest negative NPV, indicating that it is the most financially viable option. As a result, Project C has the highest NPV, despite the fact that it does not generate good value for shareholders at the 10% discount rate.

NPV is especially crucial to BMW because the corporation must carefully allocate cash while making investments in EV technology and environmentally friendly production (Azevedo, B.A.M. and Olschewski, M.P., 2020). A project with a low NPV should often be avoided unless it offers significant strategic benefits, such as promoting future EV growth, increasing customer loyalty, or expanding technological capabilities.

[bookmark: _Toc227924401][bookmark: _Toc227924572][bookmark: _Toc227925504]5.5 Internal Rate of Return 

The Internal Rate of Return (IRR) is the price reduction rate at which a project's NPV equals zero. It calculates the projected percentage of the return for a project. A project is considered acceptable if its IRR exceeds the needed rate of return

At Discount Rate (0%):
NPV = 54 – 50 = 4 million

At Discount Rate (10%):
NPV = -8.69 million




Excel Formula Used:

We see if 3.15% makes the current value of future cash inflows equal to the initial investment of 50.

Formula:




Convert Percentage: 3.15% = 0.0315
	
So: 1 + r = 1 + 0.0315 = 1.0315


	Year
	Cash Flow
	Discount Factor 3.15%
	Present Value

	1
	10
	1.032
	9.69

	2
	12
	1.064
	11.28

	3
	14
	1.098
	12.75

	4
	10
	1.132
	8.83

	5
	8
	1.168
	6.85

	
	
	
	49.40



NPV = 49.40 – 50 = -0.60

At 3.15%, NPV is still negative, suggesting that the rate is somewhat too high to achieve NPV of zero. Therefore, the genuine IRR is less than 3.15%.

We see if 3.0% and 2.72% makes the current value of future cash inflows equal to the initial investment of 50.



	Year
	Cash Flow
	Discount Factor 3.0%
	Present Value
	Discount Factor 2.72%
	Present Value

	1
	10
	1.030
	9.71
	1.027
	9.73

	2
	12
	1.061
	11.31
	1.055
	11.37

	3
	14
	1.093
	12.81
	1.084
	12.92

	4
	10
	1.126
	8.88
	1.113
	8.98

	5
	8
	1.159
	6.90
	1.144
	6.99

	
	
	
	49.61
	
	49.99




Convert Percentage: 3.0% = 0.0300

NPV = 49.61 – 50 = -0.39
At 3.00%, NPV is still negative, suggesting that the rate is somewhat too high to achieve NPV of zero. Therefore, the genuine IRR is less than 3.00%.

Convert Percentage: 2.72% = 0.0272

NPV = 49.99 – 50 = -0.39 = -0.01
In present value terms, Project A returns exactly 50% of its investment at 2.72%.
So: IRR = 2.72%

Manual interpolation gives approximate values:

Project A = 3.15%
Project B = 3.76% 
Project C = 8.83% 

Excel gives exact answers:

Project A = 2.72%
Project B = 3.26% 
Project C = 8.59% 

The data shows that Project C has the greatest IRR. But none of the initiatives meet the needed return of 10%. This means that not one of the projects achieve BMW's minimal projected return. Nonetheless, Project C is the most appealing option because it yields the biggest return
Compared to Projects A and B.

IRR can be helpful for comparing returns on investments, but it should not be used on its own because it does not capture absolute shareholder value. As a result, the net present value should continue to be the primary decision-making tool.

[bookmark: _Toc227924402][bookmark: _Toc227924573][bookmark: _Toc227925505]5.6 Profitability Index

The value generated per unit of investment is measured by the profitability index. It is particularly helpful when funds are scarce. The equation is:



Using the Percentage values
Project A:


The PI results are:

Project A = 0.83
Project B = 0.83 
Project C = 0.96

A PI greater than 1 suggests that the project is financially viable. Because all initiatives have a PI of less than one, none are financially optimal. However, Project C has the greatest PI and is closest to one, indicating that it offers the best value per unit of expenditure of the three initiatives.

[bookmark: _Toc227924403][bookmark: _Toc227924574][bookmark: _Toc227925506]5.7 Final Investment Decision  

If BMW only has one project to pick from, Project C should be recommended based on the appraisal results. It has the best performance in terms of PBP, ARR, NPV, IRR, and PI. Although its NPV remains negative, it has the lowest negative NPV and is closest to meeting BMW's needed return.

Additionally, BMW's financial situation is compatible with this advice. Given that BMW's profitability fell in 2024 and that the business is still making significant investments in EV transformation, management ought to give priority to initiatives that yield higher returns and quicker capital recovery (Micucci, L., 2025). Therefore, if strategic investment is required, Project C is the best option.





[bookmark: _Toc227924404][bookmark: _Toc227924575][bookmark: _Toc227925507]5.8 Capital rationing Decision

When a business has limited resources and must select between conflicting investment prospects, capital rationing takes place (Weingartner, H.M., 1977). In this instance, each project needs 50 million, and BMW has a maximum expenditure budget of 100 million. BMW is therefore limited to choosing two projects.

The following combinations are possible:

Project A + Project B  
Project A + Project C 
Project B + Project C

Because Project B and Project C have the largest combined net present value (NPV) and the least negative value impact, they make the ideal combination. While Project B offers consistent yearly income inflows, Project C offers the highest profitability and quickest payback. When combined, they outperform the other combinations in terms of risk and return.BMW should therefore choose Projects B and C under capital rationing.

[bookmark: _Toc227924405][bookmark: _Toc227924576][bookmark: _Toc227925508]6. Conclusion

Despite decreasing profitability in 2024 because to growing expenses and declining market demand, this analysis determined that BMW is still financially sound. By continuing to invest in electric vehicles and technology, the company can maintain steady cash, reasonable debt levels, and excellent long-term growth potential. Although more enhancements could boost cash flow, the working capital study demonstrated that BMW effectively handles inventory, receivables, and short-term financing. To increase flexibility and shareholder value, the restructuring plan suggested asset analysis, strategic alliances, and effective financing.

Because Project C delivers the highest returns and the fastest payback, it was determined by the investment appraisal to be the greatest single investment alternative. Projects B and C were the ideal pairing under capital rationing. All things considered; BMW is well-positioned for future success if it keeps making effective investments, managing expenses, and enhancing its EV competitiveness.
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