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Financial Management Report: Toyota
Part-A
Introduction
· Company Overview: 
 Toyota motor company is an international car company which was founded in 1937 by Kiichiro Toyoda located in Toyota city in Japan. The company has attributed tremendous reputation with regard to Toyota innovation, quality, and deficientness. The company follows a diversified business model, engaging in manufacture, financing as well as sales of many types of vehicles. Its brand range comprises Toyota, Lexus, Daihatsu, – all targeting different segments ranging from small economic cars to comfortable premium automobiles. 
· Business Model: 
 The operation model that is central to Toyota Company’s success is the production system that encompasses the JIT manufacturing and lean production methods. The company’s strategic aim is to manufacture vehicles of the highest quality while at the same time achieving high operational efficiency. Since Toyota has a vast supply chain across the world and a significant focus on research and development programs, the company can sustain itself in the global car manufacturing and selling market. Also, its research focus has been associated with new technological developments such as the hybrid and electric vehicles. 


· Market Place: 
Toyota has a multinational operation, which makes it produce cars in some of the leading car consuming regions in the world such as North America, Europe and Asia. The company enjoy a good market base as they have been known produce vehicles that are reliable, affordable and with good fuel economy. Toyota’s great understanding of market entry strategies and its emphasis on sustainability and innovation has anchored its base even more securely. 
· Major Competitors: 
Competition: Toyota competes with other manufacturers of automobiles including Honda, Nissan, Ford, General Motors, Volkswagen amongst others. Every player enjoys certain characteristics such as technology or marketing strategies among others. Toyota has achieved this by positioning itself as a brand with particular focus on hybrid technologies, quality products, and a forward-looking approach than to the future of automobile, such as electric cars and auto pilot cars.
· Recent Events: 
· Leadership Changes: Toyota has witnessed a change of guard that has occurred at the executive level and has affected the strategic course as well as the focusing of the organization. 
· Profit Warnings: The company has been involved in giving out profit warning due to disruptions of supply chains internationally conforming to the global standards and change of demand patterns. 
· Legal Issues: Legal factors have affected Toyota through issues to do with recalls and safety regulations affecting its operational and financial performance. 
· Mergers & Acquisitions: It has been a part of Toyota to have long-term strategic partners and investing in other technology-savvy companies to boost its electric cars divisions. 
· Strategic Changes: The described changes in the automobile market, such as the shift towards electric and autonomous cars, have contributed to Toyota’s transformation in that direction along with global tendencies and clients’ needs. 
 Thus, this report will give a detail evaluation of Toyota’s financial performance in relation to its competitors and analysis of its investment projects. Recommendations will be made based on findings as follows to enhance on Toyota success and strategic growth.
Source: Anoop, G.M. and Muhammed, V.S., 2020
Part-B
Financial Performance Review of Toyota
Toyota Motor Corporation, a leading global automotive manufacturer, has established itself as a benchmark for financial performance in the automotive industry. This review offers a detailed examination of Toyota's financial health through key financial ratios over the past five years. By analyzing profitability, liquidity, gearing, and efficiency ratios, we aim to provide a comprehensive view of Toyota’s financial stability, operational effectiveness, and strategic positioning. Additionally, this report compares Toyota’s financial metrics with those of major competitors and industry averages to contextualize its performance and offers recommendations for enhancing financial management.
· Calculation of Key Financial Ratios (Past 5 Years)
Profitability Ratios
1. Return on Assets (ROA)
Formula:
ROA= Net Income/ Total Assets
Hypothetical Data and Calculation:
	Year
	Net Income (¥B)
	Total Assets (¥B)
	ROA%

	2023
	2200
	30000
	7.67%

	2022
	2100
	29000
	7.59%

	2021
	2000
	28500
	7.37%

	2020
	1900
	27500
	7.04%

	2019
	1800
	25500
	7.06%



Interpretation:
The result presented about Toyota’s ROA indicates gradual year by year enhancement of the company’s efficiency in the management of assets for profit generation. ROA measures how well the management has utilized and what efficiency has been recorded in operations, and therefore a higher ROA is desirable.
2. Return on Equity (ROE)
Formula:
ROE=Net Income/ Shareholders’ Equity
Hypothetical Data and Calculation:
	Year
	Net Income (¥B)
	Shareholders’ Equity (¥B)
	ROE%

	2023
	2300
	10000
	23.0

	2022
	2200
	9800
	22.45

	2021
	2100
	9500
	22.11

	2020
	1900
	9000
	21.11

	2019
	1800
	8500
	21.18



Interpretation:
Toyota’s level of ROE is high and rising, thus showing the company’s excellent efficiency in the creation of the returns on shareholders’ equity. Higher ROE indicate efficient employ of equity funds in business therefore it is favorable.
3. Gross Profit Margin
Formula:
Gross Profit Margin= Gross Profit/ Revenue
Hypothetical Data and Calculation:
	Year
	Gross Profit (¥B)
	Revenue (¥B)
	Gross Profit Margin (%)

	2023
	4500
	30000
	15.1

	2022
	4400
	29000
	15.17

	2021
	4200
	28500
	14.74

	2020
	4000
	27500
	14.55

	2019
	3800
	26000
	14.62



Interpretation:
The gross profit margin gives an insight on the extent to which Toyota controls its cost of production. Persistence at a certain level shows management ability of costs and overall pricing strategies.
4. Liquidity Ratios
Current Ratio
Formula:
Current Ratio=Current Assets/Current Liabilities
Hypothetical Data and Calculation:
	Year
	Current Assets (¥B)
	Current Liabilities (¥B)
	Current Ratio

	2023
	6000
	3000
	2.0

	2022
	5800
	2900
	2.0

	2021
	5600
	2800
	2.0

	2020
	5400
	2700
	2.0

	2019
	5200
	2600
	2.0



Interpretation:
Current ratio of 2:1. And a value of 0 reveals Toyota’s effectiveness of matching short-term assets to short-term liabilities. This measure of liquidity is usually regarded as a sound level or in other words, it is within the desirable range.
5. Quick Ratio
Formula:
Quick Ratio=Current Assets−Inventory/Current Liabilities
Hypothetical Data and Calculation:
	Year
	Current Assets (¥B)
	Inventory (¥B)
	Current Liabilities (¥B)
	Quick Ratio

	2023
	6000
	2000
	3000
	1.33

	2022
	5800
	1900
	2900
	1.34

	2021
	5600
	1800
	2800
	1.36

	2020
	5400
	1700
	2700
	1.37

	2019
	5200
	1600
	2600
	1.38



Interpretation:
This ratio shows the company’s capacity to pay near-term financial obligations without having recourse to the sale of inventory. Consistent ratios above 1. While value ‘0’ as a result indicates weak Reinvestment management, values ‘1’ to ‘0’ signify similarly a weak Liquidity management.
6. Gearing Ratios
Debt to Equity Ratio
Formula:
Debt to Equity Ratio=Total Debt/Shareholders’ Equity
Hypothetical Data and Calculation:
	Year
	Total Debt (¥B)
	Shareholders’ Equity (¥B)
	Debt to Equity Ratio

	2023
	20000
	10000
	2.0

	2022
	19000
	9800
	1.94

	2021
	18000
	9500
	1.89

	2020
	17000
	9000
	1.89

	2019
	16000
	8500
	1.88


Interpretation:
Toyota’s total debt to total equity ratio is, however, slightly above the industry average suggesting that the company relies on debts for financing its activities. To some extent, it is desirable to maintain a fairly high ratio because at least it is manageable, although it cannot be ruled out that if conditions for the economy deteriorate, certain risks may be increased.
7. Efficiency Ratios
Inventory Turnover Ratio
Formula:
Inventory Turnover Ratio=Cost of Goods Sold/Average Inventory
Hypothetical Data and Calculation:
	Year
	Cost of Goods Sold (¥B)
	Average Inventory (¥B)
	Inventory Turnover Ratio

	2023
	22000
	1950
	11.28

	2022
	21500
	1850
	11.62

	2021
	21000
	1750
	12.00

	2020
	20000
	1650
	12.12

	2019
	19000
	1600
	11.88



Interpretation:
Toyota’s inventory turnover ratio reveals good stock management, whereby a high turnover value means high stock management and low holding cost.
Receivables Turnover Ratio
Formula:
Receivables Turnover Ratio=Revenue/Average Accounts Receivable
Hypothetical Data and Calculation:
	Year
	Revenue (¥B)
	Average Accounts Receivable (¥B)
	Receivables Turnover Ratio

	2023
	30000
	3000
	10.00

	2022
	29000
	2900
	10.00

	2021
	28500
	2800
	10.18

	2020
	27500
	2700
	10.19

	2019
	26000
	2600
	10.00



Interpretation:
Receivables turnover indicate the speed at which Toyota collects its receivables, which is very important to ensure it has adequate cash flow proposed for the effective running of the company.
· Critical Evaluation of Ratios
Profitability Analysis 
 Looking at Toyota profitability ratios it clearly depicts ability of company to earn high profits on investments in fixed assets and equity. This dynamic of ROA implies the improvement of Toyota’s ability to deploy its assets and improve general company efficiency. The relative high figure of ROE reveals that shareholders are receiving a high return on the investment made, thus suggesting efficient management and strategic location of the business. 
Another pointer to this end is fluctuations in the gross profit margin are relatively low; this shows that Toyota has remained adept at controlling production costs and at the same time being able to post profits. It is helpful in maintaining long term profitability and standing in the competitive market of the automobile industry. 
Liquidity Analysis 
The liquidity ratios of Toyota reveal the organization possesses a good ability to meet short-term commitments a factor that keeps it financially stable and operationally consistent. The current ratio is at 2.0.  A quick ratio, in which value equals zero, suggests that the company has enough assets to cover short-term liabilities, and the quick ratio proves that Toyota can manage to pay obligations without selling inventory. 
 The liquidity strength put the Toyota in a better shape concerning operation flexibility and robustness in case of economic Volatility enabling the firm to exploit opportunities. 
 Gearing Analysis 
 From the debt-to-equity ratio, there is an implication that Toyota has been borrowing to finance its operations which is s typical in capital intensive industries. Nevertheless, considering that Toyota is tagged with moderate level of debt it will be important that this ratio is always scrutinized in order to avoid over leveraging which is bad for the firm’s financial health. Appropriate approach to managing loans is important to ensure that the firms have an appropriate capital structure. Moreover, the proper exploitation of noncurrent liabilities as a kind of debt financing makes it possible to invest in growth and innovations, thus improving the competitive advantage of Toyota. However, to control the existing risks that can be associated with debts, it is necessary to pay attention to the changes in interest rates and other economic conditions. 
 Efficiency Analysis 
 Toyota’s efficiency ratios speak of quite efficient management of operations and the use of its assets. A high inventory turnover ratio shows that Toyota has well-coordinated the holding of inventory–minimal holding costs and proper business operations. It shows the management of receivables collection and prompt realization of receivables, thus placing focus on healthy cash flow ratios. Besides, the use of lean manufacturing principles at Toyota augments the total level of operation efficiency. Sustaining the improvement of the processes and the implementation of new technologies solidifies Toyota’s leadership in achieving operation excellence.
· Comparison to Competitors and Sector Average
Comparison with Honda
This performance reviewing tool is vital in automotive industry because it provides the necessary objective by comparing the performance of a certain company to the performance of the competitor or benchmark firms. The two major global giants in the automobile industry, Toyota and Honda exemplify a necessary aid to dissect the huge landscape of global automobile manufacturing and to establish relations between financial parameters and working strategies and financial balance. 
Honda is frequently less global than Toyota and has a smaller market share, but it is generally more profitable, and its profitability ratios are better than those of Toyota. This can be said to be due to Toyota’s expansion strategies and targeting of high margin segments which have the effect of improving its ROA as well as its ROE. On the other hand, Honda who cares keenly on innovation and cost cutting has in general below but slightly Different efficiencies ratios to its financial strategy.
1. Profitability Ratios: 
· ROA: Toyota’s 7. 67% surpasses Honda’s 6. 50%, this depicting that Toyota has formatted a better capital structure to churn out better returns from the embedded assets. 
· ROE: Toyota’s ROE as of the end of the year was at 23. 0% is greater than Honda’s by 20 per cent. Their equity utilization was more effective and ranked 0%. 
· Gross Profit Margin: Toyota’s margin is 15.0. Compared to Honda, 0% margin is higher whereas operating margin is less than Honda 14%. 5 percent which helps in the better management of costs and profitability. 
2. Liquidity Ratios: 
· Current Ratio: Toyota was able to report a ratio of 2.0 is relatively similar to Honda’s one. Only 9 for the current and 8 for the prior year suggesting that the two firms had similar liquidity ratios. 
· Quick Ratio: The United States’ Automobiles Quick ratio is 1 while that of Toyota is 1. 33 is still below Honda’s 1. 40, which somewhat indicates less capacity to meet short-term commitments without holding inventory. 
3. Gearing Ratios: 
· Debt to Equity Ratio: Crm’s ratio was found to be 1. 6 while Toyota had a relatively higher ratio of 2.0. The same results in terms of recall were achieved with 0 in comparison to Honda with 1. 5 reflect a higher degree of debt which is riskier may be, but has scope for higher returns as well. 
4. Efficiency Ratios: 
· Inventory Turnover Ratio: The upper limit is the case with Toyota that has a cost to revenue ratio of the value 11. 28 outperforms Honda’s 10. 80, which emphasized the consideration of inventory management as a strategic strength. 
· Receivables Turnover Ratio: The automotive manufacturers’ figures are; General Motors 23, Ford 19, Daimler Chrysler 14, Ford Motor 11, and Toyota 10. Thus, 10.00 is equivalent mainly to Honda’s 10. 10, which have shown almost equal efficiency in demand management and receivables recovery.
Comparison with Ford Motor Company 
 By comparing Toyota’s position with the position of Ford Motor Company, Toyota always proves its competitive advantage on different financial aspects. Toyota reveals its Operational Performance and Management Performance showing that it is at a better position. Toyota has a better position than Ford in profitability to cost control, which proofs that Toyota has higher margins and a powerful control of operation costs. 
Liquidity ratios of Toyota also present a better scenario of the company and its better position to handle short term financial shocks if any. Also, Toyota leverages more on debt financing than Ford but the point of it is to capitalize on the available possibilities for growth and diversification. 
1. Profitability Ratios: 
· ROA (Return on Assets): Net profit margin of 16%, ROE of 13% and 7 of ROA show Toyota has great financial health. This exceeds Ford’s ROA of 6. 25%, indicating Toyota’s optimum utilization of asset base for profit making. 
· ROE (Return on Equity): Toyota’s ROE was 23 of the total year ending in financial period. In Sales, General, and Administrative expenses, General Motors Company has recorded 10.00% while Ford recorded 16. 00%. This reveals the greater efficiency of Toyota in making profits to the shareholders ‘equity. 
· Gross Profit Margin: Gross profit margin of Toyota is 15. 00%, which is way less than the Ford’s 14% of college students surveyed saying that they own a Toyota. Toyota seems to better control its costs. 
· Operating Margin: Toyota’s operating margin on the other hand stood at 12. 00% is a little higher than that of Ford with only 11. 50% hence showing Toyota to have a better operation efficiency.
2. Liquidity Ratios: 
· Current Ratio: Toyota total current ratio is 2. 0 or somewhat higher than Ford’s 1.0 which shows indicated the extent of activism in the concerned sphere. 9. It is evident that both companies are in good stead in terms of short-term liquidity, although Toyota was a shade better. 
· Quick Ratio: Proceeding to analyze Toyota’s liquidity ratios, the following quick ratio of 1. 33 can therefore be considered to be better than Ford which only has a figure of 1. 20 which imply that Toyota is better placed than its competitors in relation to short term demand obligation and the extent of reliance on inventory. 
3. Gearing Ratios: 
· Debt to Equity Ratio: Toyota’s debt to equity ratio of 2.0 is higher than Ford’s 1.7, indicating Toyota’s greater reliance on debt financing, which carries higher risk but potential for greater returns. 
4. Efficiency Ratios: 
· Inventory Turnover Ratio: Toyota had a ratio of 11. 28 surpasses Ford’s 10. 00 farce another signs of Toyota’s effective inventory management over its rivals. 
· Receivables Turnover Ratio: Toyota’s receivables turnover ratio of 10.00 is better than Ford’s 9.75, reflecting Toyota’s more efficient receivables collection.
· Comparison with Sector Average
Comparison of a company’s results to the sector average presents a clear picture in terms of competition and management efficiency. This paper seeks to examine those financial ratios that are considered vital for Toyota Motor Corporation, a giant in the global automotive industry, and compare their industry average to make suggestions for future enhancements. 
Toyota’s ratios of profitability, liquidity, gearing and efficiency will be compared with the average ratio common in the sector to see how well Toyota is operating. In this relative study, Toyota stands out well in terms of cost control, the efficient use of assets and, most importantly, its sound financial health. It also alights us how its financial strategies and operation functions meets or even surpasses industry norms.
1. Profitability Ratios: 
· ROA: Toyota’s 7.0 Out of all the factors, 67% is above the sector average of 6%. The average percentage of asset turnover in the aerospace industry is 0%, thus Illyrians Inc. has an even better result in this aspect. 
· ROE: A shockingly low 0% as Toyota’s 23.0. is more favorable than the sector average of 18. At the same time, it has improved its equity base resulting to a return on equity of 0%. 
· Gross Profit Margin: Toyota’s 15.0% margin is higher than the sector average of 13.0%, showing better cost control.
2.  Liquidity Ratios: 
· Current Ratio: Toyota’s current ratio is 2.0 This is far above the average of the sector with 1. 5, suggesting better liquidity. 
· Quick Ratio: Toyota’s quick ratio of 1. 33 is even somewhat higher than the average for the sector, which stands at 1. 25, and thus has a good liquidity ratio without the substantial support of inventory. 
3. Gearing Ratios: 
· Debt to Equity Ratio: Toyota’s 2.0. Here once again we find that 0 doing better than the sector average that is a score of 1. 8, implying a higher level of the use of credit, which may be seen as a higher risk taken in the firm’s financing strategy. 
4.  Efficiency Ratios: 
· Inventory Turnover Ratio: Toyota’s 11.28 exceeds the sector average of 10.0, demonstrating efficient inventory management.
· Receivables Turnover Ratio: Toyota’s ratio of 10.00 is better than the sector average of 9.50, reflecting effective receivables management.
· Recommendations for Improvement
1. Optimize Debt Management: 
 Regarding the second threat, that of a high debt to equity ratio, Toyota could think about re-financing existing debt; or taking up equity financing; or getting much more aggressive in its debt repayments. Decreasing the amount of debt can amount to a better quality of the financial position and interest costs. By enhancing the quality of debts, Toyota will avail more resources to growth and development and innovation. 
2. Enhance Inventory Management: 
 Other specific recommendation for Toyota to reduces inventory includes advanced inventory management system and consideration of just in time production systems. Hence investments in predictive analytics and in the supply chain and management can enable companies to increase the turnover of inventory and the reduction of holding costs. There is hardly any organization in the current world that fails to embrace inventory management for it helps in cutting costs and product overstocking. 
3. Expand Profitability Initiatives: 
 The key recommendations for Toyota include the widening of the company’s product portfolio and the entry into new lines of high-margin vehicles, the prospect of integral technological modernization of production facilities. Other opportunities that can also improve profitability and avoid market threats are venturing into new products, including electric and self-driving automobiles. The expansion into high growth areas is one way of opening up other sources of revenues hence enhancing the companies’ market positioning. 
4. Strengthen Cash Flow Management: 
 Managing of cash is critical to the liquidity of an organization and its operations. There is also need for improvement in the accounts receivable function, more so working capital management, and receivables collection together with proper management of cash. Management of cash flow has the potential of sustaining operations and providing for strategic investment. 
5. Invest in Sustainability: 
 Pursuing environmental corporate social responsibilities could be rewarding for Toyota by establishing sustainable technologies and undertaking environmentally friendly practices in the long-run. This in turn will help Toyota to become market leader in designing environment friendly cars and technologies, gain green consumer segment for its cars, and possibly cut costs as well. Sustainability can also help Toyota to conform to the international environmental standards as well as improve on its brands image. 

Altogether, the dynamics of Toyota in the past five years demonstrates high profitability, good solvency and, at the same time, good efficiency. Credit management, operational productivity and flexibility to changes contribute to debt management in the company and places it far ahead of industry benchmarks to competitors. And by running Debt management optimization, Improving Inventory & Cash flow management, Extending Profitability management areas, Sustainable investments Toyota can build up the financial muscle and future proof the company in the volatile auto industry. 
 This comprehensive analysis comprises what can be called a rather detailed evaluation of all the financial aspects of Toyota, followed by suggestions for the improvements. Expansion of other specific financial processes and tendencies could improve this analysis, and gaining additional information about Toyota’s future financial performance. 


Part-c
· Investment Appraisal
Appraisal of an investment project is a very important step in the investment decision making process that seeks to determine the feasibility of any capital project. It comprises of the appraisal of the financial accomplishment of projects along with other tools in an attempt to identify which venture will generate the highest returns. In this section, we'll evaluate two mutually exclusive projects, A and B, using three key investment appraisal techniques: PBP, ARR, and NPV are the mostly used techniques for deciding about investment proposals. The findings from these calculations will be assessed in order to prescribe the appropriate project which the company should embark on. Finally, cost of capital for the company is expected to be 9. 75%, and all cash flows are assumed at the year end and independent of taxes and inflationary factors. 
1. Payback Period (PBP) 
 Payback period is the number of years that would be taken by a project to pay back the initial cash outlay from the subsequent cash flows from the project. It is less complex than the other measures of risk with short pay back periods being generally more preferable due to the fact that they give the impression of early recovery of the amount that has been invested. 
Project A:
	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)

	0
	-80
	-80

	1
	25
	-55

	2
	25
	-30

	3
	20
	-10

	4
	55
	45



Payback Period for Project A:
Project A recovers £70m of the £80m over three years. In year 4, an additional £10m is required, and since £55m is received in that year, the payback period can be calculated as:
Payback Period (A)=3+10/55≈3.18 years
Project B:
	Year
	Cash Flow (£m)
	Cumulative Cash Flow (£m)

	0
	-70
	-75

	1
	50
	-25

	2
	20
	-5

	3
	20
	15

	4
	20
	35



Payback Period for Project B:
It takes Project B 2 years to breakeven. An additional £5m is required in year 3, and since £20m is received in that year, the payback period can be calculated as:An additional £5m is required in year 3, and since £20m is received in that year, the payback period can be calculated as:
Payback Period (B)=2+5/20≈2.25 years
Evaluation:
From the table, payback period is lower in Project B, 2. 25 years than that of Project A, 3. 18 years which gives an impression of early recovery of the investment and thus is preferable.
2. Accounting Rate of Return (ARR)
The ARR is calculated the measure of the expected annual rate of return in terms of the initial cost of the investment. Even though each has its advantage, all usually estimate the return on investment by using the average annual profit formula which is the initial investment.
Calculation of ARR:
For Project A:
	Year
	Projected Profits (£m)

	1
	25

	2
	25

	3
	20

	4
	55



· Average Profit for Project A:
Average Profit (A)=25+25+20+554=1254=31.25 (£m)
·  ARR for Project A:
ARR (A)=31.2580×100=39.06%
For Project B:
	Year
	Projected Profits (£m)

	1
	50

	2
	20

	3
	20

	4
	20



· Average Profit for Project B:
Average Profit (B)=50+20+20+204=1104=27.5 (£m)
·  ARR for Project B:
ARR (B)=27.575×100=36.67%
Evaluation:
Thus, analyzing using ARR, Project A shows a better figure 39. 06% as opposed to Project B – 36. 67% which means that Project A will be a better investment.
3. Net Present Value (NPV)
It is an NPV model that determines the present value of cash inflows and subtract the cost of initial investment multiplied by the firm’s cost of capital being 9. 75%. An NPV of $ >0 means that the project is expected to create more value for the firm than its cost.
Calculation of NPV:
The formula for NPV is: 
NPV=∑((1+r)Rt​​)−C0​
Where:
· Rt= Cash inflow at time tt
· r = Discount rate (9.75%)
· C0​ = Initial investment
For Project A:
	Year
	Cash Flow (£m)
	Discount Factor (9.75%)
	Present Value (PV) (£m)

	0
	-80
	1.0
	-80.00

	1
	25
	0.91
	22.78

	2
	25
	0.83
	20.76

	3
	20
	0.76
	15.13

	4
	55
	0.69
	37.91

	NPV
	
	
	16.57



For Project B:
	Year
	Cash Flow (£m)
	Discount Factor (9.75%)
	Present Value (PV) (£m)

	0
	-75
	1.0
	-75.00

	1
	50
	0.91
	45.56

	2
	20
	0.83
	16.60

	3
	20
	0.76
	15.13

	4
	20
	0.69
	13.79

	NPV
	
	
	16.08



Evaluation:
Total NPV analysis of both projects shows that these projects have positive NPV, hence are expected to bring good value. On the basis of NPV, Project A has a slightly higher figure, £16.57 million that compares to £16.08 million of Project B, and this indicates that Project A may be better than the second project.
4. Recommendation 
 Payback Period Analysis 
 Payback period is an assessment of the time taken for an investment to generate enough cash flows to be recovered fully. Project B is more preferable in this respect because, the shorter payback period shows that initial investment will be quickly recouped. This can be beneficial for firms that want to avoid large liabilities and be able to immediately reapply the cash. 
 ARR analysis 
The Average Rate of Return (ARR) appraises the average annual profit with the aid of the initial investment. Thus, we can see that Project A has a higher ARR, which means, that Project A is capable to return a higher average annual amount of money from the initial investment. From this, the author and or research indicates that Project A provides a better return in relation to its cost; something that boosts the company’s profitability in the long run. 
 Net Present Value (NPV) is a method of assessing the economic value of an investment. 
 Net Present Value (NPV) determines formal investment value by comparing present value of cash inflows to present value of cash outflows. NPV of the Project A was slightly higher, thus meaning that it has potential of creating higher value for the company in future. Higher the NPV, better is the prospect of enhancing its profitability with the respect to time value of money. 
Risk Assessment 
 Besides those straightforward financial indicators, there is a set of risks linked to every project that should be taken into account as well. Although the payback period may be shorter in Project B, it may be associated with lower risk as compared to Project A due to the fluctuations of the market. On the other hand, Project A may be riskier because it takes longer to go to temporal value maximum. This will assist in bringing out the risk tolerance of the firm hence making a better decision. 
Strategic Alignment 
 Another consideration is the relation that each of the projects evolves to the company’s aims and goals in the long-run. While Project A on the one hand may be visually more financially appealing in terms of specific numbers on balance sheets, on the other hand, it is also necessary to recognize whether it fits company’s strategic vision, the established growth plan and positioning on the market. If Project A aligns with organization strategic plan and increases competitive edge, then, it would make more sense to fund, even with longer PBP. 
· Conclusion 
When all criteria of Payback Period, ARR, NPV, Risk Assessment, and Strategic Alignment are compared then it is clear that the option for investing in Project A is more suitable. Although for Project B there is a better payback and presumably lower risk, Project A has the highest return and long-term value. Another proof of how it can be considered as the most advantageous choice for the company is its correspondence to the strategic objectives.
· Appendix A: Financial Ratios for Toyota
	Year
	2019
	2020
	2021
	2022
	2023

	Profitability Ratios
	
	
	
	
	

	ROA (%)
	7.06
	7.04
	7.37
	7.59
	7.67

	ROE (%)
	21.18
	21.112
	222.11
	22.45
	23.0

	Gross Profit Margin (%)
	14.62
	14.55
	14.74
	15.17
	15.1

	Liquidity Ratios
	
	
	
	
	

	Current Ratio
	2.0
	2.0
	2.0
	2.0
	2.0

	Quick Ratio
	1.38
	1.37
	1.36
	1.34
	1.33

	Gearing Ratios
	
	
	
	
	

	Debt to Equity Ratio
	1.88
	1.89
	1.89
	1.94
	2.0

	Efficiency Ratios
	
	
	
	
	

	Inventory Turnover
	11.88
	12.12
	12.00
	11.62
	11.28

	Receivables Turnover
	10.00
	10.19
	10.18
	10.00
	10.00



· Appendix B: Calculation Details
1. Payback Period Calculation:
Project A:
· Initial investment: £80m
· Cumulative Cash Flows: £25m (Year 1), £25m (Year 2), £20m (Year 3), £55m (Year 4)
· Payback Period: 3 + 10/55 = 3.18 years
Project B:
· Initial investment: £70m
· Cumulative Cash Flows: £50m (Year 1), £20m (Year 2), £20m (Year 3), £20m (Year 4)
· Payback Period: 2 + 5/20 = 2.25 years
2. ARR Calculation:
Project A:
· Average Profit: £31.25m
· ARR: 31.25/80 × 100 = 39.06%
Project B:
· Average Profit: £27.5m
· ARR: 27.5/70 × 100 = 39.29%
3. NPV Calculation:
Project A:
· Cash Flows: £-80m (Year 0), £25m (Year 1), £25m (Year 2), £20m (Year 3), £55m (Year 4)
· Discount Factor: 9.75%
· NPV: £16.57m
Project B:
· Cash Flows: £-75m (Year 0), £50m (Year 1), £20m (Year 2), £20m (Year 3), £20m (Year 4)
· Discount Factor: 9.75%
· NPV: £16.08m
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