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[bookmark: _Toc243463280]Introduction
In this report, I take the role of Chief Financial Officer of Toyota Motor Corporation and assess the company’s financial performance over the five financial years from FY2021 to FY2025 using the financial statement extracts provided in the assignment brief. The purpose of the report is to decide whether Toyota is financially strong, identify the main financial concerns, and recommend a practical financial strategy that would help the company support its growth in the electric vehicle market. The report also evaluates three future investment projects using the investment appraisal techniques named in the brief: payback period, accounting rate of return, net present value, profitability index, and internal rate of return.
This assignment focuses only on the income statement, balance sheet, cash flow statement, and ratios derived from them. This is important because the brief specifically says not to bring in advanced financial tools beyond those covered in the module. Ratio analysis is useful because it converts large accounting statements into indicators that can be compared across time and interpreted more clearly. ACCA (2026a) explains that profitability, liquidity, activity and gearing ratios are especially useful when judging organisational performance over a period rather than looking at one year in isolation.
At first glance, Toyota appears financially strong. Revenue increased from 27,214,593 in FY2021 to 48,036,704 in FY2025, while net income increased from 2,245,261 to 4,765,086 over the same period. Total assets and total equity also rose significantly. These are strong signs of expansion and profitability (Financial Summary FY2025, 2025; Integrated Report 2024, 2024). However, once the figures are examined more critically, the picture becomes more mixed. Profitability improved overall, but not smoothly. Operating cash flow remained positive every year, which is reassuring, but levered free cash flow turned negative in several years. This suggests Toyota is generating profits but also committing large amounts of cash to investment and expansion. For a company trying to compete in EVs, that is a serious issue because battery technology, supply-chain restructuring, software systems and manufacturing upgrades all require heavy up-front spending before the benefits are fully realised (Menes, 2022; Sustainability Data Book, 2025).
This report argues that Toyota does not need a rescue plan in the usual sense because it is not in financial distress. Instead, it needs disciplined financial management to make sure future EV growth is supported by strong cash control, careful project selection, a suitable financing structure, and responsible international business practices. Toyota’s own reporting also points toward long-term resilience, sustainability and stakeholder trust as priorities, so a purely short-term profit view would be too narrow for this case (Financial Summary FY2025, 2025; Sustainability Data Book, 2025).

[bookmark: _Toc1348208099]1. Financial Health Check
[bookmark: _Int_KTrftG3l]The first requirement of the brief is to analyse Toyota’s financial health over the last five years and perform a full ratio analysis covering profitability, liquidity, efficiency, gearing, investment, and cash flow. The starting point is the trend in the main statement figures. The formulas used for the financial calculations can be found in Appendix 1, and Tables 1–7 are in Appendix 2, and Figures 1–7 are in Appendix 3.

[bookmark: _Toc1155093670]Table 1. Summary of key financial movements (FY2021–FY2025)
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Revenue
	27,214,593
	31,379,507
	37,154,298
	45,095,325
	48,036,704

	Gross profit
	4,832,373
	5,971,689
	6,308,003
	9,370,080
	9,567,729

	Operating income
	2,197,748
	2,995,712
	2,720,013
	5,354,697
	4,785,277

	Net income
	2,245,261
	2,850,110
	2,451,318
	4,944,933
	4,765,086

	Cash from operations
	2,727,162
	3,722,615
	2,955,076
	4,206,373
	3,696,934

	Levered free cash flow
	1,482,608
	-92,932
	-253,673
	1,755,445
	-979,117

	Total assets
	62,267,140
	67,688,771
	74,303,180
	90,114,296
	93,601,350

	Total equity
	24,288,329
	27,154,820
	29,264,213
	35,239,338
	36,878,914

	Total debt
	1,718,696
	1,839,972
	1,876,919
	2,638,908
	2,284,512



Figure 1: Revenue, operating income and net income trend 
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(ACCA, 2026a; Financial Summary FY2025, 2025).
Table 1 and Figure 1 show the basic tension in Toyota’s financial position. On the one hand, the company achieved strong growth in sales, operating profit, and net income. On the other side, free cash flow became unstable and finally negative. This matters because profit growth does not automatically imply that a company has spare cash for future investment. The Board would therefore need to know not only whether Toyota is profitable, but whether its profits are being converted into real financial flexibility (ACCA, 2026a; Financial Summary FY2025, 2025).

[bookmark: _Toc864553373]1.1 Profitability analysis
Profitability ratios show how well Toyota converts revenue into profit and how effectively it uses assets and shareholder funds.
[bookmark: _Toc1603136189]Table 2. Profitability ratios
	Ratio
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Gross margin
	Gross profit / Revenue
	17.8%
	19.0%
	17.0%
	20.8%
	19.9%

	Operating margin
	Operating income / Revenue
	8.1%
	9.5%
	7.3%
	11.9%
	10.0%

	Net margin
	Net income / Revenue
	8.3%
	9.1%
	6.6%
	11.0%
	9.9%

	ROA
	Net income / Total assets
	3.6%
	4.2%
	3.3%
	5.5%
	5.1%

	ROE
	Net income / Total equity
	9.2%
	10.5%
	8.4%
	14.0%
	12.9%



Figure 2: Profitability ratio trend
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(Financial Summary FY2025, 2025)
The profitability results in Table 2 and Figure 2 suggest that Toyota is fundamentally profitable and improving over time, but the pattern is not smooth enough to be described as risk-free. Gross margin increased overall from 17.8% in FY2021 to 19.9% in FY2025. This means Toyota retained a larger share of revenue after direct production costs by the end of the period. The improvement is positive, but the dip to 17.0% in FY2023 shows that cost pressures can affect margin performance significantly (Financial Summary FY2025, 2025).
Operating margins and net margins show a similar pattern. Operating margin rose from 8.1% to 10.0%, and net margin rose from 8.3% to 9.9%, but both measures dropped in FY2023 and then recovered strongly in FY2024 before easing slightly again in FY2025. This suggests Toyota’s profitability is sensitive to cost inflation, supply chain conditions, production mix, and strategic spending. In other words, the business is profitable, but margin resilience is not guaranteed (Integrated Report 2024, 2024; Tolegen, 2022).
Return on assets improved from 3.6% to 5.1%. Return on equity improved from 9.2% to 12.9%. This indicates that Toyota used its asset base and shareholders’ funds more effectively by FY2025 than it did in FY2021. For a large manufacturing group with a substantial capital base, those are respectable outcomes. However, more critical reading is still needed. Return measures improved mainly in the context of growth and expansion, but the slight decline between FY2024 and FY2025 shows that strong returns may be difficult to sustain when costs rise, and investment remains heavy (ACCA, 2026a; Yahoo Finance, 2026b).
Another concern is the increase in other operating expenses from 2,634,625 in FY2021 to 4,782,452 in FY2025. The data provided does not separate research and development from selling, general, and administrative expenses, so an exact R&D ratio cannot be calculated. Even so, it is reasonable to infer that Toyota’s transition toward electrification, software systems and platform development is contributing to this rise. That does not automatically mean the spending is inefficient, because strategic investment often reduces margins in the short term while creating future value. The real CFO question is whether these costs are disciplined investments with measurable payback or whether they are slowly becoming structural cost pressure. Toyota’s own reporting on sustainability, technology and long-term transformation suggests the company sees this spending as strategic, but that does not remove the need for strict financial review (Financial Summary FY2025, 2025; Sustainability Data Book, 2025).
Overall, the profitability analysis shows a strong but not untouchable position. Toyota is profitable enough to invest, but not so profitable that management can ignore rising costs or assume that every growth programme will pay off.

[bookmark: _Toc659943307]1.2 Liquidity, efficiency and cash generation
Liquidity and efficiency ratios are important because they indicate whether Toyota can meet short-term obligations and how effectively it manages assets tied up in operations. ACCA notes that activity and working-capital ratios are central to understanding how cash moves through the business (ACCA, 2026a; ACCA, 2026b).

[bookmark: _Toc277910365]Table 3. Liquidity, efficiency and cash flow ratios
	Ratio
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Current ratio
	Current assets / Current liabilities
	1.06x
	1.09x
	1.10x
	1.19x
	1.26x

	Quick ratio
	(Current assets - Inventory) / Current liabilities
	0.93x
	0.91x
	0.93x
	1.03x
	1.10x

	Cash ratio
	Cash and equivalents / Current liabilities
	0.15x
	0.20x
	0.23x
	0.24x
	0.21x

	Asset turnover
	Revenue / Total assets
	0.44x
	0.46x
	0.50x
	0.50x
	0.51x

	Inventory turnover
	Cost of sales / Inventory
	7.75x
	6.65x
	7.25x
	7.76x
	8.37x

	Receivables turnover
	Revenue / Total receivables
	8.86x
	9.49x
	9.77x
	11.54x
	12.33x

	OCF margin
	Cash from operations / Revenue
	10.0%
	11.9%
	8.0%
	9.3%
	7.7%

	FCF margin
	Levered FCF / Revenue
	5.4%
	-0.3%
	-0.7%
	3.9%
	-2.0%



Figure 3: Liquidity, Efficiency, Operating cash flow margin, and free cash flow margin trend.
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(Financial Summary FY2025, 2025; Yahoo Finance, 2025). 
Table 3 and Figure 3 show Toyota’s liquidity position improved gradually over the period. The current ratio rose from 1.06x to 1.26x, which suggests that current assets increasingly cover current liabilities. The quick ratio also improved, rising from 0.93x to 1.10x, meaning Toyota’s short-term position became stronger even after removing inventory. This is a positive sign because it suggests the business did not overstretch itself during growth (ACCA, 2026a).
However, liquidity should not be interpreted too casually. The current ratio is sound rather than excessive, and the cash ratio remains relatively modest. That means Toyota is not in immediate liquidity trouble, but neither does it have unlimited short-term flexibility if large investment demands rise unexpectedly. This is particularly relevant in the EV sector, where project delays, policy changes, or supply-chain issues can quickly absorb cash (Integrated Report 2024, 2024; Menes, 2022).
Efficiency also improved. Asset turnover increased from 0.44x to 0.51x, which means Toyota generated slightly more revenue from each unit of assets by the end of the period. Inventory turnover ended the period at 8.37x, better than the FY2021 level of 7.75x, even though it weakened temporarily in FY2022. Receivables turnover improved significantly, from 8.86x to 12.33x, showing faster collection from customers or a tighter approach to credit management. For a large automotive manufacturer, these are meaningful operational improvements because working-capital efficiency reduces the need for external finance (Bhattacheryay, 2021; ACCA, 2026b).
The most cautionary part of this section is cash generation. Operating cash flow remains positive every year, which is reassuring because it suggests Toyota’s core business activities are cash generative. Yet free cash flow was negative in FY2022, FY2023, and FY2025, which means capital expenditure and other investment demands consumed more cash than operations generated in those years. The free cash flow margin moved from positive 5.4% in FY2021 to negative 2.0% in FY2025. This is one of the biggest financial concerns in the entire case. It means Toyota is profitable, but profitability is not consistently translating into cash that can be freely redeployed (Financial Summary FY2025, 2025; Yahoo Finance, 2025).
A practical implication follows this. If Toyota is already experiencing volatile free cash flow before fully scaling future EV commitments, then capital allocation needs to be more selective. Projects cannot be approved simply because the company is profitable on paper. They must also be manageable on a cash basis.

[bookmark: _Toc1633576582]1.3 Gearing, investment and overall diagnosis
Gearing analysis shows whether Toyota is depending heavily on debt finance and whether interest obligations are putting pressure on profit.
[bookmark: _Toc744336907]Table 4. Gearing and cover measures
	Ratio / measure
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Debt to equity
	Total debt / Total equity
	0.07x
	0.07x
	0.06x
	0.07x
	0.06x

	Debt to assets
	Total debt / Total assets
	0.03x
	0.03x
	0.03x
	0.03x
	0.02x

	
Interest coverage
	Operating income / Interest expense
	51.81x
	92.30x
	57.44x
	82.72x
	56.90x

	P/E ratio (TTM, market)
	Share price / EPS
	—
	—
	—
	—
	c.11.4–11.8

	Market capitalisation (March 2026)
	Share price × shares outstanding
	—
	—
	—
	—
	c.¥42–43tn


 
Figure 4: Gearing and cover measures 
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Table 4 and Figure 4 demonstrate that Toyota appears conservatively financed on an interest-bearing debt basis. Debt-to-equity stayed around 0.06x to 0.07x, and interest coverage remained extremely high every year. This means Toyota is not under obvious pressure from lenders and retains borrowing capacity. That is a major strength because industry transition often becomes dangerous when companies are forced to invest while already carrying excessive leverage (Agyei, Sun and Abrokwah, 2020).
Even so, it would be too simplistic to say Toyota has no financing risk at all. Its total liabilities remain large in absolute terms; it is investing heavily, and future EV projects may have delayed or uncertain payback. Therefore, the best judgement is not that Toyota is risk-free, but that it has financial strength which must be used carefully.
Overall, the financial health check points to four major strengths. First, Toyota has delivered strong topline and bottom-line growth. Second, it remains profitable across all five years. Third, liquidity and efficiency have improved. Fourth, interest-bearing leverage is low. Against that, there are three important threats. Free cash flow is volatile. Operating costs are rising. Future EV investment could absorb even more cash before returns become certain. This means Toyota is financially healthy, but it must protect liquidity and avoid approving projects that weaken value or reduce flexibility (Google Finance, 2026; Market Watch, 2026; Yahoo Finance, 2026a).

[bookmark: _Toc1870434508]2. Working Capital Management Analysis
Working capital management is important because it determines how much cash is tied up in day-to-day business activity. ACCA describes working capital management as central to controlling current assets and current liabilities in a way that supports liquidity while allowing operations to continue efficiently (ACCA, 2026b).
For Toyota, this issue is especially important because the business has large inventories, significant receivables, a wide international supply chain, and large production volumes. Small changes in stock, customer payments, or supplier timing can therefore have a large effect on cash needs (Bhattacheryay, 2021).

[bookmark: _Toc1522125385]Table 5. Cash conversion cycle (days)
	Measure
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	DIO
	Inventory / Cost of sales x 365
	47.1
	54.9
	50.4
	47.1
	43.6

	DSO
	Receivables / Revenue x 365
	41.2
	38.5
	37.4
	31.6
	29.6

	DPO
	Payables / Cost of sales x 365
	48.2
	45.5
	45.2
	39.1
	38.3

	Cash conversion cycle
	DIO + DSO - DPO
	40.1
	47.8
	42.5
	39.6
	34.9



Figure 5: Cash conversion cycle and components.
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(Integrated Report 2024, 2024).
Table 5 and Figure 5 show Toyota’s cash conversion cycle improved overall from 40.1 days in FY2021 to 34.9 days in FY2025, although it worsened in FY2022 before improving again. This is a favorable trend because it means the business was taking fewer days to convert working capital tied up in operations back into cash by the end of the period.
The greatest improvement came from receivables management. DSO fell from 41.2 days to 29.6 days. This suggests faster customer payment, stronger collection processes, or changes in the quality of receivables. Inventory days also improved, falling from 47.1 to 43.6. Both changes reduce liquidity pressure because less cash is trapped in stock and unpaid invoices (Bhattacheryay, 2021; ACCA, 2026b).
However, there is a less positive side. Over the five-year period, DPO fell from 48.2 days to 38.3 days, meaning Toyota was paying suppliers more quickly. This can be interpreted in two ways. From an ethical and supply-chain stability perspective, paying suppliers faster can strengthen relationships and reduce pressure on smaller partners. Toyota’s sustainability materials emphasise responsible sourcing, supplier standards and long-term stakeholder trust, so this interpretation is credible (Sustainability Data Book, 2025). From a purely financial perspective, though, lower DPO means cash leaves the business sooner, which weakens short-term liquidity.
A strong answer needs to recognise both sides. It would be too narrow to recommend simply pushing supplier payment periods higher to improve ratios on paper. In a global EV supply chain, aggressive payment stretching can damage strategic partnerships, increase supply risk, and conflict with responsible procurement principles. Toyota’s published sustainability guidance includes supplier sustainability and responsible mineral sourcing policies, which makes the ethical dimension relevant to finance rather than separate from it (Sustainability Data Book, 2025; 2025 Toyota Industries Corporation, 2025).
The most suitable working-capital reform for Toyota is therefore selective and process-based rather than aggressive. First, Toyota should improve demand forecasting and production alignment to prevent unnecessary inventory buildup during model changes or EV transition phases. Second, it should strengthen receivables analysis by market, particularly where dealer networks, incentives or finance arrangements may delay settlement. Third, it should centralise treasury cash pooling where legally possible so surplus cash in one region can support short-term needs elsewhere. Fourth, it should use supply-chain finance and structured term renegotiation where appropriate, so suppliers receive predictable cash access without Toyota needing to shorten payment timing too much.
The brief also asks for a comparison between short-term and long-term finance. Short-term finance, such as overdrafts, revolving credit facilities and supplier finance, is normally suitable for temporary working-capital movements because those needs unwind within the year. It is often cheaper, but it also creates refinancing risk and interest-rate exposure. Long-term finance is more suitable for strategic EV investments such as plants, software platforms, battery systems, and charging partnerships because those assets generate benefits over several years. This follows the matching principle, which says the maturity of finance should broadly match the life of the asset being funded (ACCA, 2026b).
For Toyota, the most sensible policy is moderate rather than aggressive. The company’s low debt ratio means it has the capacity to use long-term borrowing, if necessary, but its inconsistent free cash flow means it should avoid heavy dependence on short-term funding for structural investment (Agyei, Sun and Abrokwah, 2020). Short-term finance should be reserved for seasonal or temporary working-capital needs, while retained earnings, long-term debt, green or sustainability-linked debt, or partnership capital should support the major EV strategy (Financial Summary FY2025, 2025; Sustainability Data Book, 2025). Toyota’s long-term and sustainability-focused public reporting makes that kind of financing logic strategically consistent as well as financially sensible (Integrated Report 2024, 2024).

[bookmark: _Toc7799061]3. Strategic Financial Restructuring Plan
The brief asks for a strategic restructuring plan, but Toyota is not in financial collapse, so restructuring here should be interpreted as proactive financial reorganisation rather than emergency rescue. The purpose is to improve cash generation, protect flexibility, and align finance with the EV transition.
[bookmark: _Toc2092668670]Table 6. Proposed restructuring 
	Action

	Reason

	Likely financial effect

	Risk / ethical issue


	Selective divestiture of low-return or non-core assets
	Releases cash and sharpen strategic focus
	Improves liquidity, ROA and asset turnover
	Must avoid poor pricing and protect stakeholders

	Long-term matched funding for strategic EV assets
	Avoids funding long-life projects with short-term liabilities
	Improves refinancing profile and reduces liquidity stress
	Borrowing discipline still required

	Partnerships / joint ventures on high-risk projects
	Shares risk and investment cost
	Preserves balance sheet capacity
	May reduce control and future returns

	Stage-gate capital review
	Stops weak projects consuming cash
	Improves capital discipline and expected returns
	Requires strong governance and honest reporting



The first restructuring option recommended is selective divestiture. Toyota should review assets, business lines, stakes or operations that do not clearly support future EV and mobility strategies or that deliver weak returns relative to the capital tied up in them. Disposing of such assets could release cash, reduce management distraction, and improve balance sheet efficiency. This would be a preferable approach to a major merger because large mergers are expensive, difficult to integrate and often weaken value if the strategic fit is imperfect (Agyei, Sun and Abrokwah, 2020).
The second element is financing discipline. Toyota has enough balance-sheet strength to use more long-term debt if required, and this could be appropriate for mature projects with predictable long-term cash flows. However, a debt-only growth strategy would be too risky given the company’s unstable free cash flow. A better approach is layered financing: retained earnings as the first source, long-term borrowing for infrastructure-like assets, and partnership or hybrid-style funding for riskier projects with uncertain or delayed returns (Agyei, Sun and Abrokwah, 2020).
The third element is stronger capital governance. Every major EV-related investment should pass stage-gate reviews based on cost, demand, subsidy assumptions, exchange-rate exposure, quality targets, and revised return estimates. If those assumptions weaken materially, management should be willing to pause, redesign, or partner with the project rather than continue automatically. This may sound cautious, but in capital-intensive industries, it is often the difference between disciplined growth and value destruction (Tolegen, 2022; Integrated Report 2024, 2024).
From a shareholder-value perspective, these actions are likely to help rather than harm, even if some of them reduce short-term flexibility in other ways. Divestiture could increase value if cash released from weak assets is redirected into better opportunities. Matched-maturity funding reduces the chance that good assets become difficult to finance because the wrong type of funding was used. Partnerships or joint ventures may reduce full ownership of upside, but they can also protect shareholder value by limiting downside exposure. This is especially relevant in EV markets where policy incentives, demand patterns, and technology standards can shift quickly (Menes, 2022; Investing.com, 2026).
Operational flexibility should also improve under this plan. Divestiture and partnership options are generally easier to adjust than a merger-led strategy. Matched long-term funding gives management time to execute without immediate refinancing pressure. Stage-gate investment control prevents Toyota from becoming locked into underperforming projects simply because too much money has already been spent.
3.1 International and ethical considerations
The assignment specifically requires international and ethical factors to be considered, and in this case, they are central rather than secondary. Toyota is a global company exposed to different tax systems, currencies, inflation rates, trade rules, and sustainability expectations. The company’s sustainability reporting highlights governance, responsible sourcing, human rights and supplier guidance, showing that these are part of the firm’s public strategic positioning (Sustainability Data Book, 2025; 2025 Toyota Industries Corporation, 2025).
Currency risk is significant because Toyota reports in yen but operates globally and may invest in projects whose revenues and costs are in different currencies. If project cash inflows are in one currency while financing obligations are in another, exchange-rate movements can reduce actual returns. A sensible CFO response is to hedge major transaction exposures and, where possible, match borrowing currency to project cash flows (Integrated Report 2024, 2024).
Inflation is another issue. ACCA guidance points out that inflation can materially affect investment appraisal if cash flows and discount assumptions are not treated consistently. While the project calculations in this assignment are fixed by the brief, the restructuring plan should still acknowledge that battery materials, energy costs, and logistics costs can erode future returns if inflation is not managed carefully. Toyota should therefore use supplier diversification, procurement discipline and scenario planning to avoid discovering too late that expected project value has been weakened by cost inflation (ACCA, 2026a; Sustainability Data Book, 2025).
Taxation is also relevant. Global manufacturers can benefit from different tax regimes and incentives, but an aggressive tax-driven structure can create governance and reputational risks. A financially credible restructuring plan should assume compliance-focused tax planning rather than dependence on unstable or controversial arrangements.
The ethical dimension is especially important in EV supply chains. Lithium, nickel, cobalt, and other inputs create sourcing, labour and environmental concerns. Toyota’s public policies address supplier sustainability and responsible mineral sourcing, so the company is already signalling that these matters are material. A restructuring plan that improved Toyota’s short-term cash position by treating suppliers unfairly or ignoring sourcing concerns would therefore be inconsistent with both long-term value and corporate credibility (Sustainability Data Book, 2025; 2025 Toyota Industries Corporation, 2025).
For that reason, the best restructuring strategy is financially disciplined and ethically sound. In practice, this means responsible supplier terms, transparent use of sustainability-linked funding if employed, realistic treatment of carbon and sourcing risks, and avoidance of overstating green outcomes to the market.

[bookmark: _Toc1951587711]4. Investment Appraisal and Capital Budgeting
The final part of the assignment is to evaluate three proposed projects using payback period, ARR, NPV, profitability index, and IRR. ACCA guidance is clear that NPV is normally the best primary measure because it recognises the time value of money and links directly to value creation. Supporting methods can still be useful, but they should not override NPV when the measures conflict (ACCA, 2026a).
The project details are:
Project A: initial investment £50m; inflows £10m, £12m, £14m, £10m, £8m
 Project B: initial investment £50m; inflows £11m, £11m, £11m, £11m, £11m
 Project C: initial investment £50m; inflows £5m, £10m, £20m, £25m, £5m
The discount rate is 10%, and straight-line depreciation to zero applies. Therefore, annual depreciation is:
Annual depreciation = £50m / 5 = £10m per year
4.1 Step-by-step approach
For payback, the yearly cash inflows are added cumulatively until the original £50m investment is recovered. If recovery occurs part-way through a year, the proportion of that year is calculated.
For ARR, each year’s accounting profit is calculated by deducting the annual depreciation of £10m from the cash inflow. The average annual profit is then divided by average investment. Since the asset falls from £50m to zero, the average investment is £25m.
For NPV, each cash inflow is multiplied by its 10% discount factor, the present values are added, and the initial investment is deducted.
For PI, the present value of inflows is divided by the initial investment.
For IRR, the discount rate at which NPV equals zero is found using Excel.

[bookmark: _Toc1911307905]Table 7. Investment appraisal results
	Measure
	Project A
	Project B
	Project C

	Payback period (years)
	4.5
	4.5
	3.6

	ARR
	3.2%
	4.0%
	12.0%

	NPV (£m)
	(8.68)
	(8.30)
	(1.98)

	Profitability index
	0.826
	0.834
	0.960

	IRR
	2.7%
	3.3%
	8.6%



Figure 7: Stand-alone project comparison (bar chart for NPV / IRR / ARR).
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(ACCA, 2026a).
The key result illustrated in Table 7 and Figure 7 is straightforward. All three projects have negative NPVs at the required 10% discount rate. All three also have IRRs below 10% and profitability indexes below 1. On strict financial grounds, that means all three projects should be rejected (ACCA, 2026a).
This is a point that should not be softened unnecessarily. It is often tempting in assignments to select the least bad option without clearly stating that it still fails the required return. But the correct finance answer is that none of the projects, as currently designed, creates value for Toyota at a 10% hurdle rate.
If management insists on selecting one project anyway for strategic reasons, then Project C is the strongest of the three. It has the shortest payback, the highest ARR, the highest IRR and the least negative NPV. Project B comes second because it has a smoother inflow pattern and slightly better NPV than Project A. Project A is the weakest overall.

[bookmark: _Toc1799998735]Table 8. Simplified NPV working for Project C
	Year
	Cash flow (£m)
	Discount factor @10%
	Present value (£m)

	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

	Total NPV
	
	
	(1.98)



Project C is therefore best only in a relative sense, not in an absolute value-creation sense. This distinction matters because Toyota’s financial position, while strong, is not so cash-rich that it can ignore negative-NPV decisions. Free cash flow has already been unstable. Approving value-destructive projects simply because the company remains profitable would-be poor CFO discipline (Financial Summary FY2025, 2025; Yahoo Finance, 2025).
A more sensible stance would be conditional preference for Project C only if its economics can be improved. This could involve reducing the initial investment, obtaining public support, sharing risk with a partner, or accelerating the timing of inflows. Since the assignment does not ask for sensitivity analysis, the formal answer remains based on the given figures. Still, it is useful to note that management should redesign rather than automatically approve the least bad project.
There are also non-financial risks to consider. Project C depends heavily on larger inflows in years 3 and 4, which makes it more exposed to execution delays, customer demand risk, policy changes, and technological shifts. Project B has smoother inflows and may appear operationally safer, but it still fails against the financial hurdle. Therefore, the final recommendation should still prioritise financial discipline over managerial convenience (Investing.com, 2026; Menes, 2022).

[bookmark: _Toc459976536]4.2 Capital rationing under a £100m limit
The assignment also asks which combination is best if Toyota can invest a maximum of £100m. Since each project costs £50m, Toyota can choose any two projects.
[bookmark: _Toc150226207]Table 9. Capital rationing combinations
	Combination
	Total investment (£m)
	Total NPV (£m)
	Comment

	A + B
	100
	(16.98)
	Worst pair

	A + C
	100
	(10.66)
	Better than A + B

	B + C
	100
	(10.29)
	Least negative pair



Again, the strict financial answer is to invest in none of the projects because every available combination produces a negative total NPV. A capital rationing ceiling is a maximum, not a spending target. Therefore, Toyota is not required to use the entire £100m simply because it is available.
If the Board insists on deploying the full £100m among the available options, then Project B plus Project C is the least bad combination because it has the highest total NPV among the combinations, even though that NPV remains negative. This should be described honestly as a constrained second-best answer rather than a positive recommendation.

[bookmark: _Toc1056673314]Conclusion
Overall, Toyota’s financial performance over FY2021 to FY2025 is strong, but it is not free from strategic financial risk. Revenue, operating income, and net income all increased significantly over the period. Liquidity improved; efficiency generally strengthened, and interest-bearing debt remained low. These are clear strengths and suggest Toyota has the financial credibility to continue investing.
However, a more critical reading shows that profit growth has not translated consistently into free cash flow. Capital expenditure has absorbed a large share of operating cash flow, and free cash flow was negative in three of the five years. This means Toyota’s future EV strategy must be supported by disciplined cash management and careful capital allocation rather than by profit growth alone.
The financial health check therefore points to a company that is strong enough to invest, but not strong enough to be careless. The working-capital analysis shows that Toyota has improved its cash cycle, mainly through faster collections and better stock control, but also reveals tension between liquidity preservation and responsible supplier treatment. The restructuring plan should therefore focus on selective divestiture, matched long-term funding, partnership on riskier projects and stricter stage-gate control of major investments. International and ethical considerations are also central because currency risk, inflation, supplier standards and sustainability pressures all affect long-term financial performance, as well as corporate reputation. Toyota’s own reporting reinforces the importance of these issues (Sustainability Data Book, 2025; 2025 Toyota Industries Corporation, 2025).
In investment appraisal, the correct answer is to reject all three projects at a 10% hurdle rate because all three have negative NPVs, PI values below 1 and IRRs below the required return. If management insists on choosing one project, Project C is the strongest stand-alone option, and if £100m must be used, B plus C is the least bad combination. Even so, neither result should be treated as financially attractive in its current form.
This report concludes that Toyota does not need an emergency turnaround. It recommends disciplined strategic finance, tighter review of operating costs, continued working-capital improvement, selective portfolio restructuring, careful long-term financing for EV growth, and refusal to approve negative-value projects simply because the company appears strong enough to absorb them in the short term.
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[bookmark: _Toc1582657275]Appendices
 Appendix A: Figure 1-7
Figure 1: Revenue, operating income and net income trend
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Figure 2: Profitability ratio trend
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Figure 3: Liquidity, Efficiency, Operating cash flow margin, and free cash flow margin trend.
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Figure 4: Gearing and cover measures 
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Figure 5: Cash conversion cycle and components.
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Figure 6: Not required.
Figure 7: Stand-alone project comparison (bar chart for NPV / IRR / ARR).
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Appendix B: Formula used in Table 1-9
Table 1. Summary of key financial movements (FY2021–FY2025)
	Metric
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Revenue
	27,214,593
	31,379,507
	37,154,298
	45,095,325
	48,036,704

	Gross profit
	4,832,373
	5,971,689
	6,308,003
	9,370,080
	9,567,729

	Operating income
	2,197,748
	2,995,712
	2,720,013
	5,354,697
	4,785,277

	Net income
	2,245,261
	2,850,110
	2,451,318
	4,944,933
	4,765,086

	Cash from operations
	2,727,162
	3,722,615
	2,955,076
	4,206,373
	3,696,934

	Levered free cash flow
	1,482,608
	-92,932
	-253,673
	1,755,445
	-979,117

	Total assets
	62,267,140
	67,688,771
	74,303,180
	90,114,296
	93,601,350

	Total equity
	24,288,329
	27,154,820
	29,264,213
	35,239,338
	36,878,914

	Total debt
	1,718,696
	1,839,972
	1,876,919
	2,638,908
	2,284,512



Table 2. Profitability ratios
	Ratio
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Gross margin
	Gross profit / Revenue
	17.8%
	19.0%
	17.0%
	20.8%
	19.9%

	Operating margin
	Operating income / Revenue
	8.1%
	9.5%
	7.3%
	11.9%
	10.0%

	Net margin
	Net income / Revenue
	8.3%
	9.1%
	6.6%
	11.0%
	9.9%

	ROA
	Net income / Total assets
	3.6%
	4.2%
	3.3%
	5.5%
	5.1%

	ROE
	Net income / Total equity
	9.2%
	10.5%
	8.4%
	14.0%
	12.9%



Table 3. Liquidity, efficiency and cash flow ratios
	Ratio
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Current ratio
	Current assets / Current liabilities
	1.06x
	1.09x
	1.10x
	1.19x
	1.26x

	Quick ratio
	(Current assets - Inventory) / Current liabilities
	0.93x
	0.91x
	0.93x
	1.03x
	1.10x

	Cash ratio
	Cash and equivalents / Current liabilities
	0.15x
	0.20x
	0.23x
	0.24x
	0.21x

	Asset turnover
	Revenue / Total assets
	0.44x
	0.46x
	0.50x
	0.50x
	0.51x

	Inventory turnover
	Cost of sales / Inventory
	7.75x
	6.65x
	7.25x
	7.76x
	8.37x

	Receivables turnover
	Revenue / Total receivables
	8.86x
	9.49x
	9.77x
	11.54x
	12.33x

	OCF margin
	Cash from operations / Revenue
	10.0%
	11.9%
	8.0%
	9.3%
	7.7%

	FCF margin
	Levered FCF / Revenue
	5.4%
	-0.3%
	-0.7%
	3.9%
	-2.0%



Table 4. Gearing and cover measures
	Ratio / measure
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Debt to equity
	Total debt / Total equity
	0.07x
	0.07x
	0.06x
	0.07x
	0.06x

	Debt to assets
	Total debt / Total assets
	0.03x
	0.03x
	0.03x
	0.03x
	0.02x

	
Interest coverage
	Operating income / Interest expense
	51.81x
	92.30x
	57.44x
	82.72x
	56.90x

	P/E ratio (TTM, market)
	Share price / EPS
	—
	—
	—
	—
	c.11.4–11.8

	Market capitalisation (March 2026)
	Share price × shares outstanding
	—
	—
	—
	—
	c.¥42–43tn



Table 5. Cash conversion cycle (days)
	Measure
	Formula
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	DIO
	Inventory / Cost of sales x 365
	47.1
	54.9
	50.4
	47.1
	43.6

	DSO
	Receivables / Revenue x 365
	41.2
	38.5
	37.4
	31.6
	29.6

	DPO
	Payables / Cost of sales x 365
	48.2
	45.5
	45.2
	39.1
	38.3

	Cash conversion cycle
	DIO + DSO - DPO
	40.1
	47.8
	42.5
	39.6
	34.9



Table 6. Proposed restructuring 
	Action

	Reason

	Likely financial effect

	Risk / ethical issue


	Selective divestiture of low-return or non-core assets
	Releases cash and sharpen strategic focus
	Improves liquidity, ROA and asset turnover
	Must avoid poor pricing and protect stakeholders

	Long-term matched funding for strategic EV assets
	Avoids funding long-life projects with short-term liabilities
	Improves refinancing profile and reduces liquidity stress
	Borrowing discipline still required

	Partnerships / joint ventures on high-risk projects
	Shares risk and investment cost
	Preserves balance sheet capacity
	May reduce control and future returns

	Stage-gate capital review
	Stops weak projects consuming cash
	Improves capital discipline and expected returns
	Requires strong governance and honest reporting



Table 7. Investment appraisal results
	Measure
	Project A
	Project B
	Project C

	Payback period (years)
	4.5
	4.5
	3.6

	ARR
	3.2%
	4.0%
	12.0%

	NPV (£m)
	(8.68)
	(8.30)
	(1.98)

	Profitability index
	0.826
	0.834
	0.960

	IRR
	2.7%
	3.3%
	8.6%



Table 8. Simplified NPV working for Project C
	Year
	Cash flow (£m)
	Discount factor @10%
	Present value (£m)

	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

	Total NPV
	
	
	(1.98)



Table 9. Capital rationing combinations
	Combination
	Total investment (£m)
	Total NPV (£m)
	Comment

	A + B
	100
	(16.98)
	Worst pair

	A + C
	100
	(10.66)
	Better than A + B

	B + C
	100
	(10.29)
	Least negative pair
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