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[bookmark: _Toc224037887]1.0 Financial Health Check 
[bookmark: _Toc224037888]1.1 Firm’s past five-year financial statements
	Year
	Sales Revenue (¥ million)
	Operating Income (¥ million)
	Net Income (¥ million)
	Total Assets (¥ million)
	Shareholders’ Equity (¥ million)

	2021
	27,214,594
	2,197,748
	2,282,378
	62,267,140
	24,288,329

	2022
	31,379,507
	2,995,697
	2,874,614
	67,688,771
	27,154,820

	2023
	37,154,298
	2,725,025
	2,492,967
	74,303,180
	29,264,213

	2024
	45,095,325
	5,352,934
	5,071,421
	90,114,296
	35,239,338

	2025
	48,036,704
	4,795,586
	4,789,755
	93,601,350
	36,878,913


Table 1: Five-year financial statements

Graph 1: Financial Statement
The five-year financial records demonstrate that Toyota has a good growth and growing financial potential even though its profitability varies within ineffective limits. In terms of revenue, it has risen considerably between 2021 (¥ 27.2 trillion) and 2025 (¥ 48.0 trillion) as the world demands more vehicles, and the hybrid and electric vehicles are gaining markets. The operating income grew in 2024 to ¥5.35 trillion after increasing in 2021 as ¥2.2 trillion, but fell slightly to ¥4.79 trillion in 2025, which shows the growth of operating costs and investments in electrification technologies (Bloomberg, 2026). The trend was the same with net income, which rose sharply in FY2024 and then stabilised in FY2025. Total assets grew to ¥93.6 trillion as compared to ¥62.3 trillion, while shareholder equity rose steadily to ¥36.9 trillion as compared to ¥24.3 trillion and this indicates better financial strength and capital growth of the company. On the whole, the financial statements demonstrate that Toyota has remained financially healthy and resilient and spent much money on innovation and EV development (Toyota Motor Corporation, 2025a).
[bookmark: _Toc224037889]1.2 Ratio analysis 
Profitability
	Year
	Operating Margin (%)
	Net Profit Margin (%)
	Return on Equity (%)

	2021
	8.1
	8.4
	10.2

	2022
	9.5
	9.2
	11.5

	2023
	7.3
	6.7
	9.0

	2024
	11.9
	11.2
	15.8

	2025
	10.0
	10.0
	13.6


Table 2: Profitabilty

Graph 2: Profitability Ratios
The financial performances of Toyota based on profitability ratios show an increase in the profitability over the five years albeit with some fluctuations. Operating margin has improved and is now at 11.9% in 2024 compared to 8.1% in 2021, which indicates better operational efficiency and high vehicles demand across the world. The profitability is also high even though the margin has decreased by a small percentage to 10% in the year 2025 as Toyota has a big market share and diversified vehicles (Boston Consulting Group, 2025). In the same way, the ROE rose significantly to 15.8% in 2024 between 10.2% in 2021, which contrasts well with the utilization of shareholder capital. The short term drop in 2023 indicates disruptions in the supply chain and increasing raw material prices which impacted the automotive industry.
Liquidity
	Year
	Cash & Cash Equivalents (¥ trillion)
	Operating Cash Flow (¥ trillion)

	2021
	5.10
	2.73

	2022
	6.11
	3.72

	2023
	7.52
	2.96

	2024
	9.41
	4.21

	2025
	8.98
	3.70


Table 3: Liquidity

Graph 3: Liquidity Ratio
Toyota has good liquidity levels over the period. The cash reserves also varied considerably, as it rose to more than ¥9 trillion in 2024 compared with ¥5.1 trillion in 2021, which implies a high level of operational performance and financial flexibility. Despite the slight decrease in cash levels in 2025, the firm continues to have high liquidity to pay short-term liabilities and afford investments of a large scale. Good operating cash flow also reflects the capability of Toyota to generate cash out of its core automotive business (Grand View Research, 2025).
Efficiency
	Year
	Sales Revenue (¥ trillion)
	Total Assets (¥ trillion)
	Asset Turnover

	2021
	27.21
	62.27
	0.44

	2022
	31.38
	67.69
	0.46

	2023
	37.15
	74.30
	0.50

	2024
	45.10
	90.11
	0.50

	2025
	48.04
	93.60
	0.51


Table 4: Efficiency

Graph 4: Efficiency Ratios
Efficiency ratios show that Toyota has been slowly becoming more productive in terms of its capacity to create revenue out of its asset base. The ratio of asset turnover improved to 0.51 in 2025 and improved asset turnover as compared to 0.44 in 2021 (International Energy Agency, 2025a). Although Toyota has invested heavily in its manufacturing facilities, research centers, and EV technology, the company generates growing revenues of its assets, which means that it successfully manages production capacity and global supply chains.
Gearing
	Year
	Total Assets (¥ trillion)
	Shareholders’ Equity (¥ trillion)
	Equity Ratio (%)

	2021
	62.27
	24.29
	37.6

	2022
	67.69
	27.15
	38.8

	2023
	74.30
	29.26
	38.1

	2024
	90.11
	35.24
	38.0

	2025
	93.60
	36.88
	38.4


Table 5: Gearing Ratio

Graph 5: Gearing Ratio
Toyota has a fairly stable gearing ratio of approximately 38% in the five years. This means that there is an equal capital structure and moderate dependence on debt capital. The fact that the equity ratio is constant implies that Toyota is able to deal with financial risk responsibly and even uses leverage as a way of funding investments in manufacturing growth and electrification technologies (International Energy Agency, 2025b).
Investment
	Year
	Earnings per Share (¥)
	Dividend per Share (¥)

	2021
	160.65
	240

	2022
	205.23
	260*

	2023
	179.47
	60

	2024
	365.94
	75

	2025
	359.56
	90


Table 6: Investment

Graph 6: Investment
Investment ratios reveal that Toyota is capable of creating value to shareholders. The profitability and better financial results were demonstrated by the high growth of earnings per share that reached ¥365.94 in 2024 compared to ¥160.65 in 2021. Even though there was a slight drop in EPS in 2025, it is still large, and this means that earnings ability is stable. Toyota has also been raising dividends slowly in 2025 to ¥90 per share, showing a strong interest in the dividend back to the shareholders as they invest in the future technologies (International Energy Agency, 2025c).
Cash flow
	Year
	Operating Cash Flow (¥ trillion)
	Investing Cash Flow (¥ trillion)

	2021
	2.73
	-4.68

	2022
	3.72
	-0.58

	2023
	2.96
	-1.60

	2024
	4.21
	-5.00

	2025
	3.70
	-4.19


Table 7: Cash Flow

Graph 7: Cash Flow
Toyota is good at cash flow creation in its operations, which has been used in its capital expenditure and dividend payments to its shareholders. The negative investment cash flows indicate massive investment in manufacturing plants, research and development, and electric vehicle technology. As an illustration, the huge -¥5 trillion investing cash flow in 2024 is sign of aggressive growth and investment in future mobility solutions (Toyota Motor Corporation, 2025b). This kind of investment is also necessary to ensure long-term competitiveness of Toyota in the changing EV market.
[bookmark: _Toc224037890]1.3 Trends
Trend 1: Revenue Growth Driven by Electrification Strategy
One of the financial trends that Toyota can be proud of is the steady rise in revenue, which has been facilitated by the diversification of the Toyota Company to include the markets of hybrids and electric vehicles. The figures show that the sales revenue of Toyota rose by ¥27.2 trillion in FY2021 to ¥48.0 trillion in FY2025, reflecting high demand of Toyota vehicles in the world market and increased uptake of electrified mobility solutions. The research and development in hybrid technology, battery electric vehicles (BEVs) and hydrogen fuel cell vehicles has made the company stronger in its quest to shift to sustainable mobility (Toyota Motor Corporation, 2025c). With stricter environmental regulations being introduced by governments all over the world, the electrification strategy of Toyota will contribute to the increased revenues and market development even more.
Trend 2: Rising Capital Investment in EV Technology and Infrastructure
The other trend worth considering is that the total assets and capital investment of Toyota are rapidly rising which is indicative of its dedication towards the development of electric vehicles. The total assets grew to ¥93.6 trillion in FY2025 compared to ¥62.3 trillion in FY2021, which implies a huge investment in production plants, battery technology, and EV manufacturing infrastructure (Toyota Motor Corporation, 2026a). Such investments are research and development of solid-state batteries, increasing EV manufacturing capacity, and collaborations on battery supply chains. Such investments may raise short-term capital spending, but they are needed to make Toyota competitive in the long-term as the world automotive industry is going to be electrified and low-carbon transportation is established.
[bookmark: _Toc224037891]1.4 Strengths
Strong Financial Capacity: The growing revenue and high operating cash flows offered by Toyota give it the financial capability to invest heavily in EV technology and international production growth.
Advanced Electrification Technology: Toyota has a long history of hybrid vehicles and investments in battery and hydrogen technologies, which place the company in a competitive position in the future of EVs worldwide (Toyota Motor Corporation, 2026b).
[bookmark: _Toc224037892]1.5 Threats
High EV Development Costs: Significant spending on battery technology, research and development and EV production facilities can raise operating expenses and lower short-term profitability.
Increasing Global Competition: The increasing threat of competition by EV producers like Tesla, BYD, and other motor manufacturers can compel Toyota to alter its market share and pricing policies.
[bookmark: _Toc224037893]
2.0 Working Capital Management Analysis 
[bookmark: _Toc224037894]2.1 Cash operating cycle
The cash operating cycle is a measure used to determine how long it takes the company to turn its investments in inventory and other resources into cash flows of sales and is commonly determined by inventory days, receivable days and payable days as discussed in financial ratio analysis models. In the case of Toyota, the large-scale manufacturing and the global supply chain can affect the cycle (Toyota Motor Corporation, 2026c). The company has the Toyota Production System (TPS) and Just-in Time (JIT) production that reduces the inventory holding times and lower the working capital in stock. This leads to Toyota being able to achieve relatively effective inventory turnover in comparison with numerous automotive manufacturers. Moreover, sales of vehicles are frequently effected by way of worldwide dealer systems, as well as financial services subsidiaries, where receivables can be gathered in organized financing packages. Simultaneously, Toyota enjoys good supplier relations that enable it to offer favourable payment terms, that is, the payable periods can compensate in part the time to sell vehicles. On the whole, the cash operating cycle of Toyota is quite efficient as compared to that of a capital-intensive automotive company since its lean production system lowers inventory days whereas the supplier credit and well-organized receivable systems manage to ensure steady cash flows (Yahoo Finance, 2026).
[bookmark: _Toc224037895]2.2 Recommend strategies to improve liquidity through working capital reforms
Strengthening Inventory Control through EV Production Planning
By further streamlining inventory management, especially with the EV manufacturing growth, Toyota would be able to increase liquidity. Toyota, according to the FY2026 financial results has reported ¥24.63 trillion sales revenue in the first half of FY2026, an indication of further increases in vehicle demand. Nevertheless, mass production of EV and battery investments demand large inventories that need to be planned carefully to prevent stock buildup. Toyota can optimize the production of EV more closely to meet market demand by combining the latest demand forecasting solutions and digital monitoring of supply chains, minimizing costs of holding inventory and releasing working capital (Toyota Motor Corporation, 2026d).
Accelerating Receivables Collection from Global Dealer Networks
Toyota can also enhance liquidity through shortening the time that is taken to receive payment at dealerships and financing partners. The FY2026 outcomes indicate that the net income generated by Toyota in the first half of the financial year was ¥1.77 trillion, which demonstrates a good performance in terms of operation. But quicker receivable turnover would enhance the cash inflows and enhance short term liquidity (Toyota Motor Corporation, 2026e). The introduction of digital invoicing, automated payment tracking and better credit control management would help decrease the number of receivable days and increase the predictability of cash flows.
Enhancing Supplier Financing and Payable Management
The other working capital reform is the optimisation of payment terms with suppliers by means of supply chain financing. The total assets of Toyota were estimated to have reached ¥97.57 trillion in the first half of FY2026, and there was a significant investment in manufacturing capacity and EV infrastructure. Prolonging the payable terms without affecting the supplier relationship would enable Toyota to have the money longer and facilitate cash flow during times of high capital spending (Toyota Motor Corporation, 2026f). Supply chain financing schemes might also assist suppliers to get paid sooner by the financial institutions and Toyota retain its internal cash.
[bookmark: _Toc224037896]2.3 Short-term vs long-term financing options
Short-Term Financing for Working Capital Needs
Short-term financing assists Toyota in financing its day to day operations like purchasing inventory, paying suppliers and costs involved in production. Trade credit, short-term bank loans and commercial paper are the usual constituents of this type of financing. Based on the results of the first quarter FY2026, Toyota recorded sales revenue of approximately ¥12.25 trillion and operating income of ¥1.17 trillion implying that the company operates efficiently and requires effective short-term financing to fund its production and distribution processes (Toyota Motor Corporation, 2026g). Short term funding will enable Toyota to have a liquidity and be able to react fast to any changes in the demand and supply of the vehicles as well as the changes in the supply chain costs.
Long-Term Financing for EV Investment and Expansion
Toyota needs long-term funding to finance its strategic initiatives on electric cars, battery technology, and manufacturing plants. These investments are costly in terms of capital expenditure which cannot be maintained by short term funding only. In the FY2026 third quarter, Toyota financial position depicts the total asset as rising to around ¥102.34 trillion which indicates heavy investment in production capacity and technological advancement (Toyota Motor Corporation, 2026h). Corporate bonds, retained earnings and long-term loans are long-term funding sources that help Toyota afford these large scale EVs and still provide a stable operating environment.
Balanced Financing Strategy to Maintain Financial Stability
Toyota uses a balanced financing strategy which incorporates short-term and long-term funding sources so as to ensure fiscal flexibility. Although short term financing helps in ensuring operational liquidity, long term financing is stable in funding long-term strategic investments and innovation. To illustrate this, the company has recorded shareholders’ equity of about 39.99 trillion in the third quarter of FY2026, which implies that the capital base is very strong in terms of long-term investment and financial sustainability. This balanced financing approach will enable Toyota to deal with financial risks and still invest in EV technology and sustainable mobility solutions.



[bookmark: _Toc224037897]3.0 Strategic Financial Restructuring Plan 
[bookmark: _Toc224037898]3.1 Recommend financial restructuring options 
Strategic Divestiture of Non-Core Business Segments
The divestiture of non-core or underperforming business units of Toyota can be one of the possible strategies to reorganize the company and free capital to invest in Evs. Despite the financial stability of Toyota, the FY2026 outcomes point to the profitability pressure since operating income in the first half of FY2026 is estimated at approximately ¥2.01 trillion, which is a reduction of 18.6% as compared to the preceding year (Investing.com, 2025). The sale of low-reward business or non-strategic subsidiaries would enable Toyota to shift financial resources to battery production, EV development, and digital mobility technologies. The use of this restructuring would also result in higher efficiency in the capital and the ability of the company to concentrate on the areas of the automotive industry that will be performing better.
Strategic Mergers and Partnerships in EV Technology
The other alternative financial restructuring would be to establish mergers or strategic partnerships with battery makers and technology companies to cut the cost of development and make EV innovation faster. Toyota has already broadened its world EV ecosystem with collaborations and technological partnerships (MarketWatch, 2026). To illustrate the point, the FY2026, third-quarter report reveals that Toyota has sold about 7.30million vehicles in the first three quarters of the fiscal year, which shows that the company is experiencing high demand of its vehicles in the global market. A strategic alliance with battery vendors, semiconductor firms, or mobility technologies would enhance the supply chain of Toyota and evenly distribute the cost of research and development. These partnerships would also increase technical capacity and decrease financial risk in big ticket EV investments (McKinsey & Company, 2025a).
Equity Injection to Strengthen Capital Structure
Another restructuring strategy that Toyota can use to finance the large scale electrification initiatives without falling into financial crisis is equity financing. The reliance on debt financing can be decreased by increased equity through new share issue or retained earnings which enhances the balance sheet of the company. Toyota shareholders have an equity of about 38.46 trillion as per the FY2026 financial results which depicts a high capital base that can be used to make strategic investments (McKinsey & Company, 2025b). Additional capital investment would support EV infrastructure, battery technology and global production. New shares will dilute the existing ownership but slightly, and this will enhance the financial stability of Toyota and promote the long-term sustainable growth in the electric mobility industry.
[bookmark: _Toc224037899]3.2 Impact on shareholder value, debt structure, and operational flexibility
Impact on Shareholder Value
Some of the financial restructuring activity like the divestitures, strategic alliance and equity financing can be of great help to Toyota in increasing its shareholder value. The company can enhance the profitability and competitiveness in the long term by redistributing financial and human resources to high-growth areas like electric vehicles, battery technology, and digital mobility services. The good financial performance of Toyota shows its ability to create investors value. To illustrate, during the FY2025, the company has recorded a ¥359.56 earnings per share, which demonstrates excellent profitability and consistent returns to shareholders (Morningstar, 2026). The future profit potential can be enhanced by strategic restructuring emphasizing EV innovation and sustainable mobility to help to increase dividends and share price growth. Nonetheless, when equity financing is adopted to a large extent, it can dilute the ownership of existing shareholders in the short-term, but the long-term growth effects are likely to counterbalance the effects.
Impact on Debt Structure
This is also further affected by financial restructuring, which may alter the debt structure and the financial risk of Toyota. The firm has a fairly stable capital structure, and it has a solid equity base. Toyota has shareholders equity amounting to about ¥39.99 trillion and total assets amounting to about ¥102.34 trillion in the FY2026 third quarter, suggesting a moderate leverage ratio and balanced financing structure. When Toyota depends more on equity financing and divestiture proceeds to finance EV expansion, the company will be able to decrease reliance on debt and decrease interest payments (OECD, 2025). This would enhance its financial stability and credit worthiness. On the other hand, intensified borrowing to fund massive EV-related projects may raise the financial risk and lessen the financial flexibility in times of economic insecurity or lower automotive demand.
Impact on Operational Flexibility
The restructuring strategies can also be employed to enhance flexibility in the way Toyota operates by allowing the company to respond more too any alterations in the automotive industry. Investments in EV technologies, in the digital manufacturing systems, and the supply chains will enable Toyota to be more responsive to the changes in production capacity and product offerings. The financial performance of the company reveals that the company had sales revenue of approximately ¥24.63 trillion in the first half of FY2026, which was associated with high demand of vehicles in the world and high volume production units (PR Newswire, 2025). With the help of a redistribution of financial resources in the direction of innovations and technologies, Toyota is able to cope with the potential of adjusting production processes, switching to new Evs, and acting swiftly to changes in customer preferences and environmental policies. This increased flexibility is improving long term competitiveness of the company in the dynamic global automotive industry.
[bookmark: _Toc224037900]3.3 International and ethical considerations (taxation, currency risk, inflation, CSR)
Taxation and Global Regulatory Environment
Toyota is present in over 170 countries, which means that its financial strategy is highly dependent on the international taxation laws and governmental regulations. The tax layouts of various regions may impact profitability and investment choices, especially the EV manufacturing facilities and battery production plants. As an illustration, Toyota has reported income before taxes of about 6141 trillion yen in FY2025, indicating the dimension that tax policies can affect the overall financial performance (Precedence Research, 2025). In most markets, governments offer tax breaks and subsidies on electric vehicles, an opportunity that Toyota can use to lower the cost of production and promote Evs.
Currency Risk and Inflation
Toyota is a global manufacturer of automobiles and as a result, they are exposed to international currency and inflation. Exchange rate fluctuations between the Japanese yen and other exceptional currencies like the US dollar or euro may affect the export revenues and the operating costs. To illustrate this, in FY2026 first half results Toyota made sales revenue of about ¥24.63 trillion of which a part of the earnings were received on the foreign markets (PwC, 2025). Depreciation or the high inflation in the international markets may raise production costs and decrease the profit margins. Proper hedging practices and diversified site of production are thus required to reduce financial risks.
Corporate Social Responsibility (CSR) and Sustainability
Environmental responsibility and sustainable production are becoming more crucial ethical aspects in the world automotive market. In its long-term sustainability approach, Toyota has pledged to lower carbon emissions and increase electric and hybrid vehicles development. Investments in EV technology, battery innovation, and hydrogen fuel cells prove that Toyota is determined to make its manufacturing environmentally friendly (Reuters, 2026). Such CSR activities ensure that not only do they assist the company in meeting the environmental regulations set by the global community but also in improving brand reputation and consumer confidence in the shift towards sustainable mobility.



[bookmark: _Toc224037901]4.0 Investment Appraisal and Capital Budgeting 
Project A
	Method
	Result

	Payback Period (PBP)
	4.5 years

	Accounting Rate of Return (ARR)
	3.2%

	Net Present Value (NPV)
	–£8.68m

	Profitability Index (PI)
	0.83

	Internal Rate of Return (IRR)
	2.72%


Table 8: Project A Calculations
Project B
	Method
	Result

	Payback Period (PBP)
	4.55 years

	Accounting Rate of Return (ARR)
	4%

	Net Present Value (NPV)
	–£8.30m

	Profitability Index (PI)
	0.83

	Internal Rate of Return (IRR)
	3.26%


Table 9: Project B Calculations
Project C
	Method
	Result

	Payback Period (PBP)
	3.6 years

	Accounting Rate of Return (ARR)
	12%

	Net Present Value (NPV)
	–£1.98m

	Profitability Index (PI)
	0.96

	Internal Rate of Return (IRR)
	8.59%


Table 10: Project C Calculations

[bookmark: _Toc224037902]4.1 Which project to be recommended
Recommended Project: Project C
According to the investment appraisal methods used, the most appropriate investment choice to the company is Project C. The project shows a stronger financial performance in relation to Projects A and B in a number of evaluation criteria. Specifically, Project C will be recouped sooner because it has the lowest payback period of about 3.6 years, so the initial investment of 50 million pounds will be paid back faster. The shorter the payback period the better as it lowers the risk on the investment and the liquidity status of the firm, particularly when firms are investing heavily on new technologies like electric cars and battery development (Statista, 2025a).
Besides this, Project C also has a larger Accounting Rate of Return (ARR) of about 12% than the returns of Projects A and B. This implies that project C is more profitable using accounting income consideration throughout the life of the project. The Net Present Value (NPV) is not very large, but it is quite positive as compared to Net Present Value of the two other projects, which indicate bigger negative values at the assumed discount rate of 10. The Internal Rate of Return (IRR) of approximately 8.6% also compares to the needed rate of return more than the other projects implying that Project C has the highest potential of value generation.
Moreover, the Project C yields more cash inflows in the middle years of the project, especially in the third and the fourth year, when the project yields a cash flow of 20 million and 25 million respectively. These enhanced cash flows enhance the recovery of investment incurred by the firm and future capital expenditure. Strategically, selecting Project C would give Toyota a quicker payback period on capital and greater working cash flow, which could be used to invest further in electric vehicles and sustainable mobility technologies (Statista, 2025b). Thus, based on the overall findings of payback period, ARR, IRR, and total cash flow performance, Project C is therefore suggested as the most financially viable investment choice between the three alternatives.
[bookmark: _Toc224037903]4.2 Justify of the recommendation with reference to the company’s financial performance (e.g. profitability, liquidity)
Profitability Considerations
The profitability performance of Toyota justifies the choice of Project C as the choice of investment alternative. According to the results of financial ratios, Toyota has been enjoying good profits in the past few years. As an example, the company realized operating margin of about 11.9% in FY2024 and about 10.0% in FY2025 meaning that Toyota can make significant operating profits based on its sales. Such a profitability enables the company to pursue projects with a fairly good level of returns and quicker rate of investment payoff. Project C has a higher Accounting Rate of Return (ARR) of approximately 12% that is consistent with the high rate of profitability performance at Toyota and better utilisation of the invested capital than the other projects (Sustainability Times, 2025). Moreover, Project C generates greater cash flows during the intermediate years of the project and this helps to generate higher earnings potential. As Toyota is continuing to invest in electric vehicle technology, it is necessary to ensure that any project it picks has a greater potential of profitability to continue supporting growth in the long term and ensuring high returns to shareholders.
Liquidity Considerations
Another parameter that facilitates the recommendation of Project C is that Liquidity position has been sound as the operating cash flow of Toyota is about ¥3.70 trillion in FY2025 and its cash reserves are about ¥8.98 trillion indicating that the company produces a considerable amount of cash through its operations. This robust cash flow can be used by Toyota to finance big capital projects, such as EV development and manufacturing expansion. Project C is also very optimal regarding liquidity since it has the shortest payback period at about 3.6 years and thus the company can recover its investment of £50 million pounds in the least amount of time compared to the other projects. Quick capital recovery minimizes financial risk and enhances the cash management of the company to reinvest in other strategic projects  (Toyota Times, 2025). In the present case, since Toyota continues to invest in electrification, battery, and sustainable mobility, it is strategically advantageous to choose a project that reinforces liquidity and yields solid cash flows. Thus, Project C is in line with the liquidity position and financial strategy of Toyota.
[bookmark: _Toc224037904]4.3 Justify of the recommendation with reference to the company’s non-financial risks (e.g. political risk, customer loyalty)
Political and Regulatory Risk
Global automotive firms like Toyota need to be concerned with political and regulatory risks. Global governments are enacting tougher environmental policies, carbon emission targets, and policies that support electric cars to overcome climate change. These specifications may influence production expenses, supply chains and vehicle design specifications. Project C would be the most appropriate in this case since it would give a larger inflow of cash in the middle years of the project that will enable the company to recoup its investment more quickly and cope with the uncertainty associated with the regulatory changes. The quicker payback also minimizes the risk of being exposed to possible political risks like any alterations in the EV subsidies, trade policies or tariffs that may impact profitability (United Nations, 2025). Thus, the choice of Project C gives higher financial freedom to adapt to policy changes in the world automotive markets.
Customer Loyalty and Brand Reputation
Other important non-financial factors that affect investment decisions are customer loyalty and brand reputation. Toyota has established a strong reputation in the world as a company that makes reliable, fuel efficient and green cars. With the ongoing shift of consumer demand towards sustainable mobility and electric vehicles, customer trust is the key to the long-term competitiveness. Project C produces better cash flows in the subsequent years, which can help in investments in product development, innovation and customer oriented technologies. By focusing on investments that will contribute to electrification and sustainable movement, Toyota will be able to create a firmer customer base and improve the brand image as a producer of socially responsible transportation (World Economic Forum, 2025). As a result, choosing Project C will aid in aligning financial investment decision-making in higher strategic objectives regarding customer satisfaction and sustainable innovation.
[bookmark: _Toc224037905]4.4 Justification of the suggestion using capital rationing
Capital rationing happens when the firm has a small amount of financial resources and is faced with the need to choose the most lucrative portfolio of investment projects under a given budget constraint. Here, the maximum investment budget is that of Toyota of £100M with each project having an initial investment of 50M. Hence, the company is free to choose between two out of the three options that include Project A, Project B, and Project C.
Project C has the best financial performance between the three projects according to the calculations of the investment appraisal results carried out above. It will have the lowest payback period of about 3.6 years, high Accounting Rate of Return (ARR) of about 12 and Internal Rate of Return (IRR) of about 8.6 which is much higher than the IRR values of Projects A and B. It also has high cash inflows in the middle years of the project, specifically the value of 20million pounds in years three and 25million pounds in years four, which enhance liquidity and capital recovery faster. Consequently, the first project that should be chosen as an investment is Project C (World Bank, 2025).
With the choice of Project C, Toyota has left with a balance of £50 million in its investment budget which enables the firm to choose one more project. Project A is a better option than Project B when it comes to the overall financial performance. Both projects have the same initial investment and payback period however, the cash flows within Project A get higher cash inflows in the early years than Project B. This generates superior early cash recovery and helps the company in its liquidity position.
Thus, the optimal project mix with the capital rationing constraint is Project A and Project C that collectively imply an investment amounting to £100 million. Such a mixture will maximise cash inflows within the investment limit and will give a balance between early cash recovery and increased chances of greater profitability. The choice of Projects A and C can also enable Toyota to diversify its investment on various cash flow patterns, which decreases the total financial risk.
Strategically, a combination of Project A and Project C would enable Toyota to create a greater operation cash flow that can then be used to invest in the future in electric vehicle technology, manufacturing capacity, and sustainable mobility solutions. This means that when the capital-rationing constraint is that of using less than 100 million, the best investment decision would be to implement Projects A and C, since it would give the best proportion of profitability, liquidity, and risk management.
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	Year
	Sales Revenue (¥ million)
	Operating Income (¥ million)
	Net Income (¥ million)
	Total Assets (¥ million)
	Shareholders’ Equity (¥ million)

	2021
	27,214,594
	2,197,748
	2,282,378
	62,267,140
	24,288,329

	2022
	31,379,507
	2,995,697
	2,874,614
	67,688,771
	27,154,820

	2023
	37,154,298
	2,725,025
	2,492,967
	74,303,180
	29,264,213

	2024
	45,095,325
	5,352,934
	5,071,421
	90,114,296
	35,239,338

	2025
	48,036,704
	4,795,586
	4,789,755
	93,601,350
	36,878,913


Table 1: Five-year financial statements

Graph 1: Financial Statement
Profitability
	Year
	Operating Margin (%)
	Net Profit Margin (%)
	Return on Equity (%)

	2021
	8.1
	8.4
	10.2

	2022
	9.5
	9.2
	11.5

	2023
	7.3
	6.7
	9.0

	2024
	11.9
	11.2
	15.8

	2025
	10.0
	10.0
	13.6


Table 2: Profitabilty

Graph 2: Profitability Ratios
Liquidity
	Year
	Cash & Cash Equivalents (¥ trillion)
	Operating Cash Flow (¥ trillion)

	2021
	5.10
	2.73

	2022
	6.11
	3.72

	2023
	7.52
	2.96

	2024
	9.41
	4.21

	2025
	8.98
	3.70


Table 3: Liquidity

Graph 3: Liquidity Ratio
Efficiency
	Year
	Sales Revenue (¥ trillion)
	Total Assets (¥ trillion)
	Asset Turnover

	2021
	27.21
	62.27
	0.44

	2022
	31.38
	67.69
	0.46

	2023
	37.15
	74.30
	0.50

	2024
	45.10
	90.11
	0.50

	2025
	48.04
	93.60
	0.51


Table 4: Efficiency

Graph 4: Efficiency Ratios
Gearing
	Year
	Total Assets (¥ trillion)
	Shareholders’ Equity (¥ trillion)
	Equity Ratio (%)

	2021
	62.27
	24.29
	37.6

	2022
	67.69
	27.15
	38.8

	2023
	74.30
	29.26
	38.1

	2024
	90.11
	35.24
	38.0

	2025
	93.60
	36.88
	38.4


Table 5: Gearing Ratio

Graph 5: Gearing Ratio
Investment
	Year
	Earnings per Share (¥)
	Dividend per Share (¥)

	2021
	160.65
	240

	2022
	205.23
	260*

	2023
	179.47
	60

	2024
	365.94
	75

	2025
	359.56
	90


Table 6: Investment

Graph 6: Investment
Cash flow
	Year
	Operating Cash Flow (¥ trillion)
	Investing Cash Flow (¥ trillion)

	2021
	2.73
	-4.68

	2022
	3.72
	-0.58

	2023
	2.96
	-1.60

	2024
	4.21
	-5.00

	2025
	3.70
	-4.19


Table 7: Cash Flow

Graph 7: Cash Flow

Investment appraisal calculations
Project A
	Method
	Result

	Payback Period (PBP)
	4.5 years

	Accounting Rate of Return (ARR)
	3.2%

	Net Present Value (NPV)
	–£8.68m

	Profitability Index (PI)
	0.83

	Internal Rate of Return (IRR)
	2.72%


Table 8: Project A Calculations
Project B
	Method
	Result

	Payback Period (PBP)
	4.55 years

	Accounting Rate of Return (ARR)
	4%

	Net Present Value (NPV)
	–£8.30m

	Profitability Index (PI)
	0.83

	Internal Rate of Return (IRR)
	3.26%


Table 9: Project B Calculations
Project C
	Method
	Result

	Payback Period (PBP)
	3.6 years

	Accounting Rate of Return (ARR)
	12%

	Net Present Value (NPV)
	–£1.98m

	Profitability Index (PI)
	0.96

	Internal Rate of Return (IRR)
	8.59%


Table 10: Project C Calculations


Operating Cash Flow (¥ trillion)	2021	2022	2023	2024	2025	2.73	3.72	2.96	4.21	3.7	Investing Cash Flow (¥ trillion)	2021	2022	2023	2024	2025	-4.68	-0.58	-1.6	-5.0	-4.19	



Sales Revenue (¥ million)	2021	2022	2023	2024	2025	2.7214594E7	3.1379507E7	3.7154298E7	4.5095325E7	4.8036704E7	Operating Income (¥ million)	2021	2022	2023	2024	2025	2197748.0	2995697.0	2725025.0	5352934.0	4795586.0	Net Income (¥ million)	2021	2022	2023	2024	2025	2282378.0	2874614.0	2492967.0	5071421.0	4789755.0	Total Assets (¥ million)	2021	2022	2023	2024	2025	6.226714E7	6.7688771E7	7.430318E7	9.0114296E7	9.360135E7	Shareholders’ Equity (¥ million)	2021	2022	2023	2024	2025	2.4288329E7	2.715482E7	2.9264213E7	3.5239338E7	3.6878913E7	



Operating Margin (%)	
2021	2022	2023	2024	2025	8.1	9.5	7.3	11.9	10.0	Net Profit Margin (%)	
2021	2022	2023	2024	2025	8.4	9.2	6.7	11.2	10.0	Return on Equity (%)	
2021	2022	2023	2024	2025	10.2	11.5	9.0	15.8	13.6	



Cash 	&	 Cash Equivalents (¥ trillion)	2021	2022	2023	2024	2025	5.1	6.11	7.52	9.41	8.98	Operating Cash Flow (¥ trillion)	2021	2022	2023	2024	2025	2.73	3.72	2.96	4.21	3.7	



Sales Revenue (¥ trillion)	
2021	2022	2023	2024	2025	27.21	31.38	37.15	45.1	48.04	Total Assets (¥ trillion)	
2021	2022	2023	2024	2025	62.27	67.69	74.3	90.11	93.6	Asset Turnover	
2021	2022	2023	2024	2025	0.44	0.46	0.5	0.5	0.51	



Total Assets (¥ trillion)	2021	2022	2023	2024	2025	62.27	67.69	74.3	90.11	93.6	Shareholders’ Equity (¥ trillion)	2021	2022	2023	2024	2025	24.29	27.15	29.26	35.24	36.88	Equity Ratio (%)	2021	2022	2023	2024	2025	37.6	38.8	38.1	38.0	38.4	



Earnings per Share (¥)	2021	2022	2023	2024	2025	160.65	205.23	179.47	365.94	359.56	Dividend per Share (¥)	2021	2022	2023	2024	2025	240.0	0.0	60.0	75.0	90.0	



Operating Cash Flow (¥ trillion)	2021	2022	2023	2024	2025	2.73	3.72	2.96	4.21	3.7	Investing Cash Flow (¥ trillion)	2021	2022	2023	2024	2025	-4.68	-0.58	-1.6	-5.0	-4.19	



Sales Revenue (¥ million)	2021	2022	2023	2024	2025	2.7214594E7	3.1379507E7	3.7154298E7	4.5095325E7	4.8036704E7	Operating Income (¥ million)	2021	2022	2023	2024	2025	2197748.0	2995697.0	2725025.0	5352934.0	4795586.0	Net Income (¥ million)	2021	2022	2023	2024	2025	2282378.0	2874614.0	2492967.0	5071421.0	4789755.0	Total Assets (¥ million)	2021	2022	2023	2024	2025	6.226714E7	6.7688771E7	7.430318E7	9.0114296E7	9.360135E7	Shareholders’ Equity (¥ million)	2021	2022	2023	2024	2025	2.4288329E7	2.715482E7	2.9264213E7	3.5239338E7	3.6878913E7	



Operating Margin (%)	
2021	2022	2023	2024	2025	8.1	9.5	7.3	11.9	10.0	Net Profit Margin (%)	
2021	2022	2023	2024	2025	8.4	9.2	6.7	11.2	10.0	Return on Equity (%)	
2021	2022	2023	2024	2025	10.2	11.5	9.0	15.8	13.6	



Cash 	&	 Cash Equivalents (¥ trillion)	2021	2022	2023	2024	2025	5.1	6.11	7.52	9.41	8.98	Operating Cash Flow (¥ trillion)	2021	2022	2023	2024	2025	2.73	3.72	2.96	4.21	3.7	



Sales Revenue (¥ trillion)	
2021	2022	2023	2024	2025	27.21	31.38	37.15	45.1	48.04	Total Assets (¥ trillion)	
2021	2022	2023	2024	2025	62.27	67.69	74.3	90.11	93.6	Asset Turnover	
2021	2022	2023	2024	2025	0.44	0.46	0.5	0.5	0.51	



Total Assets (¥ trillion)	2021	2022	2023	2024	2025	62.27	67.69	74.3	90.11	93.6	Shareholders’ Equity (¥ trillion)	2021	2022	2023	2024	2025	24.29	27.15	29.26	35.24	36.88	Equity Ratio (%)	2021	2022	2023	2024	2025	37.6	38.8	38.1	38.0	38.4	



Earnings per Share (¥)	2021	2022	2023	2024	2025	160.65	205.23	179.47	365.94	359.56	Dividend per Share (¥)	2021	2022	2023	2024	2025	240.0	0.0	60.0	75.0	90.0	
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