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[bookmark: _Toc227165040]1. Introduction
[bookmark: _Toc227165041]1.1 Company Overview
Toyota Motor Corporation is one of the world’s largest automotive manufacturers and a globally recognised leader in the automotive and electric vehicle (EV) industry (Toyota, 2026). Headquartered in Japan, Toyota operates across more than 170 countries and regions, supported by an extensive manufacturing, distribution, and supply chain network. The company maintains a strong global market position through its diversified portfolio of passenger vehicles, hybrid vehicles, battery electric vehicles, and commercial transport solutions. Toyota’s long-standing reputation for quality, innovation, and operational efficiency has enabled it to remain highly competitive within the rapidly evolving automotive sector. However, the accelerating global shift toward electrification has increased strategic pressure on the company to expand its EV capabilities, invest in battery technologies, and adapt its financial strategy to remain competitive against pure EV manufacturers such as Tesla and BYD.
[bookmark: _Toc227165042]1.2 Purpose of Report
This report is prepared from the perspective of the Chief Financial Officer to critically evaluate Toyota’s financial performance over the past five years and assess its overall financial health. The analysis applies comprehensive financial statement and ratio analysis to identify key trends, operational strengths, financial weaknesses, and emerging strategic risks affecting the organisation. In addition, the report evaluates Toyota’s working capital efficiency and proposes practical strategies to improve liquidity and optimise short-term financial management. Strategic financial restructuring options are also recommended to enhance capital structure, operational flexibility, and shareholder value. Finally, investment appraisal and capital budgeting techniques are applied to assess proposed investment opportunities and identify the most financially viable projects to support Toyota’s long-term strategic growth in the global EV market.
[bookmark: _Toc227165043]2. Financial Health Check
[bookmark: _Toc227165044]2.1 Overview of Five-Year Financial Performance
Toyota Motor Corporation demonstrated strong financial growth over the five-year period from FY2021 to FY2025, reflecting sustained expansion in revenue and profitability. Revenue increased consistently from approximately ¥2,118,302 million in FY2021 to ¥4,084,984 million in FY2025, indicating significant top-line growth driven by higher global vehicle demand, expansion in electrified vehicle offerings, and improved pricing strategies (Toyota, 2025). Net profit also increased steadily during the period, demonstrating Toyota’s ability to maintain profitability despite inflationary pressures and increasing competition within the automotive sector. The positive earnings trend reflects effective operational management and resilient business performance.
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[bookmark: _Toc227165080]Figure 1: Revenue and Net Profit Trend (FY2021–FY2025)
2.2 Profitability Analysis
Toyota Motor Corporation maintained relatively stable profitability throughout the FY2021–FY2025 period, indicating resilient operational performance despite growing competitive and cost pressures within the global automotive and electric vehicle (EV) market. Gross profit margin remained consistently strong, fluctuating within a narrow range of 22.37% to 23.51%, which suggests that Toyota effectively controlled production and procurement costs while preserving pricing power across its vehicle portfolio. The slight decline in FY2022 and FY2023 may reflect inflationary pressures, semiconductor shortages, and higher raw material costs impacting the automotive industry globally (Toyota, 2023).
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[bookmark: _Toc227165081]Figure 2: Profitability Ratio Trend (FY2021–FY2025)
Operating profit margin remained more volatile, decreasing from 5.88% in FY2022 to 5.03% in FY2023 before partially recovering to 5.43% in FY2025. This fluctuation indicates pressure from increased selling, administrative, research, and development expenditures, particularly as Toyota expanded investment in EV technology, battery development, and digital transformation initiatives. Net profit margin followed a similar pattern, declining to 5.88% in FY2023 before recovering to 6.64% in FY2025, demonstrating improved bottom-line profitability through stronger operational recovery and financial management.
Return on Assets (ROA) improved overall from 2.17% in FY2021 to 2.88% in FY2025, suggesting enhanced efficiency in generating earnings from the company’s expanding asset base. Similarly, Return on Equity (ROE) increased from 4.26% to 5.41%, reflecting stronger returns delivered to shareholders over the review period, despite temporary weakness in FY2024 (Toyota, 2024).
[bookmark: _Toc227165045]2.3 Liquidity Analysis
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[bookmark: _Toc227165082]Figure 3: Liquidity Analysis
Toyota Motor Corporation maintained a strong liquidity position throughout the FY2021–FY2025 period, indicating solid short-term solvency and an effective ability to meet current financial obligations. The current ratio improved overall from approximately 1.64 in FY2021 to 1.92 in FY2025, demonstrating that Toyota consistently held sufficient current assets to cover short-term liabilities (Toyota, 2021). This suggests a stable working capital base and prudent short-term financial management.
The quick ratio remained particularly strong, ranging between 2.45 and 2.86 over the five-year period, indicating that Toyota maintained substantial liquid assets even after excluding inventory. Such levels reflect strong receivables, cash equivalents, and short-term investments, enhancing the company’s flexibility to meet immediate obligations without relying heavily on inventory liquidation. This is a positive indicator of financial resilience, particularly within the capital-intensive automotive sector.
However, the cash ratio remained comparatively low throughout the period, fluctuating between 0.14 and 0.31. While this suggests that Toyota does not hold large volumes of cash relative to current liabilities, this is not unusual for large multinational manufacturers that optimise cash deployment through active treasury management and short-term financing arrangements.
Overall, Toyota’s liquidity ratios indicate a financially secure short-term position with strong working capital coverage and adequate liquid resources. Nevertheless, the relatively low cash ratio highlights the importance of maintaining efficient cash flow forecasting and treasury management to support ongoing operational and investment requirements.
[bookmark: _Toc227165046]2.4 Working Capital Efficiency 
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[bookmark: _Toc227165083]Figure 4: Working Capital Management Analysis
Toyota Motor Corporation’s working capital efficiency deteriorated over the FY2021–FY2025 period, indicating growing pressure on operational cash management and the efficiency of short-term asset utilisation. Inventory days remained relatively stable but elevated, fluctuating between approximately 65 and 77 days, suggesting that Toyota maintained significant inventory holdings throughout the period. While this may reflect the strategic need to support global manufacturing operations and supply chain resilience, persistently high inventory days can increase holding costs and reduce working capital efficiency.
Receivable days remained consistently high, averaging above 150 days across the five-year period, indicating a prolonged customer collection cycle. This suggests that a substantial amount of cash is tied up in receivables, potentially reducing liquidity and increasing reliance on external financing to support operations. Such extended receivable periods may reflect generous credit terms within Toyota’s dealership and financing operations; however, they nevertheless weaken short-term cash conversion efficiency.
Conversely, payable days declined significantly from approximately 138 days in FY2021 to 102 days in FY2025, indicating that Toyota has been settling supplier obligations more quickly over time. While faster supplier payments may strengthen supplier relationships, this reduces the company’s ability to preserve cash within the operating cycle.
As a result of these combined movements, Toyota’s cash conversion cycle increased materially from 94 days in FY2021 to 124 days in FY2025, demonstrating a deterioration in overall working capital efficiency (Toyota, 2025 & Toyota, 2021). The upward trend indicates that Toyota requires more time to convert operational investments into cash, which may constrain liquidity and increase financing needs. To improve efficiency, Toyota should optimise inventory planning, strengthen receivables management, and renegotiate supplier credit terms to shorten its operating cash cycle.
[bookmark: _Toc227165047]2.5 Capital Structure and Gearing Analysis
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[bookmark: _Toc227165084]Figure 5: Capital Structure and Gearing Analysis
Toyota Motor Corporation maintained a relatively conservative and stable capital structure throughout the FY2021–FY2025 period, indicating prudent financial risk management and a balanced approach to leverage. The debt-to-equity ratio remained moderate over the review period, fluctuating between 28% and 43% when converted into percentage form for graphical consistency. This suggests that Toyota relies more heavily on equity financing than debt financing, thereby reducing exposure to excessive financial leverage and interest burden. The temporary increase in FY2023 indicates a short-term rise in debt utilisation, potentially linked to strategic investment requirements or financing of operational expansion (Toyota, 2023).
Debt to capital followed a similar pattern, ranging from 21.71% to 30.16%, demonstrating that debt represented a relatively limited proportion of Toyota’s total capital base. This indicates a financially cautious funding strategy and reflects the company’s strong capacity to finance operations and strategic investments without excessive dependence on borrowing. Furthermore, debt ratio remained below 22% across the five-year period, while equity ratio consistently exceeded 50%, reinforcing the strength of Toyota’s balance sheet and shareholder-funded capital base.
The notable improvement in FY2024, where gearing metrics declined significantly, suggests successful debt reduction or equity growth during the period, enhancing Toyota’s financial flexibility and reducing solvency risk. Although gearing increased slightly again in FY2025, leverage remained within conservative levels.
Toyota’s gearing position reflects a financially robust and low-risk capital structure, providing substantial borrowing capacity for future strategic investments if required. However, management should continue balancing debt and equity efficiently to optimise capital costs while maintaining flexibility to support large-scale electrification and international expansion initiatives.
[bookmark: _Toc227165048]2.6 Investment and Cash Flow Analysis
Toyota Motor Corporation demonstrated mixed performance in terms of investor attractiveness and cash flow generation during the FY2021–FY2025 period. Earnings per share (EPS) increased consistently over the five-year period, indicating improving profitability attributable to shareholders and enhanced earnings generation. This upward trend reflects Toyota’s strengthening financial performance and capacity to create shareholder value through sustained profit growth. However, the price-to-earnings (P/E) ratio fluctuated considerably across the period, suggesting varying levels of market confidence and investor expectations regarding Toyota’s future growth potential. Such volatility may reflect uncertainty surrounding the company’s EV transition strategy, competitive pressures, and broader macroeconomic conditions affecting the automotive sector (Muller, 2025).
Despite improvements in profitability, Toyota’s operating cash flow ratios weakened materially over the review period. Operating cash flow to current liabilities and operating cash flow to debt both declined overall, indicating a reduced ability to cover short-term obligations and debt commitments through internally generated operating cash (Arifaj et al., 2023). Similarly, cash margin decreased significantly across the five years, suggesting weaker cash conversion from revenue despite rising sales levels. This may indicate increasing working capital requirements, higher operating expenditures, or delayed cash collections from customers.
Overall, while Toyota remains attractive from an earnings and shareholder return perspective, weakening operating cash flow efficiency raises concerns regarding the sustainability of internal cash generation. Management should prioritise improving operational cash conversion and working capital efficiency to support future strategic investments and preserve financial flexibility.
[bookmark: _Toc227165049]2.7 Summary of Strengths, Weaknesses, and Threats
Toyota’s financial analysis highlights several key strengths, including strong revenue growth, stable profitability margins, conservative gearing levels, and increasing shareholder returns, demonstrating financial resilience and strategic stability. However, weaknesses are evident in deteriorating working capital efficiency, prolonged receivable periods, and declining operating cash flow generation, which may constrain liquidity and operational flexibility. External threats include intensifying competition within the global EV market, rising raw material and battery production costs, technological disruption, supply chain volatility, and increasing regulatory pressure regarding sustainability and emissions compliance. Collectively, these issues indicate that while Toyota remains financially strong, strategic financial reforms are necessary to sustain long-term competitiveness.
[bookmark: _Toc227165050]3. Working Capital Management Analysis
[bookmark: _Toc227165051]3.1 Cash Operating Cycle Assessment
Toyota Motor Corporation’s cash operating cycle has deteriorated over the FY2021–FY2025 period, indicating increasing inefficiency in the company’s working capital management processes. As illustrated in Figure 4, Toyota’s cash conversion cycle increased significantly from approximately 94 days in FY2021 to 124 days in FY2025. This upward trend suggests that the company requires a longer period to convert investments in inventory and receivables into cash, thereby reducing short-term liquidity efficiency and increasing dependence on working capital financing.
Inventory days remained relatively stable but elevated, fluctuating between 65 and 77 days during the period. This indicates that Toyota holds inventory for over two months on average before sale, which may reflect the need to maintain strategic stock levels to support global manufacturing operations and minimise supply chain disruption. However, elevated inventory holding periods also increase warehousing, insurance, and obsolescence costs.
Receivable days remained consistently high, averaging above 150 days throughout the review period. This indicates that Toyota experiences extended collection periods from customers and dealers, causing substantial cash to remain tied up in receivables. Although this may partly reflect dealership financing and international credit arrangements, prolonged receivable cycles negatively affect liquidity and operational cash generation.
Payable days declined materially from approximately 138 days in FY2021 to 102 days in FY2025, suggesting that Toyota has reduced the time taken to settle supplier obligations. While this may strengthen supplier relationships and improve procurement reliability, it simultaneously shortens the financing benefit obtained from trade creditors.
Overall, the deterioration in Toyota’s cash operating cycle indicates weakening working capital efficiency and suggests the need for targeted operational reforms to improve liquidity management.
[bookmark: _Toc227165052]3.2 Working Capital Problems Identified
Several key working capital issues are evident from Toyota’s operating cycle analysis. First, the most significant concern is the company’s persistently high receivable period. With collection periods consistently exceeding 150 days, Toyota appears to have substantial cash tied up in trade receivables and financing-related customer balances. This delays cash inflows, weakens liquidity, and may increase exposure to customer default risk.
Second, inventory levels remain elevated relative to production and sales activity. Although automotive manufacturing requires significant inventory buffers due to complex global supply chains and component dependency, Toyota’s inventory holding period indicates inefficiency in stock turnover (Gupta et al., 2025). Excess inventory may increase storage costs, insurance expenses, and inventory obsolescence risk, particularly within the rapidly evolving EV market where technological advancements may quickly reduce component value. The reduction in payable days suggests Toyota is paying suppliers more quickly over time. While beneficial from a supplier relationship perspective, this reduces the company’s ability to utilise supplier credit as a low-cost source of short-term financing.
Finally, the combined effect of these issues has caused greater cash to remain tied up in operations, thereby reducing Toyota’s ability to internally fund strategic investments and increasing reliance on external financing sources to support expansion and innovation.
[bookmark: _Toc227165053]3.3 Working Capital Improvement Strategies
To improve working capital efficiency and strengthen liquidity, Toyota should implement several targeted reforms.
First, Toyota should further optimise its inventory management systems by enhancing its Just-in-Time (JIT) inventory practices (Susanti et al., 2025). Although Toyota pioneered JIT principles, recent supply chain disruptions have likely required higher inventory buffers. The company should integrate advanced demand forecasting and AI-driven inventory planning tools to better align stock levels with real-time production and market demand, thereby reducing excess inventory while maintaining supply chain resilience.
Toyota should strengthen receivables management by implementing tighter credit control policies and accelerating collections from dealers and customers where commercially feasible. This may include revising payment terms, enhancing credit risk assessments, offering early settlement incentives, and adopting automated receivables monitoring systems to reduce overdue balances. Toyota should renegotiate supplier payment terms to better optimise trade credit usage. Extending payable periods where commercially viable would allow Toyota to retain cash within operations for longer, thereby improving liquidity without materially increasing financing costs (Bhattacheryay, 2023). However, this should be balanced carefully to preserve strategic supplier relationships.
Toyota could adopt dynamic discounting arrangements whereby suppliers are offered early payment in exchange for discounts when excess cash is available (Dass, 2019). This provides flexibility in managing supplier payments while improving returns on surplus cash. The implementation of integrated ERP and AI-based treasury systems would improve real-time visibility over cash flows, working capital positions, and liquidity forecasting, enabling more proactive management of operational cash resources.
Collectively, these initiatives would enhance Toyota’s liquidity efficiency, reduce financing requirements, and improve operational flexibility.
[bookmark: _Toc227165054]3.4 Short-Term vs Long-Term Financing Comparison
Toyota must carefully balance short-term and long-term financing options to support working capital and strategic investment needs (Bhattacheryay, 2023). Short-term financing sources such as overdrafts, trade credit, and factoring offer flexibility and are suitable for temporary liquidity requirements or seasonal working capital fluctuations. Overdrafts provide rapid access to funds, while trade credit allows Toyota to delay supplier payments without immediate cash outflow. Factoring can accelerate receivables collection by selling outstanding invoices to financial institutions. However, short-term financing typically carries refinancing risk, variable interest costs, and potential overdependence concerns if used excessively.
In contrast, long-term financing options such as bonds, equity issuance, and long-term bank loans provide greater stability and are more appropriate for funding strategic capital expenditure and long-term investment programmes (Mustafina et al., 2020). Bonds may offer lower financing costs for Toyota due to its strong credit profile, while equity financing avoids repayment obligations but may dilute shareholder ownership. Long-term loans provide predictable repayment schedules but increase leverage and fixed financial commitments.
Given Toyota’s conservative gearing position and strong balance sheet, the company should utilise short-term financing selectively for operational liquidity needs while preserving long-term financing for strategic EV investments, international expansion, and large-scale capital projects. This balanced financing approach would optimise cost efficiency while maintaining financial flexibility.
[bookmark: _Toc227165055]4. Strategic Financial Restructuring Plan
[bookmark: _Toc227165056]4.1 Need for Financial Restructuring
Despite Toyota’s overall strong financial position, the preceding financial analysis indicates several areas requiring strategic financial restructuring to support long-term competitiveness and financial sustainability. Most notably, the company has experienced deteriorating working capital efficiency, rising cash conversion cycle pressures, and weakening operating cash flow ratios despite continued revenue and profit growth. These issues suggest that Toyota’s current financial structure may not be fully optimised to support its accelerating strategic transition toward electric vehicle (EV) production and technological innovation. Intensifying competition from EV-focused manufacturers, significant battery technology investment requirements, and increasing global regulatory pressure necessitate substantial capital allocation and enhanced financial flexibility (Taneri, 2026). Without proactive restructuring, Toyota risks reduced liquidity, constrained operational agility, and potential underinvestment in strategic growth opportunities. Therefore, a structured financial restructuring plan is necessary to optimise capital allocation, improve liquidity efficiency, preserve shareholder value, and ensure Toyota maintains sufficient flexibility to support long-term electrification, global expansion, and technological transformation.
[bookmark: _Toc227165057]4.2 Recommended Restructuring Strategy 1 – Divestiture of Non-Core Assets
Toyota should consider selectively divesting non-core assets, underperforming subsidiaries, or strategically misaligned business units to improve financial efficiency and sharpen strategic focus (Igwe, 2023). As the automotive industry transitions rapidly toward electrification, legacy investments in non-core operations or low-growth business segments may dilute management attention and consume capital that could otherwise be allocated toward EV-related expansion.
Divestiture would generate immediate liquidity inflows that can be redeployed into higher-growth strategic initiatives such as EV production capacity, battery manufacturing, software development, and digital mobility platforms. This would strengthen Toyota’s liquidity position while reducing the need for excessive external financing. Additionally, divestment would improve asset efficiency by removing low-return assets from the balance sheet, thereby enhancing return on assets and overall capital productivity.
Strategically, divestiture would allow Toyota to concentrate management resources and capital expenditure on core high-growth segments aligned with future mobility trends. For example, reducing exposure to underperforming traditional combustion-engine operations or non-strategic overseas subsidiaries may improve operational efficiency and strategic coherence. However, divestiture decisions must be undertaken carefully to avoid disposal of strategically valuable assets or creating operational disruption. Management should therefore conduct portfolio reviews to identify assets that generate suboptimal strategic and financial returns while preserving those critical to Toyota’s long-term competitive advantage.
[bookmark: _Toc227165058]4.3 Recommended Restructuring Strategy 2 – Equity Injection and Retained Earnings Reinvestment
Toyota should prioritise the use of retained earnings and, where strategically appropriate, equity-based financing to support long-term EV investment and technological transformation (Potharla, 2025). The company’s conservative gearing position provides flexibility; however, preserving moderate leverage while funding capital-intensive electrification initiatives is strategically prudent given the uncertainty and scale of required investment. Retained earnings represent an internally generated and relatively low-cost source of finance that can be reinvested into EV expansion without increasing debt obligations or fixed financing costs. Utilising retained profits to fund battery plants, software systems, R&D, and charging infrastructure would strengthen Toyota’s balance sheet while preserving borrowing capacity for future opportunities or macroeconomic shocks.
In addition, equity issuance or strategic equity placements may be considered where exceptionally large capital requirements arise. Equity financing lowers leverage risk, strengthens solvency ratios, and improves financial resilience by increasing the company’s equity base (Blessing and Sakouvogui, 2023). This may be particularly advantageous where Toyota seeks to undertake transformational strategic investments requiring substantial capital commitment. Although equity issuance may dilute existing shareholders, this can be justified where funds are allocated to high-return strategic projects expected to generate long-term shareholder value. Maintaining a strong equity-funded capital base also enhances investor confidence and supports Toyota’s credit profile.
Overall, prioritising retained earnings and selective equity financing would support sustainable long-term growth while preserving Toyota’s financial flexibility and minimising excessive debt dependence.
[bookmark: _Toc227165059]4.4 Recommended Restructuring Strategy 3 – Strategic Partnerships, Joint Ventures, and Alliances
Toyota should expand strategic partnerships and joint ventures to reduce financial risk, accelerate innovation, and enhance global competitiveness within the EV market. Given the substantial cost and technological uncertainty associated with EV development, collaborative investment structures offer an effective mechanism for sharing capital expenditure, technological expertise, and market risk.
Strategic battery technology partnerships would enable Toyota to access advanced battery innovation while reducing internal R&D costs and accelerating time-to-market for next-generation EV technologies. Collaborations with battery manufacturers, semiconductor firms, and software developers can enhance technological capability while mitigating development risk. Joint ventures also facilitate shared investment in manufacturing infrastructure and international expansion, particularly in high-growth emerging markets where market entry risks may be elevated (Li et al., 2024). Partnering with local manufacturers or technology firms can improve market access, reduce regulatory barriers, and lower investment exposure.
[bookmark: _Toc227165060]4.5 Impact Assessment of Restructuring Recommendations
The proposed restructuring strategies would collectively enhance Toyota’s financial and strategic position across several dimensions. First, shareholder value is likely to improve through more efficient capital allocation, stronger returns on invested capital, and improved long-term growth prospects associated with EV-focused investment. Divesting low-return assets and reallocating capital toward high-growth EV initiatives should enhance profitability and investor confidence (Bedell Gadbois, 2025).
Toyota’s debt structure and solvency position would remain strong due to the recommended preference for internally generated funds, equity financing, and partnership-based investment rather than excessive leverage expansion. This would preserve financial resilience and maintain borrowing capacity for future strategic opportunities. Operational flexibility would improve significantly. A more streamlined asset portfolio, enhanced liquidity position, and diversified strategic partnership network would allow Toyota to respond more rapidly to technological disruption, competitive threats, and changing market conditions. Improved financial flexibility also strengthens Toyota’s ability to withstand macroeconomic shocks and supply chain volatility.
Management must ensure that restructuring implementation is carefully sequenced to avoid operational disruption, stakeholder resistance, or strategic execution failures. Effective communication with investors, employees, and strategic partners will be essential to maximise restructuring success.
[bookmark: _Toc227165061]4.6 International and Ethical Considerations
Toyota’s restructuring strategy must account for international and ethical considerations given its global operational footprint. Currency fluctuations may significantly affect profitability and investment returns due to Toyota’s multinational revenue and cost structure, necessitating effective foreign exchange risk management (Kona, 2025). Inflationary pressures and rising global interest rates may also increase production and financing costs, influencing restructuring decisions. Taxation implications across multiple jurisdictions must be carefully evaluated to ensure efficient global capital allocation and compliance with international tax regulations. Furthermore, all restructuring decisions should align with Toyota’s corporate social responsibility commitments and ESG objectives, ensuring ethical treatment of employees, suppliers, and communities while supporting environmentally sustainable EV development. Maintaining ethical and sustainable restructuring practices is critical to preserving Toyota’s brand reputation and stakeholder trust.
[bookmark: _Toc227165062]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc227165063]5.1 Investment Appraisal Methodology
Investment appraisal techniques are essential financial tools used to evaluate the viability, profitability, and strategic attractiveness of long-term capital investment projects. In this report, five established appraisal methods are applied to assess Toyota’s proposed investment projects.
Payback Period (PBP) measures the time required for a project to recover its initial investment from cumulative cash inflows (Cotter, 2023). It is useful for assessing liquidity and investment risk but ignores cash flows beyond the payback point and the time value of money.
Accounting Rate of Return (ARR) evaluates average accounting profit as a percentage of average investment, offering insight into project profitability from an accounting perspective. However, ARR is limited by its reliance on accounting profits rather than cash flows.
Net Present Value (NPV) calculates the present value of future cash inflows less the initial investment, incorporating the time value of money (Wang, 2021). A positive NPV indicates that a project is expected to add shareholder value.
Profitability Index (PI) measures the ratio of present value of future cash inflows to initial investment, helping assess value created per unit of investment.
Internal Rate of Return (IRR) identifies the discount rate at which NPV equals zero and reflects the project’s expected percentage return.
Although all five methods provide useful perspectives, NPV is generally regarded as the most theoretically robust appraisal technique because it directly measures shareholder value creation.
[bookmark: _Toc227165064]5.2 Appraisal Results and Interpretation
	Metric
	Project A
	Project B
	Project C

	Payback Period
	4.50 Years
	4.55 Years
	4.00 Years

	ARR
	1.60%
	2.00%
	6.00%

	NPV (£m)
	-2.14
	-8.30
	1.08

	Profitability Index
	0.96
	0.83
	1.02

	IRR
	8.45%
	3.42%
	10.69%



The investment appraisal results indicate clear variation in financial attractiveness across the three proposed projects. Project C performs strongest overall and ranks highest under the majority of appraisal techniques. It achieves the shortest payback period of 4.00 years, indicating that it recovers the initial investment more rapidly than competing alternatives and therefore presents lower liquidity risk. Its ARR of 6.00% also substantially exceeds that of Projects A and B, demonstrating superior accounting profitability.
Most importantly, Project C is the only project generating a positive NPV of £1.08 million, indicating that it is expected to create shareholder value after accounting for the 10% cost of capital. Similarly, its profitability index of 1.02 confirms that the present value of future cash inflows exceeds the initial investment, reinforcing its financial viability.
Project A produces mixed results. Although its payback period and IRR are moderately acceptable, its negative NPV of £2.14 million indicates that the project would reduce shareholder wealth if undertaken. Project B performs weakest across nearly all appraisal measures, with the lowest IRR, lowest PI, and most negative NPV.
Some contradictions between methods are evident. For example, Project A’s IRR of 8.45% appears stronger than Project B’s 3.42%; however, both projects generate negative NPVs. This demonstrates the limitation of relying solely on percentage-based or liquidity-focused appraisal methods. Payback and ARR may favour projects with early or accounting-based returns, but they fail to capture total value creation.
Consequently, NPV should be prioritised in final decision-making because it directly measures the expected increase or decrease in shareholder wealth and incorporates the time value of money. As such, Project C is financially superior under the most theoretically sound investment criterion.
[bookmark: _Toc227165065]5.3 Recommended Single Project
Based on the investment appraisal analysis, Project C is the most financially viable investment option and should be recommended for implementation.
Project C is the only proposal generating a positive NPV, which indicates that it is expected to create value for shareholders after recovering the cost of capital. Since NPV directly measures wealth creation, this is the most significant determinant in capital budgeting decisions. By contrast, Projects A and B both generate negative NPVs and therefore would reduce shareholder value if accepted.
In addition to its superior NPV, Project C delivers the highest IRR at 10.69%, exceeding the company’s required 10% discount rate. This indicates that the project generates returns above Toyota’s hurdle rate and is financially attractive on a percentage-return basis. Project C also achieves the fastest payback period of 4.00 years, improving investment liquidity and reducing exposure to long-term uncertainty.
From a strategic perspective, Toyota’s strong liquidity and conservative gearing position suggest that the company possesses sufficient financial capacity to undertake Project C without placing undue pressure on solvency or liquidity. Toyota’s stable profitability, low leverage, and robust balance sheet further support its ability to finance the investment internally or through low-cost borrowing if required.
Moreover, selecting the strongest positive-NPV project aligns with shareholder wealth maximisation principles and demonstrates disciplined capital allocation. Given the highly capital-intensive and rapidly evolving EV market, Toyota must allocate resources only to investments capable of generating positive long-term financial returns.
Therefore, based on financial appraisal and strategic alignment considerations, Project C represents the most appropriate standalone investment decision for Toyota.
[bookmark: _Toc227165066]5.4 Non-Financial Risk Assessment
Although Project C is financially superior, non-financial risks must also be considered before final approval.
One key risk is political and regulatory risk, particularly if the project involves international EV expansion or battery production. Government policy changes, tariffs, trade restrictions, and local regulatory frameworks may affect project profitability and implementation feasibility.
Technology risk is particularly significant in the EV sector due to the rapid pace of battery innovation, autonomous driving advancements, and digital mobility disruption (Rehan, 2024). Investments may become technologically obsolete before full returns are realised, particularly in long-term projects.
Customer loyalty and demand uncertainty also present risk. Consumer preferences within the EV market are evolving rapidly, and failure to align product offerings with market demand could reduce expected returns.
Competitive pressure from established and emerging EV manufacturers such as Tesla, BYD, and Volkswagen may reduce Toyota’s projected market share, pricing power, and profitability associated with the investment.
Additionally, supply chain risk remains material given Toyota’s dependence on global semiconductor, battery, and raw material supply networks (Xu, 2024). Disruptions could delay implementation and increase project costs.
Finally, sustainability and ESG expectations are increasingly influencing stakeholder perceptions. Projects must align with environmental objectives and Toyota’s sustainability commitments to avoid reputational damage and regulatory scrutiny.
Therefore, while Project C is financially attractive, Toyota must implement robust risk management and strategic oversight mechanisms to mitigate these non-financial threats.
[bookmark: _Toc227165067]5.5 Capital Rationing Analysis
Where capital availability is constrained to £100 million, Toyota cannot undertake all three projects simultaneously and must apply capital rationing to determine the optimal investment combination.
	Project Combination
	Total Investment (£m)
	Combined NPV (£m)
	Rank

	A + C
	100
	-1.06
	1

	B + C
	100
	-7.22
	2

	A + B
	100
	-10.44
	3



The capital rationing analysis indicates that the A + C combination generates the highest combined NPV and is therefore the financially optimal pairing under the £100 million budget constraint. However, despite ranking first among available combinations, the combined NPV remains negative at £1.06 million.
This creates an important strategic concern. While A + C is the least value-destructive pairing under the budget limit, the negative combined NPV suggests that undertaking both projects simultaneously may still reduce shareholder value overall. Accordingly, management should exercise caution before approving the full £100 million allocation.
In such circumstances, Toyota may consider investing solely in Project C and retaining surplus capital for future opportunities rather than deploying the full budget inefficiently. Alternatively, management may reassess Project A’s assumptions or implementation structure to improve projected returns before proceeding.
Therefore, while A + C is the best available combination under strict capital rationing, strategic prudence suggests that Toyota should not automatically utilise the full budget if suitable value-creating investments are unavailable.
[bookmark: _Toc227165068]5.6 Final Investment Recommendation
Based on the comprehensive investment appraisal and capital rationing analysis, Toyota should proceed with Project C as the preferred standalone investment opportunity. Project C is the only project delivering a positive NPV, the highest IRR, the strongest profitability index, and the fastest payback period, indicating superior financial and strategic attractiveness. Although the A + C combination ranks highest under capital rationing, its negative combined NPV suggests that investing in both projects simultaneously would reduce shareholder value. Therefore, Toyota should prioritise Project C only and preserve remaining capital for future high-return opportunities or reconsider Project A following strategic redesign. This approach best supports disciplined capital allocation and long-term shareholder wealth maximisation.
[bookmark: _Toc227165069]6. Conclusion
Toyota Motor Corporation remains financially robust, demonstrating strong revenue growth, stable profitability, prudent gearing levels, and improving shareholder returns over the FY2021–FY2025 period. These strengths indicate that the company maintains a resilient financial foundation to support future strategic expansion. However, the analysis also highlights key concerns relating to deteriorating working capital efficiency, prolonged receivable collection periods, and weakening operating cash flow performance, which may constrain liquidity and reduce internal financing flexibility if left unaddressed. To address these issues, the report recommends strategic financial restructuring through selective divestiture, retained earnings reinvestment, and strategic partnerships to enhance liquidity, operational agility, and capital allocation efficiency. Furthermore, investment appraisal findings identify Project C as the most financially attractive investment opportunity based on its superior NPV, IRR, and payback performance. Overall, disciplined financial management and strategic restructuring will be essential to sustaining Toyota’s long-term competitiveness in the evolving global EV market.
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