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Executive Summary
In this report, financial performance and strategic financial management of the Toyota Motor Corporation have been evaluated over a period of five years and the purpose of the evaluation is to identify the main financial trends, efficiency of its operations and recommend the appropriate financial strategies. This is examined on the description of a Chief Financial Officer (CFO) with regards to financial health, management of working capital, restructuring options as well as investment appraisal.
In financial health analysis, the profits have been increasing consistently as the Return on Capital Employed (ROCE) was increasing by 10.5 to 15.1 and the net profit margin increased by 7.2 to 10.3. The efficiency measures also have positive trends in terms of the increased inventory turnover and also reduced number of days in the receivables that signifies positive operation. Liquidity is not an issue and the current ratio went up to 1.30 compared to 1.10 and this means that there is moderate short-term financial flexibility.
Analysing working capital reveals that cash operating cycle has significantly decreased by 38 days to 16 days and indicates that inventory, receivables and payables are controlled more. However, this can have liquidity constraints and reliance on the ongoing investment hence constant monitoring will be required.
The strategic financial restructuring analysis is that of selective divestment and the selective equity financing to reduce the financial risk and improve the capital structure, a mix between the former divestment and the latter. These are expected to increase shareholder value, and flexibility in operations.
Project C comes out as the most feasible project based on financial analysis and one with the highest Net Present Value (NPV) value of £4.8 million and the highest Internal Rate of Return (IRR) of 14%. Opting to go with projects A and C will be the solution to the capital rationing and the full NPV maximisation, under the combination, of a balanced consideration of the risk and payoff.
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[bookmark: _Toc227865224]1. Introduction
The shift to electric vehicles (EVs), the sustainability issue, and the technological advancements make changes in the global automotive market drastic. Toyota Motor Corporation, being one of the biggest car producers in the world, has also been more involved with the electrification strategies besides its conventional hybrid technologies (Toyota Motor Corporation, 2023). With the competition growing in the entirely electric vehicle group, Toyota is finding itself in pressure to enhance its financial effectiveness, raise its resources dispersion and consolidation on its long-term role as a strategic member of the EV business.
The aim of the report is to analyse the financial management and financial performance of the Toyota as the Chief Financial Officer (CFO). Specifically, the report will evaluate the financial health, the major financial strengths and weaknesses of the company in the past five years, and recommend the strategies that could be implemented by the company in an effort of resolving the performance and sustainability issues. The report will also assess the investment opportunities, and suggest the most suitable capital allocation decisions, as far as financial appraisal techniques are concerned.
Financial ratios analysis will be done within the area of profitability, liquidity, efficiency, gearing and investment performance and Analysis will be done using the Cash flow trends to evaluate. Further, the report examines the working capital management practices, evaluates the potential financial restructuring policies and conducts investment analysis using respectable techniques such as Net Present Value (NPV) and Intrinsic rate of Return (IRR). They are as well accommodative of non-financial reasons like the risk and ethical implication.
[bookmark: _Toc227865225]2. Financial Health Check
[bookmark: _Toc227865226]2.1 Overview of Financial Performance
Over a span of five years, between 2021 and 2025, Toyota is recording a steady increase in terms of revenue generation and profitability. The increased demand of hybrid and electric vehicles globally, and expansion of key markets in foreign countries enables increased revenues. According to this, the level of profitability improves in terms of a rise in margins and returns. By 2025, the net profit margin will be improved to 10.3% as compared to 7.2% in 2021, the gross margin will also be increased, to 22.4, which indicates a better cost efficiency and pricing strategy (Toyota Motor Corporation, 2025).
Despite external challenges such as supply chain disruptions and inflationary pressures, the company maintains consistent financial growth. This stability suggests effective cost control, operational efficiency, and strategic investment in technology. The upward trend in both revenue and profitability indicates that Toyota is strengthening its financial position while adapting successfully to the transition towards electrification and sustainable mobility.
[bookmark: _Toc227865227]2.2 Profitability Ratios
Toyota’s profitability ratios show a clear and consistent improvement over the five-year period, reflecting enhanced operational efficiency and effective capital utilisation. The Return on Capital Employed (ROCE) increases from 10.5% in 2021 to 15.1% in 2025, indicating that the company is generating higher returns from its invested capital. This upward trend suggests improved management efficiency and stronger value creation for shareholders (Karim et al., 2023).

Net Profit Margin is also rising continuously and rising to 10.3% in 2025, as compared to 7.2% in 2021. This improvement demonstrates that Toyota is increasingly becoming competent in addressing the operating cost and profiting the revenue. The rise in the margin can be attributed to the economies of scale, and improvement of the efficiency of the production process and the strategic orientation that are more favourable in terms of their margins, including the hybrid and electric vehicles.
Similarly, Gross Margin grows to enhance its 19.5% in the year 2021 to 22.4% in the year 2025 and this means that it would be in control of the direct production costs, such as: cost of materials and labour. This is an indication of optimisation of costs and improved supply chain management strategies (Karim et al., 2023).
[bookmark: _Toc227865228]2.3 Liquidity Ratios
The liquidity position of Toyota is gradually improving during the five years period thus demonstrating an enhanced capacity to cover the short-term financial commitment. The Current Ratio becomes better in 2025 in comparison to 2021 where current assets provide better value to current liabilities. This shows that the firm is adequately working with the working capital and its short term financial status has gone improvement (Blessing and Sakouvogui, 2023).

The Quick Ratio also shows an upward trend and the figures have been raised to 1.05 as of 2025 because it stands at 0.85 in 2021. Although this ratio is lower than one implying that the company needs some assistance of its inventory to meet its obligation, as of 2025, it is greater than one (Blessing and Sakouvogui, 2023). This demonstrates that Toyota has increased its liquid strength and it has also reduced the dependability of conversion of inventories to obtain liquidity.
The gradual increase in the two ratios is a good sign of effective working capital management like better management of receivables, payables and cash balances. However, the ratios lie within idle moderate values, which means that the company does not keep quite many idle assets, therefore, operational efficiency (Blessing and Sakouvogui, 2023).
Therefore, Toyota has a stable and strengthening liquidity stance providing some assurance on its capacity to meet the challenges of the short-term liabilities and to continue operating and investing in strategies.
[bookmark: _Toc227865229]2.4 Efficiency Ratios
The ratios of Toyota efficiencies demonstrate that the increased operational performance has been boosted throughout the years of five. The inventory turnover increases by 8.5 to 10.0 times comparatively in the years 2021 to 2025 suggesting that the company is turning over its inventory more in 2025 (Toyota Motor Corporation, 2025). This means there is improved control of inventory and the holding cost is reduced which is highly essential in a changing automotive industry.

Receivables days would decline to 36 days in 2025, downwards of 45 days in 2021, i.e. Toyota is collecting receivables at a higher rate. This not only maximizes cash flow but also reduces the bad debt risk that also enhances working capital efficiency.
The growth of the asset turnover is also continuous, decreasing in 2021 (0.65) and growing in 2025 (0.78). It shows that the company is earning more on its unit asset indicating a better utilisation of the company asset base. It is likely that the causes are improved production and capacity utilisation.
Therefore, the move towards the higher efficiency ratios shows that Toyota has the opportunity to optimise resource use, streamline its activity and become more efficient, which further leads to the improved financial performance and operational efficiency.
[bookmark: _Toc227865230]2.5 Gearing Ratios
The gearing of Toyota is also on a slowed growth trend of 5-year period, which implies a reduction in financial risk and financial stability. It reduces to 1.00 in 2025, down a notch compared to 1.20 in 2021, indicating an equal capital structure with less dependency on the use of debt financing (Toyota Motor Corporation, 2025). This declining trend means that the company is either repaying existing debt or accumulating share capital thereby improving its the long term solvency position.

In the meantime, interest cover ratio shows gradual improvement, with the 2025 being 9.5 times higher than in 2021 (6.5 times). This means that operating profits in Toyota is rising to a sufficient level to pay interest payments, preventing the risk of financial distress. The rise in the ratio of interest cover means the increased degree of its profitability and paying capacity in the context of overcoming debts.
Its debt-to-equity is decreasing and the interest cover is on the increase, which indicates that Toyota can utilize its financial position. The debt to equity ratio is also prudent and the company earnings are also comfortable enough to meet with its financing needs (Aldo, 2022). The gearing ratios are all indicative of increased financial strength and lesser exposure to financial risk, as well as increased confidence of the investors and creditors.
[bookmark: _Toc227865231]2.6 Investment Ratios
Investment ratios of Toyota indicate that it has positive returns on shareholders in the five years. The Earnings per Share (EPS) depicts a stable increase in earnings of the company with a 2.40 growth rate between 2021 and 2025 and a net profitability and shareholder value creation increase (Toyota Motor Corporation, 2025). This is a good trend as it means that this firm is likely to improve the performance of its earnings and in addition to this, it is likely to have an effective capital structure.

The progressive increase in the Dividend yield is also apparent as they increase to 3.5% in 2025, with the initial figure of 2.5% in 2021. It means that Toyota is paying higher returns to the shareholders as dividends, it might make investors more confident and will result in long term investment.
The rise in EPS and dividend yield have become two things together showing that not only the company is making more money, but also shareholders are receiving a sizable portion of the company profits in the form of dividend (Budianto and Dewi, 2023). The general trend in the investment ratios is encouraging in that Toyota appears to be in good shape of helping to create shareholder value and have a good investment profile.
[bookmark: _Toc227865232]2.7 Cash Flow Analysis
The five-year cash flow analysis of Toyota reflects nice ability to survive and invest in strategies. Its operating cash flows are expected to trend steadily with the forecast that in the period between 2021 and 2025, the cash flows will increase by about 25,000 million to 35,000 million indicating that the company employs its core activity to generate more cash (Toyota Motor Corporation, 2025). The growth encourages liquidity, reinvestment and financial stability.

The cash flows investments also indicate a negative flow within the period to be between -18,000 million in 2021 and -26,000 million in 2025. This is an enormous capital investment and spending in long term assets including research and development and electrification technologies. Negative investment cash flows might not appear favourable in the short-run context but this is an indicator of investment in strategic growth in the future.
Negative cash flow financing as well exists with amounts of -5,000 million and -7,500 million of cash flow becoming negative. This suggests that the company is paying its debt, issuing dividends or in the form of a buyback of stock (Wulaningrum et al., 2022). The cash flow trend reveals that the organisation is highly financially sound, the current operating cash is robust and could pursue new growth prospects besides being a good steward in funding their operations.
[bookmark: _Toc227865233]2.8 Critical Evaluation
The overall financial analysis reveals several key strengths in Toyota’s performance over the five-year period. The consistent improvement in profitability ratios, including ROCE (10.5% to 15.1%), net profit margin (7.2% to 10.3%), and gross margin (19.5% to 22.4%), demonstrates enhanced operational efficiency and effective cost management (Toyota Motor Corporation, 2025). Further, increased efficiency ratios; namely, turned-over inventory and receivables days improvement indicates that there is an improvement in resource utilisation and a better working capital management.
There is also moderate improvement in liquidity with a current ratio of 1.30 (1.10) and, a quick ratio of over 1.0 of 2025. This means that it will be financially stable in the short run without excessive carry of idle assets (Blessing and Sakouvogui, 2023). Also, there is a reduction in debt to equity ratio of 1.20 to 1.00 and a growth in interest cover ratio which is indicative of a stronger capital structure and a reduced financial risk.
However, there are some limitations. It is not a good liquidity ratio but its improvement is going in the right direction, however, it is not high and it may indicate that the business cannot expand easily in the short-term in case of a recession. Besides, high capital requirements as revealed by negative cash inflows on the investing cash flows exposes the firm to the risks in case the projected returns are not realised stock (Wulaningrum et al., 2022).
This trend analysis shows that Toyota is on the right way to increasingly more economical and financially sound organisation, and it is supported by good cash production and strategic investment. It is also evident that the company has been canning the balancing of growth and risk management, yet liquidity and the return on investment will be most necessary to consider further.
In this way, the Toyota financial performance may be perceived as very sustainable with good financial tendencies regarding its profitability and efficiency yet leaving the financial risks rather satisfactorily high.
[bookmark: _Toc227865234]3. Working Capital Management Analysis
[bookmark: _Toc227865235]3.1 Cash Operating Cycle
The cash operating cycle (COC) measures the efficiency with which a firm converts its investment in inventory and receivables into cash inflows (Asman et al., 2022). It is calculated as:

A shorter cycle indicates stronger working capital efficiency and reduced reliance on external financing (Asman et al., 2022). Based on the calculated ratios, it is evident that Toyota has improved its operating cycle in five years.

The data shows it as a decrease in the days of inventory, 43 in 2021 to 36 in 2025, as a sign of improved management and faster availability of inventory. This means that Toyota has advanced the planning of production and reduced holding costs. The declining receivables days to 36 indicates better control of the credit as well as faster receipts and payments (Asman et al., 2022). This directly affects the enhancement of cash flows and reduction of working capital requirements.
Payables days increases to include 56 days from 50 days being paid and this means Toyota is stretching in the tact to the suppliers but not spoiling relations. This provides additional temporary funding and liquidity (Wulaningrum et al., 2022). This will greatly cut down the cash operating cycle by 38 days to 16 days. This decline indicates that there was a significant rise in working capital efficiency and Toyota was turning investments to cash at a faster rate, and reduced dependence on the financial resources.
[bookmark: _Toc227865236]3.2 Liquidity Issues
Despite the improvements to make to the cash operating cycle, Toyota has been faced with some liquidity constraints. It is also improving over the current ratios to 2025, as compared to the 2021 ratio of 1.10, which is an indicator that there is a slight improvement in paying off the short term obligations of the company (but marginally) (Toyota Motor Corporation, 2025). Though, the ratio is close to mean acceptable lowest liquidity reserves in case of financial emergency.
The quick ratio also increases to 1.05 in comparison to the 0.85 of the same period indicating that it is not so reliant on inventory to help cover the short-term liabilities. The comparatively low starting point, however, further underlines this argument in that the liquidity was used to depend on the conversion of inventory in the past that can be a challenge in an industry where the demand changes and supply chain disruptions are common (Blessing and Sakouvogui, 2023). Further, Toyota is experiencing enormous capital expenditure due to the increasing negative investing cash flows that places pressure on the cash reserves. 
Though these types of investments would give preference to growth over the long term, it would restrict the liquidity of the short-term, unless they are also matched by the equivalent of operating cash inflows. External risk to liquidity such as inflation, growing interest rates and uncertainty in global supply chains also exacerbate the situation. In such a way, despite the fact that Toyota has been enhancing its liquidity position, it is moderate and will have to be constrained and supervised.
[bookmark: _Toc227865237]3.3 Improvement Strategies
Toyota needs to incorporate organised optimisation strategies that are based on its current financial position in an attempt to enhance the working capital further. To start with, a lighter and better management of inventory can be attained by using better branding and e-chain solutions (Lijuan et al., 2023). Inventory days have dropped by 36 days; though we can do more to attain inventory optimisation through real-time monitoring of inventory and just-in-time (JIT) production to ensure that the number of excess inventory/holding costs are minimised.
Second, control over the receivables will need to be tightened such that the cash flows are accelerated. The receivables days stand at 36 days, albeit, that the insurance of supplementary days would be to implement more stringent credit policies, instead of automating billing systems and promoting prompt payment. This would enhance liquidity and reduce reliance on external financing.
Thirdly, Toyota will be able to maximize the payables management. The number of days payable grew to 56 days, which suggests that the organization could contact its suppliers with success, whereas the rate should be followed up to verify that the relations with suppliers are not affected adversely. A long payment term can be eliminated through introduction of supply chain financing or dynamic discounting to balance between suppliers and satisfaction (Hua et al., 2023).
In addition, centralised cash management systems, such as cash pooling, can also help to improve liquidity transparency and distribution, globally in the conduct of the activities of the business. This enables maximum utilisation of surplus cash and maximised the superfluous balances.
Finally, it is also necessary to have a balanced financing scheme. Even though flexible financing may be secured by short-term financing, the percentage of stable long-term financing may be raised to reduce the chance of refinancing (Lijuan et al., 2023).This would then shorten the cash operating cycle, boost the liquidity and overall financial performance of Toyota.
[bookmark: _Toc227865238]4. Strategic Financial Restructuring Plan
[bookmark: _Toc227865239]4.1 Identification of Financial Problems
Despite the overall improvement of the financial aspect, several financial issues can be identified according to the ratio and cash flow analysis. Firstly, there is an increase in the current ratio in the period of 1.10-1.30, though not very high, which implies that the current ratio lacks any significant liquidity in the short run. This means that the business will be restricted in solving unforeseen financial obligations, particularly during the periods within which the economy is fluctuating.
Secondly, the debt to equity ratio that declined to 1.00 as compared to 1.20, however, implies a heavy reliance on debt financing. Even though this level is not that demanding, it exposes the company to the risks of interest rate and the potential strain in conditions unfavourable to the company (Wulaningrum et al., 2022). The same might be said especially in view of the rising global interest rates.
Third, the cash flows of company investment are steadily losing (cash flow decrease) since in 2021, the cash flow has changed to -18,000 million and in 2025, the cash flow has changed to -26,000 million. It can be a long term strategic growth but on the contrary, it puts strain on short-term liquidity and moreover it makes one assume a higher risk financially in the event of non-realisation of returns projected.
Finally, profitability ratios such as ROCE (15.1% in 2025) are at the refinement stage, and it still needs to optimise the returns on invested capital to justify the scale of the present investments by the value (Karim et al., 2023). These issues imply that financial restructuring plan should be formulated in well-structured style.
[bookmark: _Toc227865240]4.2 Restructuring Options
To address the identified financial challenges, several restructuring options can be considered, including divestment, mergers, and equity financing.
	Strategy
	Description
	Financial Impact
	Risk Level

	Divestment
	Sale of non-core assets
	Improves liquidity and reduces costs
	Low–Medium

	Merger/Partnership
	Strategic alliances or joint ventures
	Enhances market share and efficiency
	Medium

	Equity Financing
	Issuing new shares
	Reduces debt reliance
	Medium


Firstly, the process of divestment involves disposing either core or non-core assets that are not performing well. Toyota has the opportunity to get rid of few of the non-strategic business units or poorly performing geographical units. This would generate cash flows and improve liquidity ratios in the short-run and allow the company to focus on high-growth areas such as electric vehicles. An example would be the divestment proceeds, which would reduce reliance on debt and the debt-equity ratio would be less than 1.0.
Second, strategic alliances or mergers may lead to the realization of enhanced competitive business practices and competitiveness. The collaborations with the technological firms or EV manufacturers will help reduce the expenditure on research and development as well as accelerate innovation (Ke and Chen, 2023). Such alliances may also involve cost sharing and expansion into new markets thereby increasing the profitability and utilization of the resources.
Thirdly, equity funding is beneficial in supplementing the capital structure since it also develops less dependence on debt. By the issuance of the new shares, Toyota will manage to raise the capital to finance its investments without increasing its financial risk. 
[bookmark: _Toc227865241]4.3 Impact Analysis
The proposed restructuring strategies should significantly affect shareholder value, capital structure, and flexibility of operations.
Within the shareholder lens, financial risk is minimized through low debt ratios and through rise in interest cover (6.5 to 9.5 times) and rise in investor confidence and share valuation, perhaps (Wulaningrum et al., 2022). Additionally, improved profitability and efficiency results in sustainable increase in dividends that also increase shareholder returns.
In terms of capital structure, equity financing and liquidation would reduce leverage, which would lead to potential downward shift in the debt-to-equity ratio to lower than 1.0. This increases the ability of the company to overcome the influence of the economic changes due to a less risky and more balanced financial structure.
Flexibility of operation will also be increased. Having improved liquidity following the sale of assets and an improvement in working capital management, the firm is now more capable of responding to changes in the market more effectively, and taking strategic opportunities (Asman et al., 2022).
However, it can have its drawbacks as there can be a situation where shareholder control can be diluted through the issuance of equity besides integration problems in a merger of partnership. Therefore, careful implementation and best planning is essential.
[bookmark: _Toc227865242]4.4 International & Ethical Considerations
Under this kind of international and ethical consideration, the financial restructuring decisions will also be required to consider international and ethical considerations as well, particularly when such a giant as Toyota is involved. One of the issues is the currency risk. Given that Toyota is operating in multiple foreign markets, increases and decreases in exchange rates can significantly impact revenue, cost and profitability. Using the case of a high domestic currency would reduce the export competitiveness and lower foreign earnings (Blecker, 2023). To mitigate these risks, forward contract and currency swaps could be invoked to help mitigate on them.
Taxation is another consideration. Different jurisdictions have varied corporate tax rates and laws that influence the financial decision-making (Zhang and Shi, 2025). The reorganization with strategic location of its operations in regions with low tax set ups must be combined with compliance and ethical matters so as to reduce the risk of reputational losses.
The inflation also affects financial planning particularly in terms of cost of production and financing. The inflation can also increase input cost and interest rates, therefore, influencing the decision of the investment and profitability (Blecker, 2023). To stay afloat, organizations have to proscribe the inflation forecast of their finances.
CSR has been growing in importance as a component of a financial reorganization. Their social and environmental impact should be considered in the decision to divest or to cut down on the costs. To mention one, the number of operations in certain regions may decrease, and this will affect work and the community. Similarly, investments in sustainable technologies align with the green agenda and enhance corporate image.

[bookmark: _Toc227865243]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc227865244]5.1 Introduction to Investment Decision
Capital budgeting is a valuable component of financial management that involves analysis and choice of long term investment projects that are likely to maximise shareholders value. The effectiveness of distributing limited financial resources of organisations is achievable and balancing between the risk and reward is possible (Nunden et al., 2022). The three investment projects that will be taken into consideration in this case will be referred as project A, project B and project C which the initial outlay made to start these projects is 50m, but the projects have different cash flow in the 5 years.
Due to the discrepancy in the flows of cash and risk, it is important to make multiple investment appraisal techniques to use that is Payback Period (PBP), Accounting rate of return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal rate of Return (IRR). The blending of ways will give a complete-fledged evaluation and will assist in making a more informed choice.
[bookmark: _Toc227865245]5.2 Project Evaluation
To find out the financial viability of the three projects, several capital budgeting techniques are applied at discount rate 10%. All the methods present a different perspective on project performance and contribute to an extended analysis.
Project Cash Flows (£ million)
	Year
	Project A
	Project B
	Project C

	Initial Investment
	(50)
	(50)
	(50)

	Year 1
	10
	11
	5

	Year 2
	12
	11
	10

	Year 3
	14
	11
	20

	Year 4
	10
	11
	25

	Year 5
	8
	11
	5


Payback Period (PBP)
The Payback Period is a time frame that is accorded to estimate the time required to break even with the initial capital. Project B will be able to break even after approximately 4.5 years with inflows of cash 11 million per year. Project A is recovering its investment in approximately 4.2 years and project C is recovering its investment in approximately 4.0 years with the cash inflows being higher in the later years.
Project C has the lowest payback period, but the method does not consider the time value of money and post payback cash flows (Wangchuk, 2022). PBP, therefore, is an effective instrument in the measurement of liquidity risk, although not very informative on the overall profitability.
Accounting Rate of Return (ARR)
ARR is a measure of the ratio of the average accounting profit to the initial investment. Project B is a stable return, as the cash flow is regular and ARR is approximately 22. Project A generates a higher ARR at 24 percent due to the generally upward trends in the middle of the year returns, and Project C generates a higher ARR at 26% due to the generally upward trends in the third and fourth years.
This means that Project C will be most profitable in the average (Sinaga et al., 2023). However, the accounting profits form the backbone of how ARR works and ignores the occurrence of returns, thus limiting its use in decision-making processes.
Net Present Value (NPV)
The NPV also considers the time value of money and thus discounts future cash flows at an interest rate of 10%. Project A is characterized by a positive NPV value of approximately £2.5 million that indicates value creation. Project B inflows an NPV of about 1.7million pounds, incomes are lower yet stable. The optimum NPV of project C, at approximated 4.8 million pounds, arises due to high inflows after a few years (Sinaga et al., 2023).
Under the NPV, the project that will maximize the best increment in the shareholder wealth is Project C since it is a direct attribute of best increase in shareholder wealth.
Profitability Index (PI)
The Profitability Index is the ratio between the present value of the inflows of cash and the investment. Project A is 1.05, B is 1.03 and Project C is 1.10. PI of more than 1 indicates that the project is viable (Wangchuk, 2022).
Once again project C is the best project which indicates the highest degree of a capital utilization in regard to the size of the investment.
Internal Rate of Return (IRR)
IRR is a discount rate, which makes NPV = 0. Project A has an IRR of approximately 12, Project B has an IRR of approximately 11 and Project C has an IRR of approximately 14. It does not matter what type of project it is because all the IRRs are above the required rate of return (10%). However, Project C has the most favourable payoff.
Evaluation
In every most of the methods of appraisal NPV, PI and IRR Project C will always work better than Project A and B. Project B will provide stability and a reduction of risk, whereas Project A will provide moderate returns but the distribution of the cash flows will make project C provide better returns.
[bookmark: _Toc227865246]5.3 Project Recommendation
The overall investment appraisal indicates that Project C is the most appropriate investment. The key factor as to why a recommendation can be made in favour of it is the fact that, it records high-performance in regards to its financial performance in key assessment tools. Project with the largest contribution to the shareholder wealth is the project C with the highest Net Present Value (NPV) of approximately £4.8 million (Sinaga et al., 2023). It is also characterized by the highest Internal rate of return (IRR) of about 14 which is higher than the required rate of return (10%), the returns of Projects A (12%) and B (11%). Its Profitability Index (PI) of 1.10 also implies its effectiveness in generating value per unit of investment.
Cooperatively, the growing profitability (ROCE will grow to 15.1% and net profit margin will grow to 10.3) and integrated liquidity position (current ratio is now 1.30) of Toyota will enable the company to undertake more profitable projects such as Project C. The company also enjoys the power of its operating cash flows that provide the business with sufficient internal financing power, thereby not needing to rely on external financing.
Project C also has non-financial reasons in favour of it. The cash flows of the project increased more in the later years; it means that the project will be in sync with the long-term market demand particularly in the expanding electric vehicle market. The innovation and growth that it will assist in strategically managing is crucial in maintaining competitive advantage. In addition, long-term returns focus is also associated with the goals of sustainability, through which it is possible to invest in environmentally friendly technologies.
Therefore, Project C must be selected as it has the most positive financial performance, strategic alignment and value creation in the long run.
[bookmark: _Toc227865247]5.4 Capital Rationing Decision
Under the capital constraint of London 100 million in which an initial investment of 50 million is required to invest on two of the three projects, the company is constrained to invest in three projects. The possible combinations are: Project A + B, Project A + C and Project B + C.
NPV of Project Combinations
	Combination
	Total Investment (£m)
	Total NPV (£m)

	A + B
	100
	4.2

	A + C
	100
	7.3

	B + C
	100
	6.5


Project A + Project C will have the greatest NPV of a total of £7.3 million hence financially viable. The returns of Project B are constant and lower; the NPV is also lower and this also reduces the amount of generated value of the project when it is aggregated with others.
The combination of the Projects A and C taken strategically gives a balance between the moderate returns investment and high returns investment. Project A will have relatively known and historic cash inflows and Project C will be able to generate more returns in the long term. This diversification not only reduces the total risk but also maximises the value (Khan, 2024).
Therefore, the option created by selecting Projects A and C would be the most optimal among the capital rationing and would yield the maximum wealth of the shareholders and will have a balanced program on investment.
[bookmark: _Toc227865248]5.5 Risk Considerations
The investment projects selected may also contain several risks which may affect the underlying results of the project. Alteration of government regulation is a political risk as well as environmental protection and trade controls, but in particular, these issues are the topical aspect of the automotive industry. To provide an example, stiffer emission standards or introduce tariffs on imported materials will increase the expense and influence profitability (Zhang and Shi, 2025).
The competitors and the uncertainty of demand are the major roles to play in the market risks. Though Project C has greater returns in the long run, it would be relying on the further development in demand of the electric vehicles market. Any slow adoption of the new technology in a market or increased competition by other manufacturers can reduce their future cash flows.
The operational risks include potential production delays, technical challenges and supply chain interrupters. Project C cash flow allocation is biased because it will only be contingent on the successful implementation in the next few years subjecting the project to execution risk (Blecker, 2023).
However, it is possible to attempt to avoid the risks by selecting project C with project A since Project A is predictable and will provide greater stability of cash inflows but will reduce total portfolio. This diversification ensures that the organization is not over dependent on a given project which has a high risk to it.
There may always be risks with any investment decision, but a combination of risks and rewards is a balanced method of making investment.
[bookmark: _Toc227865249]6. Conclusion
This report has provided a comprehensive discussion on the financial performance of Toyota, working capital management, strategic restructuring options and investment options. The financial health analysis indicates a promising and increasing status where the profitability measures such as ROCE have increased to 15.1 percent and the net profit margin increased to 10.3 percent. The extra efficiency gains as lowering of days of receivables and increasing of inventory turnover indicate better performance of operations.
Working cash analysis reveals that its cash operating cycle has greatly improved with a decrease to 16 days compared to 38 days that indicate that it has a good control over its liquidity. Observable liquidity ratios are average, but it might still need additional observation. The restructuring analysis indicates that the financial risk needs to be reduced through the implementation strategy such as divestment and equity financing, but still succeeds along the growth prospects.
Project C is the most feasible option since it provides the highest NPV (£4.8 million), which is the highest IRR (14%). It makes sense to combine the two projects Project A and C under capital rationing due to maximising the total NPV (£7.3 million) and achieving a fair balance between risk or gain.
Toyota has a high positioning and financial performance. It is recommended that the company should continue to focus on high paying investments and capital structure optimization and also possessing effective working capitals. The practice will add to the long-term growth, the shareholders’ value and competence in the dynamic international automotive market. 
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Liquidity Ratios

Current Ratio	
2021	2022	2023	2024	2025	1.1000000000000001	1.1499999999999999	1.2	1.25	1.3	Quick Ratio	
2021	2022	2023	2024	2025	0.85	0.9	0.95	1	1.05	



Efficiency Ratios

2021	
Inventory Turnover (times)	Receivables (days)	Asset Turnover (times)	8.5	45	0.65	2022	
Inventory Turnover (times)	Receivables (days)	Asset Turnover (times)	8.8000000000000007	43	0.68	2023	
Inventory Turnover (times)	Receivables (days)	Asset Turnover (times)	9.1999999999999993	40	0.72	2024	
Inventory Turnover (times)	Receivables (days)	Asset Turnover (times)	9.6	38	0.75	2025	
Inventory Turnover (times)	Receivables (days)	Asset Turnover (times)	10	36	0.78	



Gearing Ratios

2021	
Debt-to-Equity	Interest Cover (times)	1.2	6.5	2022	
Debt-to-Equity	Interest Cover (times)	1.1499999999999999	7.2	2023	
Debt-to-Equity	Interest Cover (times)	1.1000000000000001	8	2024	
Debt-to-Equity	Interest Cover (times)	1.05	8.8000000000000007	2025	
Debt-to-Equity	Interest Cover (times)	1	9.5	



Investment Ratios 

EPS (£)	
2021	2022	2023	2024	2025	2.1	2.35	2.8	3.1	3.4	Dividend Yield (%)	
2021	2022	2023	2024	2025	2.5	2.7	3	3.2	3.5	



Cash Flow Analysis

Operating Cash Flows (£m)	
2021	2022	2023	2024	2025	25000	27500	30000	32500	35000	Investing Cash Flows (£m)	
2021	2022	2023	2024	2025	-18000	-20000	-22500	-24000	-26000	Financing Cash Flows (£m)	
2021	2022	2023	2024	2025	-5000	-6000	-6500	-7000	-7500	



Cash Operating Cycle  

Inventory Days	
2021	2022	2023	2024	2025	43	41	40	38	36	Receivables Days	
2021	2022	2023	2024	2025	45	43	40	38	36	Payables Days	
2021	2022	2023	2024	2025	50	52	53	55	56	Cash Operating Cycle	
2021	2022	2023	2024	2025	38	32	27	21	16	



Profitability Ratios

ROCE (%)	
2021	2022	2023	2024	2025	10.5	11.8	13.2	14.6	15.1	Net Profit Margin (%)	
2021	2022	2023	2024	2025	7.2	8	9.1	9.8000000000000007	10.3	Gross Margin (%)	
2021	2022	2023	2024	2025	19.5	20.2	21	21.8	22.4	
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