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[bookmark: _Toc223535996]INTRODUCTION 
Toyota Motor Corporation is one of the largest and most prosperous automobile companies globally, which has become more concerned with electric cars and hybrid technologies due to the pressure of sustainability and regulations worldwide. Financial management plays a critical role in the highly competitive electric vehicles industry to enable profitability, fund innovation, and make significant capital investments in research, production, and infrastructure (Toyota, 2026). The Chief Financial Officer (CFO) is quite significant in determining financial performance, financial risks and giving strategic investment decisions. This report, therefore, assesses financial performance of Toyota, gauges working capital performance, recommends financial restructuring measures, and appraises investment opportunities to ensure long-term financial performance and growth.
[bookmark: _Toc223535997]FINANCIAL HEALTH CHECK
[bookmark: _Toc223535998]Overview of Toyota Financial Performance
Toyota shows scale 5-year growth with revenue growing between JPY 27,214,593m (2021) and JPY 48,036,704m (2025), and showing growth in demand restoration, price strength, and product mix strength in more electrified and more traditional lines (Toyota, 2021). All years have reported good profitability though earnings quality fluctuate, reflecting sensitivity to cost pressures, currency fluctuations and industry input shocks. The balance sheet is expanded as well, with the total assets increased to JPY 93,601,350m (2025), a sign of capacity-building and strategic investment.
[bookmark: _Toc223535999]Profitability Analysis
	Profitability Ratios Inputs:
	2025
	2024
	2023
	2022
	2021

	Revenue
	 JPY     48,036,704.00 
	 JPY     45,095,325.00 
	 JPY     37,154,298.00 
	 JPY     31,379,507.00 
	 JPY     27,214,593.00 

	Gross Profit
	 JPY       9,567,729.00 
	 JPY       9,370,080.00 
	 JPY       6,308,003.00 
	 JPY       5,971,689.00 
	 JPY       4,832,373.00 

	Operating Profit
	 JPY       4,785,277.00 
	 JPY       5,354,697.00 
	 JPY       2,720,013.00 
	 JPY       2,995,712.00 
	 JPY       2,197,748.00 

	Net Profit
	 JPY       4,765,086.00 
	 JPY       4,944,933.00 
	 JPY       2,451,318.00 
	 JPY       2,850,110.00 
	 JPY       2,245,261.00 

	Total Assets
	 JPY     93,601,350.00 
	 JPY     90,114,296.00 
	 JPY     74,303,180.00 
	 JPY     67,688,771.00 
	 JPY     62,267,140.00 

	Current Liabilities
	 JPY     29,434,220.00 
	 JPY     29,177,909.00 
	 JPY     23,959,715.00 
	 JPY     21,842,161.00 
	 JPY     21,460,466.00 

	PROFITABILITY RATIOS:
	2025
	2024
	2023
	2022
	2021

	ROCE = Operating Profit / Capital Employed
	7.46%
	8.79%
	5.40%
	6.53%
	5.39%

	Gross Profit Margin = (Gross Profit / Revenue) * 100
	19.92%
	20.78%
	16.98%
	19.03%
	17.76%

	Net Profit Margin = (Net Profit / Revenue) * 100
	9.92%
	10.97%
	6.60%
	9.08%
	8.25%

	Operating Profit Margin = (Operating Profit / Revenue) * 100
	9.96%
	11.87%
	7.32%
	9.55%
	8.08%


Table 1: Profitability Ratio
(Source: MS-Excel)
The Toyota profitability profile indicates that the value capture is rising in regards to 2021, yet a specific pattern of “peak then cool” continues beyond 2024. The gross profit margin has been increased from 17.76% (2021) to 20.78% (2024), then eases to 19.92% (2025). It means that it will recover its cost and improve the product mix until 2024, and regain the input cost pressure or price rivalry in 2025. The same occurs to operating margin which will grow to 8.08% (2021) then to 11.87% (2024), and decrease to 9.96% (2025). This operating decrease is important because it demonstrates that in 2025, overheads, R&D and manufacturing costs used greater revenue even as the sales increased. The net margin of 9.92% (2025) remains quite high versus 8.25% (2021) showing that the net impact of non-operating items and tax effects were not as strong as 10.97% (2024) and thus did not offset operating softness. ROCE is greatest at 8.79% (2024) and decreases to 7.46% (2025) meaning that returns to deployed capital would fall even though the assets would increase. Overall, it does appear that Toyota is profitable, although 2025 indicates a premature pressure on operating efficiency and capital productivity (Toyota, 2025). Volatility of margins reflects sensitivity to EV transition costs, battery development investment, and pricing rivalry.
[bookmark: _Toc223536000]Liquidity Analysis
	Liquidity Ratios Inputs:
	2025
	2024
	2023
	2022
	2021

	Current Assets
	 JPY     37,078,676.00 
	 JPY     34,714,279.00 
	 JPY     26,459,781.00 
	 JPY     23,722,290.00 
	 JPY     22,776,800.00 

	Current Liabilities
	 JPY     29,434,220.00 
	 JPY     29,177,909.00 
	 JPY     23,959,715.00 
	 JPY     21,842,161.00 
	 JPY     21,460,466.00 

	Inventories
	 JPY       4,598,232.00 
	 JPY       4,605,368.00 
	 JPY       4,255,614.00 
	 JPY       3,821,356.00 
	 JPY       2,888,028.00 

	LIQUIDITY RATIOS:
	2025
	2024
	2023
	2022
	2021

	Current Ratio = Current Assets / Current Liabilities
	1.26
	1.19
	1.10
	1.09
	1.06

	Quick Ratio = (Current Assets - Inventories) / Current Liabilities
	1.10
	1.03
	0.93
	0.91
	0.93


Table 2: Liquidity Ratio
(Source: MS-Excel)
The liquidity position of Toyota is becoming increasingly stable, and it implies that the short-term strength is boosted, and the capacity to meet the requirements of the nearest future is expanded. The current ratio is growing, it stands at 1.06 (2021), then 1.26 (2025), which means that the amount of current assets is sufficient compared to the current liabilities. This tendency to increase is important because even now the liabilities of the current are still high and somewhat constant during the last years, but the current assets have increased. The resultant effect is a buffer that lowers funding stress in the short term and emergency short-term borrowing. The quick ratio also increases to 1.10 (2025) compared to 0.93 (2021) and it is above 1.00 in 2024 and 2025. The importance of such a rotation is that it means Toyota will not heavily depend on the liquidation of inventory to meet its short-term obligations, which is a slower and more cyclical process. The inventories grew during the period, and the improvement of the quick ratio indicates that the cash, receivables and other liquid current assets grew faster than inventory. This economically secures Toyota regarding its shock absorption capacities amid volatile prices of EVs and disruptions in supply. However, the operating cash flow ratio of about 0.13-0.14 at the end of the period (see section 2.6) shows that liquidity appears to be good on the balance sheet, but cash conversion through operations should be handled by the management (Toyota, 2024). Liquidity should also be high since the EV transition will require a huge amount of working capital as battery materials, supply chain coordination, and dealer-inventory back-ups in the international markets.
[bookmark: _Toc223536001]Efficiency Analysis
	Efficiency Ratios Inputs:
	2025
	2024
	2023
	2022
	2021

	Cost of Goods Sold
	 JPY     35,510,157.00 
	 JPY     33,600,612.00 
	 JPY     29,128,561.00 
	 JPY     24,250,784.00 
	 JPY     21,199,890.00 

	Inventories
	 JPY       4,598,232.00 
	 JPY       4,605,368.00 
	 JPY       4,255,614.00 
	 JPY       3,821,356.00 
	 JPY       2,888,028.00 

	Revenue
	 JPY     48,036,704.00 
	 JPY     45,095,325.00 
	 JPY     37,154,298.00 
	 JPY     31,379,507.00 
	 JPY     27,214,593.00 

	Trade Receivables
	 JPY       3,896,250.00 
	 JPY       3,906,315.00 
	 JPY       3,804,834.00 
	 JPY       3,306,757.00 
	 JPY       3,071,200.00 

	Total Assets
	 JPY     93,601,350.00 
	 JPY     90,114,296.00 
	 JPY     74,303,180.00 
	 JPY     67,688,771.00 
	 JPY     62,267,140.00 

	EFFICIENCY RATIOS:
	2025
	2024
	2023
	2022
	2021

	Inventory Turnover = Cost of Goods Sold / Average Inventory
	7.72
	7.58
	7.21
	7.23
	14.68

	Receivables Turnover = Revenue / Average Trade Receivables
	12.31
	11.70
	10.45
	9.84
	17.72

	Asset Turnover = Revenue / Total Assets
	0.51
	0.50
	0.50
	0.46
	0.44


Table 3: Efficiency Ratio
(Source: MS-Excel)
Efficiency ratios show Toyota is putting its asset base to better use over time and the management of inventory and receivables has stabilized after a period of turmoil. Asset turnover is advancing to 0.51 (2025) against 0.44 (2021) meaning that the sale per unit of assets is becoming stronger and the production capacity is better utilised and the sales base is stronger than the balance sheet. This is an excellent indicator of operations because the total assets are increasing massively but revenue is increasing at a level that cannot permit depreciation of productivity of assets. Receivers turnover is also reduced (17.72 (2021) to 12.31 (2025)) which implies slower collection rate compared to the exceptional 2021. The slow increase achieved between 9.84 (2022) and 12.31 (2025) is indicators of credit discipline, and billing efficiency are recovering after a weaker phase. The inventory turnover is reduced significantly 14.68 (2021) to a range of about 7.2-7.7 in 2022-2025. This means that there is stock accumulation relative to cost of sales that can be a sign of supply-chain buffering, model change or an escalation of finished goods and parts inventories. Its stagnant level of 2022-2025 suggests that Toyota operates in a new operating normal, yet it also invests working capital and increases the risk of obsolescence, in particular during a shift of EV technology (Toyota, 2022). 
[bookmark: _Toc223536002]Gearing Analysis
	Gearing Ratios Inputs:
	2025
	2024
	2023
	2022
	2021

	Short-Term Debt
	 JPY           717,539.00 
	 JPY           515,392.00 
	 JPY           722,037.00 
	 JPY           610,929.00 
	 JPY       1,925,809.00 

	Shareholders' Equity
	 JPY     36,878,914.00 
	 JPY     35,239,338.00 
	 JPY     29,264,213.00 
	 JPY     27,154,820.00 
	 JPY     24,288,329.00 

	Long-Term Debt
	 JPY       1,690,577.00 
	 JPY       2,085,220.00 
	 JPY       1,829,875.00 
	 JPY       1,752,046.00 
	 JPY       1,629,015.00 

	Operating Profit
	 JPY       4,785,277.00 
	 JPY       5,354,697.00 
	 JPY       2,720,013.00 
	 JPY       2,995,712.00 
	 JPY       2,197,748.00 

	Total Assets
	 JPY     93,601,350.00 
	 JPY     90,114,296.00 
	 JPY     74,303,180.00 
	 JPY     67,688,771.00 
	 JPY     62,267,140.00 

	Interest Expenses
	 JPY           (84,106.00)
	 JPY           (64,733.00)
	 JPY           (47,356.00)
	 JPY           (32,458.00)
	 JPY           (42,421.00)

	Current Liabilities
	 JPY     29,434,220.00 
	 JPY     29,177,909.00 
	 JPY     23,959,715.00 
	 JPY     21,842,161.00 
	 JPY     21,460,466.00 

	GEARING RATIOS:
	2025
	2024
	2023
	2022
	2021

	Debt-to-Equity = Total Debt / Shareholders' Equity
	0.07
	0.07
	0.09
	0.09
	0.15

	Gearing = (Long-Term Debt / Capital Employed) * 100
	2.63%
	3.42%
	3.63%
	3.82%
	3.99%

	Interest Cover = Operating Profit / Interest Expenses
	-56.90
	-82.72
	-57.44
	-92.30
	-51.81


Table 4: Gearing Ratio
(Source: MS-Excel)
Toyota has a conservative gearing stance that decreases over time, which increases financial flexibility, but can reduce the tax benefits of debt. The debt-to-equity drops to 0.15 (2021) and then to 0.07 (2024-2025), indicating that growth is increasingly being funded by equity and not by active borrowing. This reduces the solvency risk and goes in favor of stability in case of interest-rate volatility and uncertainty in the EV market. The gearing ratio (long-term debt to capital employed) goes down to 2.63% (2025) although the initial value was 3.99% (2021), which confirms the notion that the long-term financial risk is low. Such a capital structure conforms to a defensive CFO position: having the potential to access borrowing in the future to invest in a battery, software or manufacturing, and insurance creditworthiness. The interest cover of -2.92 is most likely a convention of the sign as the interest expense is negative; the value of the interest expense remains to demonstrate that the operating profit is significantly higher than interest expense. As a matter of fact, Toyota appears to be at ease with the debt service. The strategic implication is that Toyota can spare the costs of undertaking large EV transitions in case the necessity emerges, but the management must ensure that the capital is committed in ventures that can raise ROCE rather than merely swelling the balance sheet (Toyota, 2023).
[bookmark: _Toc223536003]Investment and Cash Flow Ratios
	Investment Ratios Inputs:
	2025
	2024
	2023
	2022
	2021

	Net Profit
	 JPY       4,765,086.00 
	 JPY       4,944,933.00 
	 JPY       2,451,318.00 
	 JPY       2,850,110.00 
	 JPY       2,245,261.00 

	No. of Shares Outstanding
	 JPY             13,252.00 
	 JPY             13,513.00 
	 JPY             13,658.00 
	 JPY             13,887.00 
	 JPY             13,976.00 

	Market Price per Share
	 JPY                2,753.09 
	 JPY                2,539.75 
	 JPY                2,089.08 
	 JPY                1,904.88 
	 JPY                1,674.18 

	Dividend per Share
	 JPY                      90.00 
	 JPY                      75.00 
	 JPY                      60.00 
	 JPY                      52.00 
	 JPY                      47.00 

	INVESTMENT RATIOS:
	2025
	2024
	2023
	2022
	2021

	EPS = Net Profit / No. of Shares Outstanding
	359.57
	365.94
	179.48
	205.24
	160.65

	P/E = Market Price per Share / EPS
	7.66
	6.94
	11.64
	9.28
	10.42

	Dividend Yield = (Dividend per Share / Market Price per Share) * 100
	3.27%
	2.95%
	2.87%
	2.73%
	2.81%


Table 5: Investment Ratio
(Source: MS-Excel)
Investor perspective, the earnings and payouts profile of Toyota is stable but cyclical in relation to profits. EPS rises remarkably, 160.65 (2021) and 365.94 (2024), and falls marginally to 359.57 (2025). It implies that the increase of profits up to 2024 had been pegged to the profits to the shareholders and that 2025 did not prevent such increase despite the declining margins. The P/E ratio is 6.94-7.66 in 2024-2025 declining to 10.42 (2021) and 11.64 (2023). Lower P/E can indicate that the market is discounting slower growth, more competition in EVs or uncertainty about future margins, but at higher EPS. Its dividend yield is increasing to 3.27% (2025) versus 2.81% (2021), which demonstrates a stronger offer of incomes and confidence in the possibility to pay out. The cash flow quality is also changeable: operating cash flow ratio is 0.12-0.17, and 0.13 (2025). This means that reported profitability is not necessarily converting to cash as compared to the current liabilities. 
	Cash Flow Ratios Inputs:
	2025
	2024
	2023
	2022
	2021

	Operating Cash Flow
	 JPY       3,696,934.00 
	 JPY       4,206,373.00 
	 JPY       2,955,076.00 
	 JPY       3,722,615.00 
	 JPY       2,727,162.00 

	Current Liabilities
	 JPY     29,434,220.00 
	 JPY     29,177,909.00 
	 JPY     23,959,715.00 
	 JPY     21,842,161.00 
	 JPY     21,460,466.00 

	Total Debt
	 JPY       2,408,116.00 
	 JPY       2,600,612.00 
	 JPY       2,551,912.00 
	 JPY       2,362,975.00 
	 JPY       3,554,824.00 

	CASH FLOW RATIOS:
	2025
	2024
	2023
	2022
	2021

	Operating Cash Flow Ratio = Operating Cash Flow / Current Liabilities
	0.13
	0.14
	0.12
	0.17
	0.13

	Cash Flow to Debt = Operating Cash Flow / Total Debt
	1.54
	1.62
	1.16
	1.58
	0.77


Table 6: Cash Flow Ratio
(Source: MS-Excel)
However, the cash flow to debt ratios are improved to 1.54 (2025) and that is in the case operating cash flows are in good health so to the level of debt, which fits in the low gearing picture and allow it to invest.
[bookmark: _Toc223536004]WORKING CAPITAL MANAGEMENT
[bookmark: _Toc223536005]Cash Conversion Cycle Analysis
Cash conversion cycle (CCC) is a ratio indicating the efficiency with which the company utilizes its short-term assets and liabilities, as it determines how much time the company needs to convert investments in inventories and receivables into cash (Stavropoulos and Zounta, 2025). When it comes to large manufacturing companies such as Toyota, the working capital is best managed appropriately because the auto industry requires a lot of investment in production materials, parts and supply chains worldwide. Inventory days: These are the number of days required to convert the inventory. Based on the inventory turnover ratios, Toyota decreased its efficiency in managing inventory compared to 2021. The ratio of inventory turnover declined significantly 14.68 times in 2021 to approximately 7.21-7.72 times in 2023-2025. This means that inventory is taking more time to fly through the complete production and distribution cycle. This tendency can be justified by the fact that the automotive industry will have to maintain higher stock levels to provide solutions to the disruption of supply chains and the lack of semiconductors. The stock level will stabilise after 2023, but the amount of turnover will be lower which means that the working capital is being tied up in the production materials and the finished vehicles.
The ratio of paying a company by the customers is called the receivable days. Toyota recorded a decline in its receivable turnover where 17.72 times of 2021 changed to 9.84 times of 2022 showing slower collection time in the past year. However, this ratio continued to increase to 12.31 times by 2025, indicating that it has more control over its credit and more efficiency in its collection. This recovery is a sign that Toyota has entrenched the best practices in receivables management and improved customer and dealer cash inflows. Payable days indicate the number of days taken to pay suppliers. No direct payable ratios are available; however, the comparatively low turnover of current liabilities and the increase in cost of production shows that Toyota has balanced supplier pay policy (Bhattacheryay, 2023). By extending the supplier payment period moderately without undermining the relationships with its suppliers, the firm can fund part of its operation through trade credit.
[bookmark: _Toc223536006]Working Capital Improvement Strategies
Increasing working capital efficiency is also essential to Toyota because the company expands its production of electric vehicles and global supply chains. The liquidity and optimised cash conversion could be made strong through several strategic measures. Inventory optimisation represents the greatest area of improvement (Bhattacheryay, 2023). The lower inventory turnover indicates that inventory management may be consuming excessive working capital. This can be overcome by introducing modern demand forecasting systems, more just-in-time (JIT) production processes and introduction of real-time supply chain monitoring by Toyota. With the help of these tools, the company can reduce the quantity of stocks that will be inactive, decrease storage costs, and improve production planning accuracy. The supplier credit negotiation may also be strengthened in terms of working capital efficiency. Toyota has a high bargaining power already due to its globalization and long-term relations with suppliers (Takeuchi, Ohmae and Ichijo, 2023). 
The cash inflows may be further accelerated through the enhancement of the receivables management. Toyota can restrict dealer financing policies, improve credit risk evaluation procedures and adopt automated billing systems to collect payments at a faster rate. Internet payments can reduce the duration of transactions and provide greater openness in connection with unpaid debts (Bessonova, Bessonova and Shevchenko, 2024). Finally, by using digital supply chain tools, the working capital can be enhanced significantly. Artificial intelligence, supply chain monitoring with blockchain, and advanced analytics will assist companies to track inventory movements, forecast demand trends, and highlight inefficiencies in the supply chain.
[bookmark: _Toc223536007]Financing Options
Another efficient working capital management is the selection of appropriate sources of finances to fund operations within the short-run without compromising financial stability. A combination of short-term and long-term facilities of business financing is normally used by companies. Short-term financing instruments provide liquidity, which is elastic in response to short-term liquidity crises. The typical short-term sources of financing are bank overdrafts, trade credit, and commercial paper (Nicolas, 2022). The bank overdrafts allow the firms to borrow at a short notice to cover their operational expenses; the trade credit allows business to delay payment to the suppliers. Commercial paper provides large businesses with a cheaper means of raising short-term capital market funds. Such finances can be utilized in meeting the temporary working capital requirements. Long-term financing options are typically used to fund strategic investments and high capital expenditures (Mustafina et al., 2020). These include the issuing of corporate bonds, equity capital raising and taking long-term loans with the banks.
	Financing Type
	Examples
	Advantages
	Limitations

	Short-Term Financing
	Bank overdraft, trade credit, commercial paper
	Flexible and quick access to liquidity
	Higher refinancing risk

	Long-Term Financing
	Bonds, equity, long-term loans
	Supports large strategic investments
	Higher cost and long commitment


A healthy financing will assist Toyota to stay liquid and even support long term growth and innovation efforts.
[bookmark: _Toc223536008]STRATEGIC FINANCIAL RESTRUCTURING PLAN
[bookmark: _Toc223536009]Financial Challenges Facing Toyota
Toyota is operating in an automotive industry that is undergoing one of the largest structural transformations in its history as the shift to electric mobility gains traction. The key issue that has been escalated by the worldwide competition is the one of EV. Longstanding companies such as Volkswagen and Hyundai and emerging ones such as Tesla and Chinese EV makers such as BYD are quickly investing in battery options and EV platforms (Jeong, Kim and Jo, 2024). This competitive environment puts pressure on Toyota to be technologically relevant besides being profitable and retaining market share. The second important problem can be related to the capital intensity of auto industry. The establishment of electric vehicle platforms would require enormous investments in the manufacturing facility, battery assembly, and supply chains. Total assets of Toyota demonstrated the tendency of increase during the five years with growth of production capacity and strategic investments. However, the decline in the rate of return on capital used between 8.79% in 2024 and 7.46% in 2025 suggests that the new money invested is not yet recovering its value in terms of the value of capital invested. This implies that capital productivity is under pressure.
Technology investment requirements will be another barrier. Electrification would imply massive investments in battery development, car autopilot systems, and online interfaces (Toyota, 2026). Such investments as much required to be competitive impose a short-term financial burden and uncertainty on long-term returns.
[bookmark: _Toc223536010]Proposed Restructuring Strategies
To assist in the control of the financial cost of technology change and capital intensive growth Toyota is advised to explore various financial re-structuring alternatives that can contribute to flexibility and long-term investment potential. One of the potential strategies is equity financing. Toyota debt to equity ratio declined to 0.15 in 2021 to 0.07 in 2025, a quite conservative capital structure. Such low leverage improves financial stability, but it also means that the company has unexploited borrowing capacity and a high degree of investor confidence (Toyota, 2025). The equity financing method of strategic share issuance would help Toyota finance the massive investments in EV technology and battery manufacture without the financial risk increasing. 
The green bond issue is the other reorganization strategy. As environmental sustainability becomes one of the key issues in the global capital markets, green financing instruments have become increasingly attractive to corporations investing in environmentally friendly technologies. Toyota can also issue green bonds that specialize in financing electric vehicles, battery reuse facilities, and renewable energy production plants. This type of plan will not only help to save money in financing but also help the company strengthen the environmental image of the company to investors. The other component of the restructuring strategy that Toyota can consider is asset divestiture (Syaifullah, 2023). Disposing non-core or having poorly performing business units allows organisations to release capital that has been locked up in non-growth activities. The resultant proceeds can be initiated into the high growth areas of battery technology, hydrogen vehicles and advanced mobility services. Strategic divestition also helps to raise financial focus and helps the management to allocate resources better. Finally, joint ventures and strategic alliances represent another feasible technique of distributing financial risk and accelerating technological advancement. Collaborations with battery manufacturers or technology firms may reduce the costs of research and shorten innovation cycles (Chen, 2022).
[bookmark: _Toc223536011]Impact on Shareholder Value
Shareholder value must be increased by the conclusion of the financial restructuring plans in terms of increased profitability, capital efficiency and long-term growth perspective. One of the performance indicators of the shareholders is the return on equity (ROE). The high net profit figures that Toyota has registered over the years have enabled the company to increase its earnings as evident in the increase in earnings per share since 2021 when it started at 160.65 to over 359 at the end of 2025. However, a falling ROC of capital invested in 2025 states that the ratio financial returns of growing asset investments are not becoming apparent yet. It implies that capital allocation efficiency may be improved through strategic restructuring and it will result in shareholder value growth (Toyota, 2025). Earning capacity of Toyota in the future can be strengthened using equity financing and specific investments in the electric vehicle technologies that have the potential of high growth. Though this may result in dilution of the shareholders, the long-run benefits of being competitive in technology and increasing revenues can offset this impact by ensuring formation of higher profit. 
Maximisation of shareholder value is also greatly influenced by the role played by the capital structure optimisation. Toyota has reached a relatively small financial leverage in comparison to most motor vehicle companies worldwide. The mid-level increase in debt funding would allow the company to capitalize on the tax reductions that are associated with interest deductions and would stay afloat financially (Kontuš, Šorić and Šarlija, 2023). By adequate equity and debt financing, Toyota can lower the weighted average cost of capital and optimise on the profitability of future investments. Financial efficiency may be enhanced through reorganization, involving asset divestitures and joint ventures, to channel funds to more profitable projects.
[bookmark: _Toc223536012]International and Ethical Considerations
Toyota is a company with operations in the international market, and this poses a lot of international financial risks to the company. Currency risk is one of them. The exchange rate fluctuations may prove to be very important in reported earnings since Toyota sells in more than one currency and generates revenues and costs. A strong Japanese yen can reduce the value of foreign incomes using the domestic currency. Effective financial reorganization must therefore involve currency risk management instruments such as hedging and diversification of the production sites. The other problem can be linked to inflationary pressures (Ogundu, 2025). The rising cost of raw materials, particularly battery materials such as lithium and nickel, can result in high production costs and low profits. 
Environmental, social, and governance (ESG) issues also are getting more attention by investors and regulators. Carmakers are pressured to reduce carbon emissions, improve the use of resources, and develop sustainable mobility solutions (Chopra et al., 2024). The use of electric and hybrid technologies at Toyota demonstrates the global environmental agenda as well as the formation of a strong reputation among those investors who are concerned with sustainability. Finally, corporate governance plays an important role in guaranteeing investor confidence. Transparent financial reporting, integrity in decision-making, and responsible leadership mean that strategic financial restructuring programs are implemented in a way that protects the interests of stakeholders and promotes long-term sustainability of the organisation.
[bookmark: _Toc223536013]INVESTMENT APPRAISAL AND CAPITAL BUDGETING
	Project A

	Year
	Net Cash Flow
	Discounting Factor
	Discounted Cash Flow
	Cumulative Cash Flow

	0
	-£           50,000,000 
	1
	-£                50,000,000 
	-£                50,000,000 

	1
	 £           10,000,000 
	0.909
	 £                   9,090,909 
	-£                40,000,000 

	2
	 £           12,000,000 
	0.826
	 £                   9,917,355 
	-£                28,000,000 

	3
	 £           14,000,000 
	0.751
	 £                10,518,407 
	-£                14,000,000 

	4
	 £           10,000,000 
	0.683
	 £                   6,830,135 
	-£                   4,000,000 

	5
	 £              8,000,000 
	0.621
	 £                   4,967,371 
	 £                   4,000,000 

	
	
	
	
	

	Discounting Rate
	10.00%
	
	
	

	
	
	
	
	

	NPV
	-£             8,675,823 
	
	
	

	IRR
	2.72%
	
	
	

	PBP
	3.5
	
	
	

	ARR
	21.60%
	
	
	

	PI
	17.35%
	
	
	



	Project B

	Year
	Net Cash Flow
	Discounting Factor
	Discounted Cash Flow
	Cumulative Cash Flow

	0
	-£           50,000,000 
	1
	-£                50,000,000 
	-£                50,000,000 

	1
	 £           11,000,000 
	0.909
	 £                10,000,000 
	-£                39,000,000 

	2
	 £           11,000,000 
	0.826
	 £                   9,090,909 
	-£                28,000,000 

	3
	 £           11,000,000 
	0.751
	 £                   8,264,463 
	-£                17,000,000 

	4
	 £           11,000,000 
	0.683
	 £                   7,513,148 
	-£                   6,000,000 

	5
	 £           11,000,000 
	0.621
	 £                   6,830,135 
	 £                   5,000,000 

	
	
	
	
	

	Discounting Rate
	10.00%
	
	
	

	
	
	
	
	

	NPV
	-£             8,301,346 
	
	
	

	IRR
	3.26%
	
	
	

	PBP
	3.454545455
	
	
	

	ARR
	22.00%
	
	
	

	PI
	16.60%
	
	
	



	Project C

	Year
	Net Cash Flow
	Discounting Factor
	Discounted Cash Flow
	Cumulative Cash Flow

	0
	-£           50,000,000 
	1
	-£                50,000,000 
	-£                50,000,000 

	1
	 £              5,000,000 
	0.909
	 £                   4,545,455 
	-£                45,000,000 

	2
	 £           10,000,000 
	0.826
	 £                   8,264,463 
	-£                35,000,000 

	3
	 £           20,000,000 
	0.751
	 £                15,026,296 
	-£                15,000,000 

	4
	 £           25,000,000 
	0.683
	 £                17,075,336 
	 £                 10,000,000 

	5
	 £              5,000,000 
	0.621
	 £                   3,104,607 
	 £                 15,000,000 

	
	
	
	
	

	Discounting Rate
	10.00%
	
	
	

	
	
	
	
	

	NPV
	-£             1,983,844 
	
	
	

	IRR
	8.59%
	
	
	

	PBP
	2.4
	
	
	

	ARR
	26.00%
	
	
	

	PI
	3.97%
	
	
	


Table 7: PBP, ARR, NPV, PI, and IRR
(Source: MS-Excel)
[bookmark: _Toc223536014]Project Cash Flow Overview
The three proposed projects of investment are initial capital of London £50 million which is the same in the three projects but differs considerably in cash dispersion and timing. Project A is characterised by cash flows of increasing values over the period and slightly decreasing back to lower values in subsequent years. Project B exhibits the same annual cash inflows of £11 million over the five years, which is moderate-return and lower-risk profile. Project C on the other hand produces disproportionate yet huge cash flows in the third and fourth year, reflecting a slower but potentially more significant arrangement of returns. Strategically, the timing of cash flow difference has an impact on the financial attractiveness of each project particularly when the discount rate of the future returns is at the preferred rate of 10%.
[bookmark: _Toc223536015]Payback Period
Payback period is a time frame within which a project can absorb its initial capital using accruing inflows of money. This measure provides a sense of the liquidity risk within a capital-intensive sector such as automotive manufacturing and their ability to move capital quickly into alternative projects. Project C has the shortest payback period (2.4 years) so that the initial investment of £50 million may be recovered in a much shorter period compared with the others. The reason is that Project C generates substantially higher cash flows in the mid-investment horizon in particular in the third and fourth years of London £20 million and £25 million respectively. The rapid recovery reduces financial risk and enhances liquidity, particularly crucial under volatile industry conditions of technological disruption and competition (Nafiu et al., 2025).
Project B payback period is estimated to be approximately 3.45 years compared to Project A which takes approximately 3.5 to even out. The truth is that the two projects, though eventually pay back their investment in the project life cycle, the longer the recovery period, the more likely that external economic forces or industry change can affect their overall profitability. Project C is financially more attractive because the payback period will be reduced because it will reduce exposure to capital and increase financial flexibility (Toyota, 2022).
[bookmark: _Toc223536016]Accounting Rate of Return
Accounting Rate of Return (ARR) is a measure of the average return on a project by accounting techniques to original investment. The measure provides an indication on the effectiveness of a project to profitability in terms of accounting earnings relative to cash flows. Project C has the highest ARR of 26%, hence it has been found to be the most profitable out of the three projects considering the initial capital outlay. This high rate of return is primarily the result of high inflows in the three and four years, and these massive inflows significantly contribute to the average annual profit realized over the life of the project. With respect to profitability, this means that Project C stands the best chance of improving the financial performance of Toyota in case the operational targets are met. Project B has an ARR of 22%, slightly better than Project A that has an ARR of 21.6%. Although the difference between Projects A and B is very minimal, Project B enjoys the benefits of the perennial and predictable annual cash flows. Consistent revenue may reduce financial risk and support more precise financial planning (Sinaga et al., 2023). Though the ARR can be applied to compare the profitability of the projects it fails to consider the time value of money. This means that the project with the high ARR may not always generate more financial value when the discounted cash flow is considered. Therefore, ARR will be applied together with NPV and IRR so that the analysis of the investment will be more detailed
[bookmark: _Toc223536017]Net Present Value
Net Present Value (NPV) is usually thought to be the most sensible approach to investment appraisal because it considers the time value of money and has a direct gauge of net value created to shareholders. NPV evaluates the value of a project by determining whether it will have higher value as compared to the cost of capital by discounting future cash flows at the discounted rate at which the firm needs. All the three projects will yield negative NPVs at the required discount rate, which is 10%. The NPV of Project A is -£82,675,823, Project B is -£83,013,446 and Project C has the lowest negative NPV of -£1983,844. Although none of the projects will create positive value at the cost of capital that is assumed, Project C has a significantly better performance when compared to the other two alternatives.
The difference is attributed to the timing and quantity of the cash flows of Project C. The rising inflows in years three and four render the discounts less effective and contribute to the value addition of future returns. In fact, the lower the annual inflows of Projects A and B, the lower the discounted value of their cumulative cash flows. On the financial front, the negative NPVs imply that the projects would not fully satisfy the required 10% required. However, Project C is closest to the required threshold and, therefore, the financially rational among the available options (Arjunan, 2022). When companies offer strategic payoffs such as technology development, market growth or competitive advantage, they may engage in slightly negative NPV projects in strategic industries such as automotive manufacturing.
[bookmark: _Toc223536018]Internal Rate of Return
Internal rate of Return (IRR) refers to the discount rate at which the NPV of a project is zero. It provides a clue into the expected payoff of the undertaking against the cost of capital of the company. Project C will give the highest IRR of 8.59%, Project B will yield 3.26 % IRR, and Project A will give 2.72% IRR. This higher IRR of Project C confirms that the project is better than others in terms of returns. However, all the three projects do not give IRR that is more than the required discount rate of 10% and thus do not give the minimum returns wanted in the present conditions of the study as required by Toyota. It means that the projects may be strategic investments, where financial profits are offset by higher competitive or technological benefits (Sinaga et al., 2023). Project C performs the most financially well compared to other alternatives though it does not exceed the required return.
[bookmark: _Toc223536019]Profitability Index
Profitability Index (PI) is a measure employed to ascertain the interrelationship between the present value of cash flows in future and the initial investment. PI greater than 1 indicates that the project is a profitable undertaking and PI less than 1 means that the project is not generating sufficient value compared to the expenditure incurred. Following the calculations, PI of Project A is 17.35%, Project B is 16.60%, and Project C is 3.97%. These percentages, albeit with varying returns efficiencies, confirm the NPV results obtained earlier that not all projects will pass the required level of return at the 10% discount rate fully. Project C is more capital efficient than the alternatives. The bigger PI indicates that Project C is generating more value per unit of investment compared to Projects A and B. As a result, Project C will be the best use of financial resources on a capital allocation factor (Arjunan, 2022).
[bookmark: _Toc223536020]Capital Rationing Decision
Toyota has a capital rationing of £100 million meaning that only two projects among three can be selected. The possible combinations of investments include Project A and B, Project A and C, or Project B and C. By comparing the relative performance of each project to the various appraisal methods, Project C is always rated higher than the others. It also has the least payback period, the greatest accounting rate of return, and highest internal rate of return. In this way, Project C has to be included in an optimal investment mix. Project A is not as good compared with Project B in terms of ARR and IRR and has more predictable annual cash flows. Project B + Project C therefore is the most sensible investment option because it offers a good compromise between increased profitability and the cost-effective cash flow. This combination assists Toyota in diversifying their project risk and in investing capital in the most financially rewarding of the available options (Toyota, 2026).
[bookmark: _Toc223536021]CONCLUSION
The financial analysis has shown that Toyota is financially sound, and has stable revenue growth, improved liquidity and low-risk capital structure. The profitability is good and recent margin pressures show that the company needs to improve its capital efficiency and cost management. The working capital analysis highlights the opportunity to enhance the operational performance by optimising the inventory, working better on the receivables, and aligning the digital supply chain. Strategic financial restructuring that can be in areas of green financing and strategic alliances can help Toyota in long-term conversion into electric mobility. Based on the results of the investment appraisal, the financial performance of Project C is the best and under the conditions of the capital rationing, the most appropriate strategy of investment is to combine Project B and Project C.
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[bookmark: _Toc223536024]APPENDIX
RATIO ANALYSIS: TOYOTA
	Profitability Ratios Inputs:
	2025
	2024
	2023
	2022
	2021

	Revenue
	48036704
	45095325
	37154298
	31379507
	27214593

	Gross Profit
	9567729
	9370080
	6308003
	5971689
	4832373

	Operating Profit
	4785277
	5354697
	2720013
	2995712
	2197748

	Net Profit
	4765086
	4944933
	2451318
	2850110
	2245261

	Total Assets
	93601350
	90114296
	74303180
	67688771
	62267140

	Current Liabilities
	29434220
	29177909
	23959715
	21842161
	21460466

	PROFITABILITY RATIOS:
	=B4
	=C4
	=D4
	=E4
	=F4

	ROCE = Operating Profit / Capital Employed
	=B7/(B9-B10)
	=C7/(C9-C10)
	=D7/(D9-D10)
	=E7/(E9-E10)
	=F7/(F9-F10)

	Gross Profit Margin = (Gross Profit / Revenue) * 100
	=B6/B5
	=C6/C5
	=D6/D5
	=E6/E5
	=F6/F5

	Net Profit Margin = (Net Profit / Revenue) * 100
	=B8/B5
	=C8/C5
	=D8/D5
	=E8/E5
	=F8/F5

	Operating Profit Margin = (Operating Profit / Revenue) * 100
	=B7/B5
	=C7/C5
	=D7/D5
	=E7/E5
	=F7/F5

	
	
	
	
	
	

	
	
	
	
	
	

	Liquidity Ratios Inputs:
	=B4
	=C4
	=D4
	=E4
	=F4

	Current Assets
	37078676
	34714279
	26459781
	23722290
	22776800

	Current Liabilities
	=B10
	=C10
	=D10
	=E10
	=F10

	Inventories
	4598232
	4605368
	4255614
	3821356
	2888028

	LIQUIDITY RATIOS:
	=B4
	=C4
	=D4
	=E4
	=F4

	Current Ratio = Current Assets / Current Liabilities
	=B19/B20
	=C19/C20
	=D19/D20
	=E19/E20
	=F19/F20

	Quick Ratio = (Current Assets - Inventories) / Current Liabilities
	=(B19-B21)/B20
	=(C19-C21)/C20
	=(D19-D21)/D20
	=(E19-E21)/E20
	=(F19-F21)/F20

	
	
	
	
	
	

	
	
	
	
	
	

	Efficiency Ratios Inputs:
	=B4
	=C4
	=D4
	=E4
	=F4

	Cost of Goods Sold
	35510157
	33600612
	29128561
	24250784
	21199890

	Inventories
	=B21
	=C21
	=D21
	=E21
	=F21

	Revenue
	=B5
	=C5
	=D5
	=E5
	=F5

	Trade Receivables
	3896250
	3906315
	3804834
	3306757
	3071200

	Total Assets
	=B9
	=C9
	=D9
	=E9
	=F9

	EFFICIENCY RATIOS:
	=B4
	=C4
	=D4
	=E4
	=F4

	Inventory Turnover = Cost of Goods Sold / Average Inventory
	=B28/((B29+C29)/2)
	=C28/((C29+D29)/2)
	=D28/((D29+E29)/2)
	=E28/((E29+F29)/2)
	=F28/((F29+G29)/2)

	Receivables Turnover = Revenue / Average Trade Receivables
	=B30/((B31+C31)/2)
	=C30/((C31+D31)/2)
	=D30/((D31+E31)/2)
	=E30/((E31+F31)/2)
	=F30/((F31+G31)/2)

	Asset Turnover = Revenue / Total Assets
	=B30/B32
	=C30/C32
	=D30/D32
	=E30/E32
	=F30/F32

	
	
	
	
	
	

	
	
	
	
	
	

	Gearing Ratios Inputs:
	=B4
	=C4
	=D4
	=E4
	=F4

	Short-Term Debt
	717539
	515392
	722037
	610929
	1925809

	Shareholders' Equity
	36878914
	35239338
	29264213
	27154820
	24288329

	Long-Term Debt
	1690577
	2085220
	1829875
	1752046
	1629015

	Operating Profit
	=B7
	=C7
	=D7
	=E7
	=F7

	Total Assets
	=B9
	=C9
	=D9
	=E9
	=F9

	Interest Expenses
	-84106
	-64733
	-47356
	-32458
	-42421

	Current Liabilities
	=B10
	=C10
	=D10
	=E10
	=F10

	GEARING RATIOS:
	=B4
	=C4
	=D4
	=E4
	=F4

	Debt-to-Equity = Total Debt / Shareholders' Equity
	=(B40+B42)/B41
	=(C40+C42)/C41
	=(D40+D42)/D41
	=(E40+E42)/E41
	=(F40+F42)/F41

	Gearing = (Long-Term Debt / Capital Employed) * 100
	=B42/(B44-B46)
	=C42/(C44-C46)
	=D42/(D44-D46)
	=E42/(E44-E46)
	=F42/(F44-F46)

	Interest Cover = Operating Profit / Interest Expenses
	=B43/B45
	=C43/C45
	=D43/D45
	=E43/E45
	=F43/F45

	
	
	
	
	
	

	
	
	
	
	
	

	Investment Ratios Inputs:
	=B18
	=C18
	=D18
	=E18
	=F18

	Net Profit
	=B8
	=C8
	=D8
	=E8
	=F8

	No. of Shares Outstanding
	13252
	13513
	13658
	13887
	13976

	Market Price per Share
	2753.09
	2539.75
	2089.08
	1904.88
	1674.18

	Dividend per Share
	90
	75
	60
	52
	47

	INVESTMENT RATIOS:
	=B18
	=C18
	=D18
	=E18
	=F18

	EPS = Net Profit / No. of Shares Outstanding
	=B54/B55
	=C54/C55
	=D54/D55
	=E54/E55
	=F54/F55

	P/E = Market Price per Share / EPS
	=B56/B59
	=C56/C59
	=D56/D59
	=E56/E59
	=F56/F59

	Dividend Yield = (Dividend per Share / Market Price per Share) * 100
	=B57/B56
	=C57/C56
	=D57/D56
	=E57/E56
	=F57/F56

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Cash Flow Ratios Inputs:
	=B4
	=C4
	=D4
	=E4
	=F4

	Operating Cash Flow
	3696934
	4206373
	2955076
	3722615
	2727162

	Current Liabilities
	=B10
	=C10
	=D10
	=E10
	=F10

	Total Debt
	=B40+B42
	=C40+C42
	=D40+D42
	=E40+E42
	=F40+F42

	CASH FLOW RATIOS:
	=B11
	=C11
	=D11
	=E11
	=F11

	Operating Cash Flow Ratio = Operating Cash Flow / Current Liabilities
	=B66/B67
	=C66/C67
	=D66/D67
	=E66/E67
	=F66/F67

	Cash Flow to Debt = Operating Cash Flow / Total Debt
	=B66/B68
	=C66/C68
	=D66/D68
	=E66/E68
	=F66/F68





Investment Appraisal
	Project A

	Year
	Net Cash Flow
	Discounting Factor
	Discounted Cash Flow
	Cumulative Cash Flow

	0
	-50000000
	=1/(1+$C$12)^B5
	=C5*D5
	=C5

	1
	10000000
	=1/(1+$C$12)^B6
	=C6*D6
	=F5+C6

	2
	12000000
	=1/(1+$C$12)^B7
	=C7*D7
	=F6+C7

	3
	14000000
	=1/(1+$C$12)^B8
	=C8*D8
	=F7+C8

	4
	10000000
	=1/(1+$C$12)^B9
	=C9*D9
	=F8+C9

	5
	8000000
	=1/(1+$C$12)^B10
	=C10*D10
	=F9+C10

	
	
	
	
	

	Discounting Rate
	0.1
	
	
	

	
	
	
	
	

	NPV
	=SUM(E5:E10)
	
	
	

	IRR
	=IRR(C5:C10)
	
	
	

	PBP
	=B9+(F9/C10)
	
	
	

	ARR
	=AVERAGE(C6:C10)/-C5
	
	
	

	PI
	=C14/C5
	
	
	

	
	
	
	
	

	Project B

	Year
	Net Cash Flow
	Discounting Factor
	Discounted Cash Flow
	Cumulative Cash Flow

	0
	-50000000
	=1/(1+$C$29)^B22
	=C22*D22
	=C22

	1
	11000000
	=1/(1+$C$29)^B23
	=C23*D23
	=F22+C23

	2
	11000000
	=1/(1+$C$29)^B24
	=C24*D24
	=F23+C24

	3
	11000000
	=1/(1+$C$29)^B25
	=C25*D25
	=F24+C25

	4
	11000000
	=1/(1+$C$29)^B26
	=C26*D26
	=F25+C26

	5
	11000000
	=1/(1+$C$29)^B27
	=C27*D27
	=F26+C27

	
	
	
	
	

	Discounting Rate
	0.1
	
	
	

	
	
	
	
	

	NPV
	=SUM(E22:E27)
	
	
	

	IRR
	=IRR(C22:C27)
	
	
	

	PBP
	=B26+(F26/C27)
	
	
	

	ARR
	=AVERAGE(C23:C27)/-C22
	
	
	

	PI
	=C31/C22
	
	
	

	
	
	
	
	

	Project C

	Year
	Net Cash Flow
	Discounting Factor
	Discounted Cash Flow
	Cumulative Cash Flow

	0
	-50000000
	=1/(1+$C$46)^B39
	=C39*D39
	=C39

	1
	5000000
	=1/(1+$C$46)^B40
	=C40*D40
	=F39+C40

	2
	10000000
	=1/(1+$C$46)^B41
	=C41*D41
	=F40+C41

	3
	20000000
	=1/(1+$C$46)^B42
	=C42*D42
	=F41+C42

	4
	25000000
	=1/(1+$C$46)^B43
	=C43*D43
	=F42+C43

	5
	5000000
	=1/(1+$C$46)^B44
	=C44*D44
	=F43+C44

	
	
	
	
	

	Discounting Rate
	0.1
	
	
	

	
	
	
	
	

	NPV
	=SUM(E39:E44)
	
	
	

	IRR
	=IRR(C39:C44)
	
	
	

	PBP
	=B42+(F42/C43)
	
	
	

	ARR
	=AVERAGE(C40:C44)/-C39
	
	
	

	PI
	=C48/C39
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