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Introduction
The largest automotive manufacturer in the world Toyota Motor Corporation has a high level of global competitiveness due to its hybrid-based and a changing electric vehicle (EV) strategy. In 2024, the company has recorded the highest revenues of about ¥45.1 trillion and net income of ¥4.94 trillion, indicating a high growth as a result of global demand and favourable currency movements (Toyota Motors, 2024).
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Figure 1: Toyota Financial Performance (Toyota Motors, 2024)
This report critically assesses financial performance of Toyota from 2020-2024 through financial statements as Chief Financial Officer and highlights the main strengths, risks, and strategic priorities of the company and then proceeds to analyse the working capital, the decision about the restructuring, and the decision to invest in the context of industry electrification.
Financial Health Check
Ratio Analysis Framework
Ratio analysis is a financial analysis method which is applied to determine the performance of a company by evaluating the financial statements (Zhang et al., 2025). Brigham and Ehrhardt state that ratios assist in assessing profitability, liquidity, efficiency, gearing, as well as investment performance to aid managerial decision making (Kanaan et al., 2023). Ratio analysis is very significant to Toyota Motor Corporation as the company is in a capital intensive global automotive market and is in the process of switching to hybrid and electric vehicles which are very costly. The analysis of Toyota financial data of 2020-2024 provides this section with the identification of the main trends, strengths, weaknesses, and risks, providing a deeper insight into the financial health and strategic position of Toyota.
Profitability Analysis
Profitability ratios determine how Toyota can earn a profit from its operations, assets, and funds of its shareholders. These ratios are very important to Toyota because they show how efficiently it operates, how it manages its costs, and how well the cost leadership strategy it has is working (Du, 2023).
Operating Margin
Operating margin is the efficiency with which Toyota is able to make a profit on its business operations without taking into consideration the interest and tax (Gaffney & Michelson, 2023). This ratio is of importance to Toyota as it demonstrates the level of control that the company has over its production and operational expenses in an extremely competitive automotive sector.
Formula:
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Table 1: Toyota Motors' Operating Margins (Toyota Motors, 2024)

Figure 2: Toyota Motors' Operating Margins (Toyota Motors, 2024)
Toyota has a high management of its costs, as the operating margin did not decrease during COVID-19 disruptions in 2020-2021. It expanded in 2022 because production and demand recovered. However, the margin decreased in 2023 because of the increase in cost of raw materials, inflation, and supply chain disruption. In 2024, the margin has grown tremendously to 11.9%, which is a strong indicator of an improved operational performance, superior pricing policies, and the favorable effect of weaker Japanese yen (Toyota Motors, 2024). This trend indicates that Toyota possesses good cost control capabilities and helps the cost leadership strategy enabling the company to be profitable even in difficult economic climates.
Net Profit Margin
The net profit margin is used to determine the overall profitability after deduction of all costs such as taxes and interest (Widiasmara et al., 2022). The ratio is significant to Toyota because it shows the ultimate profitability that can be given to the shareholders after expenses.
Formula:



Table 2: Toyota Motors' NPM (Toyota Motors, 2024)
The net profit margin indicates that the company is more profitable and recovered better than in 2020, which is positive. However, it decreased in 2023 with the added cost and external pressure. The margin in 2024 saw a significant rise to 11.2%, with a high financial performance and better cost efficiency (Toyota Motors, 2024). This trend shows that Toyota can regain its position fast and enhance profitability by using effective management strategies.
Return on Equity (ROE)
ROE is used to measure the efficiency with which Toyota utilizes the equity of its shareholders to make profits (Anggraeni & Daito, 2022). For Toyota, ROE is significant as it shows returns to the investors and creation of shareholder value in general.
Formula:
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Table 3: Toyota Motors' ROE (Toyota Motors, 2024)
The ROE was more or less constant between 2020 and 2022 but dropped in 2023 because the profitability decreased. The ROE in 2024 rose dramatically to 15.8%, which demonstrates that there is a high value creation to shareholders and financial performance (Toyota Motors, 2024). This demonstrates how Toyota has been able to use equity to create more returns.
Return on Assets (ROA)
ROA is used to determine the efficiency with which Toyota utilizes its assets to make profit (Singh et al., 2024). This ratio is significant to Toyota since it works with big investments of assets in production and technology.
Formula:
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Table 4: Toyota Motors' ROA (Toyota Motors, 2024)

Figure 3: Toyota Motors' ROA (Toyota Motors, 2024)
In 2021, ROA decreased because of the rise in assets and efficiency, but in 2022, the company showed positive growth. It fell again in 2023 as a result of profitability problems but rose sharply in 2024 (Toyota Motors, 2024). This implies that Toyota had a better utilisation of its assets and efficiency in asset utilisation to generate profits.
Liquidity Analysis
Liquidity ratios evaluate how Toyota can fulfill its short-term financial obligations with the help of its current assets. This is particularly important for Toyota since it is a capital-intensive industry that has huge working capital demands in terms of inventory, receivables, and short-term debts (Blessing & Sakouvogui, 2023).
Current Ratio
The current ratio is used to measure how far Toyota can go to meet its short-term liabilities with its short-term assets (Muhamad & Nuraeni, 2022). In the case of Toyota, a sufficient current ratio is critical to the company as it will allow operating with ease throughout its international supply chain and prevent a lack of liquidity, in particular during such disruptions as COVID-19.
Formula:


Table 5: Toyota Motors' Current Ratio (Toyota Motors, 2024)

Figure 4: Toyota Motors' Current Ratio (Toyota Motors, 2024)
The current ratio shows a gradual increase from 1.10 in 2020 to 1.25 in 2024 (Toyota Motors, 2024). This shows that Toyota has been able to increase its short-term financial status over the years. The ratio is always more than 1, and this implies that Toyota has enough current assets to finance its liabilities.
Quick Ratio
The quick ratio is used to determine the capacity that Toyota can fulfill its short-term liabilities without government aid in terms of inventory (Mahmoud et al., 2022). This is critical to Toyota since inventory within the automotive sector cannot be readily translated into cash when demand is low or when the supply chain is disrupted.
Formula:


Table 6: Toyota Motors' Quick Ratio (Toyota Motors, 2024)

Figure 5: Toyota Motors' Quick Ratio (Toyota Motors, 2024)
The quick ratio improved steadily from 0.90 in 2020 to 1.05 in 2024 (Toyota Motors, 2024). This indicates that the liquidity position of Toyota has improved a lot. The ratio of more than 1 in 2024 shows that Toyota will be able to cover its short-term commitments without relying on inventory. This progress is supported by higher cash reserves (¥9.4 trillion in 2024) and indicates good liquidity management (Toyota Motors, 2024).
Efficiency Analysis
The efficiency ratios are used to measure efficiency in terms of the ability of the Toyota to utilize its assets to increase revenue and control operations (Minh, 2023).
Inventory Turnover
Inventory turnover is used in determining the efficiency with which Toyota sells and replaces inventory (Rahman & Acharya, 2020). This ratio is very crucial to Toyota because of their Just-in-Time (JIT) production system that strives to reduce the inventory costs.
Formula:


Table 7: Toyota Motors' Inventory Turnover (Toyota Motors, 2024)
The 2021 inventory turnover was lower because disruptions to production and demand caused by COVID-19 weakened the turnover. Nevertheless, during 2022 and onwards, it increased substantially to 2.92 (Toyota Motors, 2024). This means enhancement of inventory management and restoration of supply chains. Nevertheless, the disruptions demonstrated the fragility of the JIT system used at Toyota because minimum stock levels promoted susceptibility to shortages in the global market.
Total Asset Turnover
It is a ratio that determines the efficiency with which Toyota utilizes its total assets in generating revenue (Tolegen, 2022).
Formula:
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Table 8: Toyota Motors' Total Asset Turnover (Toyota Motors, 2024)

Figure 6: Toyota Motors' Total Asset Turnover (Toyota Motors, 2024)
The ratio dropped dramatically in 2021 because of the increase in assets and lower revenue over COVID-19. However, it improved gradually from 2022 onwards. The stable position of 0.50 in 2023-2024 indicates that Toyota is making good use of its growing asset base to generate revenue (Toyota Motors, 2024).
Gearing Analysis
Gearing ratios indicate the financial risk and debt financing of Toyota (Bhattacheryay, 2023).
Debt-to-Equity Ratio
This ratio is used to determine the ratio of debt utilized with the shareholders equity (Susilawati et al., 2022). For Toyota, this is significant since it reflects financial stability and the equilibrium of risk and the reward.
Formula:


Table 9: Toyota Motors' Debt-to-Equity Ratio (Toyota Motors, 2024)
The ratio is gradually decreasing and it means that it is less dependent on debt. Toyota has moderate leverage, which leads to financial stability and gives them an opportunity to grow (Toyota Motors, 2024).
Interest Coverage Ratio
Interest coverage ratio is used to determine the capacity of Toyota to cover interest payments by using operating income (Setiany, 2021).
Formula:
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Table 10: Toyota Motors' Interest Coverage Ratio (Toyota Motors, 2024)
The ratio indicates high coverage in the past, and it  increased significantly in 2024. This means that Toyota is not highly financially risky and it can comfortably service debt (Toyota Motors, 2024).
Investment Ratios
Investment ratios assess returns to shareholders (Nukala & Rao, 2021).
Earnings Per Share (EPS)
EPS is the profit realized per share (Nukala & Rao, 2021).
Formula:
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Table 11: Toyota Motors' EPS (Toyota Motors, 2024)

Figure 7: Toyota Motors' EPS (Toyota Motors, 2024)
The shareholder value is created because EPS has been growing substantially in 2024 as a result of increased profits (Toyota Motors, 2024).
Dividend Payout Ratio
This ratio is used to calculate the rate of earnings paid out in form of dividends (Shabrina & Hadian, 2021).
Formula:

Table 12: Toyota Motors' Dividend Payout Ratio (Toyota Motors, 2024)
Toyota has a consistent payout ratio of between 20% and 33%, which indicates moderation in both reinvestment and shareholder dividends. This favours dividend signalling theory (Toyota Motors, 2024).
Overall Financial Evaluation
In general, Toyota has a good financial performance during the five years. Revenue and profitability were recovered and improved with a great improvement in 2024. It is financially stable as liquidity is high and cash reserves are high. Post COVID disruptions lead to increased efficiency, but there are supply chain risks. Nevertheless, the volatility of margin and external risk (inflation, currency volatility, supply chain interruptions, etc.) are crucial issues.
Working Capital Management Analysis
Cash Conversion Cycle (CCC)
The cash conversion cycle (CCC) is used to measure the duration that a firm requires to convert its investments in inventory and receivables into cash, including payment to suppliers (Boisjoly et al., 2020). It is determined as:

For Toyota, CCC is a very important indicator since the corporation has a large scale of global supply chain and has implemented Just-in-Time (JIT) production system that focuses on reducing the cost of holding inventory and enhancing efficiency (Soliman, 2023).
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Table 13: Toyota Motors' CCC (Toyota Motors, 2024)
In 2021, the CCC fell considerably because of COVID-19 disruptions that led to delays in production and inefficient supply chains. The inventory days were raised due to the stalled production and delayed sales and also the receivable days were raised due to the reduction in customer payment. Nevertheless, since 2022, Toyota has enhanced its working capital efficiency to lower CCC to 21 days in 2024. This can be seen as an improved inventory management and accelerated cash recovery (Toyota Motors, 2024).
The JIT system of Toyota contributes significantly to minimizing the number of inventory days as it manufactures vehicles as required. Nevertheless, the shortage of semiconductors in 2021-2022 revealed a major vulnerability of this system (Shcherbakov, 2022). Toyota was dependent on a small number of inventories, thereby exposing it to a risk of supply shortage. Thus, JIT is more efficient in stable conditions, but it is riskier in operations during crisis situations throughout the world.
Liquidity Improvement Strategies
To enhance its liquidity, Toyota needs to better manage its working capital, particularly as it is currently investing heavily in the development of electric vehicles (EVs) and international growth.
Firstly, Toyota would have to diversify its suppliers. Dependence on few suppliers was also an issue as the semiconductor shortage greatly affected production. Toyota can minimise supply risks and continuity by increasing network suppliers in various regions (McKinsey & Company, 2022).
Secondly, Toyota ought to invest in online supply chain. Artificial intelligence and real-time data analytics technologies can enhance demand prediction and inventory control. This would enable Toyota to react swiftly to the demand change and minimize inefficiencies (Narne, 2021).
Thirdly, Toyota needs to maintain strategic inventory stocks on vital parts like semiconductors. Although JIT saves money, the minimum safety stock level will ensure that there is no disruption to production when disruptions occur (Nweje & Taiwo, 2025).
Also, Toyota should enhance the management of the receivables by having more stringent credit control laws and employing more rapid collection mechanisms. This would cut down the number of days outstanding and enhance cash flows (Nweje & Taiwo, 2025).
These measures comply with the current working capital management methods, which combine effectiveness and risk control. These reforms will help Toyota to improve liquidity, minimize operational disruption, as well as facilitate long-term strategic investment.
Financing Options
Financing decisions are important in management of working capital and assist in investment activities. Toyota has the option of either short-term or long-term financing depending on its financial requirements(Setiany, 2021).
Short-term funding consists of trade credit and overdrafts. Overdrafts offer liquidity flexibility in case of a temporary cash crunch and trade credit enables Toyota to postpone payments to its suppliers. These are good alternatives that can be used to deal with daily operations and short-term working capital. Nonetheless, too much dependence on short-term financing may add financial risk and interest expenses (Abaku et al., 2024).
The long-term financing involves bonds and equity. Toyota issues relatively cheap corporate bonds regularly because of its high credit rating. Equity financing gives the company permanent capital but leads to dilution of shareholding (Wen et al., 2023).
For Toyota, EV investments, research and development, and expansion projects are better financed using long-term financing. These projects are capital intensive and take long to break even and short-term funding is not suitable to fund them (Tolegen, 2022).
According to the matching principle (hedging approach), long-term assets should be financed using long-term funds, while short-term assets should be financed with short-term funds. Toyota adheres to the practice by stabilizing its strategic investments with the help of stable financing and operating the working capital with the help of short-term sources (Shinde et al., 2022).
Strategic Financial Restructuring Plan
Identification of Key Financial Problems
The 2020-2024 financial analysis of Toyota Motor shows that it has several structural problems that need to be restructured strategically on a financial basis. Margin volatility is one of the key issues. In 2023, the operating margin of Toyota decreased to 7.3% and then soared to 11.9% in 2024 (Toyota Motors, 2024). This variation indicates that profitability is very sensitive to the externalities like inflation, prices of raw materials, and exchange rates. This causes confusion in financial planning over the long-term and performance stability.
Supply chain risk is another major problem. In the 2021-2022 period, Toyota was highly disrupted by the global shortage of semiconductors that multiplied inventory days and diminished operational efficiency. The company was dependent on the Just-in-Time (JIT) system, which proved to be effective in the stable environment, but revealed the vulnerabilities during the global crisis (Soliman, 2023).
Increasing costs are also an issue. Profitability has been affected by increased prices of raw material, logistics, and labour. Even though Toyota has shown impressive growth in 2024, to some extent, this growth was also because of the drop of the Japanese yen as opposed to its internal efficiency (Bhattacheryay, 2023).
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Table 14: Issues Identified with Toyota Long-term Growth (Toyota Motors, 2024)
Moreover, the asset base of Toyota grew dramatically by 2024, rising by ¥90.1 trillion, compared to ¥52.7 trillion in 2020 (Toyota Motors, 2024). Although this is an indicator of growth, it also translates to higher capital intensity and financial risk in case returns do not continue.
Financial Restructuring Options
To meet these challenges, Toyota ought to pursue an extensive restructuring plan informed by the corporate restructuring theory that emphasizes on efficiency, resource redistribution, and increased value over the long-run (Umar, 2023).
Firstly, Toyota needs to reorganize its investment plan in EV. Even though Toyota has recorded revenues of ¥45.1 trillion in 2024, it has been slower in switching to electric vehicles than its competitors (Toyota Motors, 2024). The company ought to invest capital, which they used to produce internal combustion engines (ICE), into EV and battery technology. This will match investments to the future demand and enhance the long-term competitiveness.
Secondly, it is necessary to reorganize costs. Toyota needs to cut down on the operational expenses by intensifying automation and digitalisation in its production processes. The use of AI-based forecasting systems can enhance the planning of demand and minimize inefficiencies. This will stabilise the operating margins and decrease the reliance on external economic factors (Ogunyankinnu et al., 2024).
Thirdly, geographic diversification is to be enhanced. Toyota ought to increase its suppliers in different regions to limit dependence on particular countries. The semiconductor shortage indicated that concentration risk can be a major disrupter. Diversification will enhance resilience and minimise supply chain risks.
Fourth, Toyota must explore the idea of divesting non-core and less profitable segments. Although, the financial services division is a source of revenue, it also raises the levels of debt. Such segments can be optimally restructured or partially divested to enhance core automotive and EV activities (Park et al., 2022).
Lastly, Toyota must consider strategic alliances and equity-based ventures. This can be achieved by collaboration with battery manufacturers and technology companies to decrease the financial load and increase innovations. This strategy enables Toyota to distribute risks and enhance technological strengths (Setiany, 2021).
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Table 15: Strategic Restructuring Options for Toyota (Author)
Impact Analysis of Restructuring
The suggested reorganization plans will have a considerable positive impact on the financial performance and the value to the shareholders of Toyota.
Firstly, the shareholder value will tend to increase. In 2024 Toyota had a ROE of 15.8% which is a good ROE. Toyota can sustain or increase profitability by reallocating investments to EVs and raising cost efficiency (Toyota Motors, 2024). The shareholder value model states that an efficient allocation of the capital and the increased profitability directly enhance the shareholder wealth (Soliman, 2023).
Secondly, the restructuring will have a debt structure impact on Toyota. Toyota now has a moderate leverage, and its debt-to-equity ratio is decreasing. The company can minimize its debt financing by selling off non-core assets and enhancing operational efficiency. Nevertheless, there will still be some degree of borrowing that will be needed to finance large scale EV investments. A balanced capital structure will reduce financial risk and help in growth (Susilawati et al., 2022).
Thirdly, the restructuring will enhance the overall risk profile of Toyota. The supply chain risks will be minimized through diversification of suppliers and geographical business operations and the exposure to inflation and price fluctuations will be minimized through cost restructuring. Moreover, by concentrating on EV development, Toyota will position itself to respond to the global environmental trends, which will lower the long-term strategic risk (Umar, 2023).
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Table 16: Restructuring Plan for Toyota (Author)
International and Ethical Considerations
The restructuring of Toyota should consider international and ethical considerations because of its operation across the globe.
One of the greatest problems is currency risk. The weakening of the Japanese yen also played a significant role in the increase in profits at Toyota in 2024 (Zhang et al., 2025). The dependency on favourable exchange rate is however dangerous. Hedging strategies that Toyota needs to implement include forward contracts to handle the changes in currency and guarantee that they get stable earnings.
Inflation is another important factor. Inflation across the world raises the cost of production and profitability. Toyota will have to deal with this by ensuring its efficiency and using cost control measures without compromising its competitive pricing strategy (Ogunyankinnu et al., 2024).
Corporate social responsibility (CSR) is also imperative. Toyota has had a vision of becoming carbon neutral and sustainable in terms of mobility. Its hybrid and electric car investments are environmentally friendly. Nevertheless, lithium and cobalt are some of the raw materials that need to be ethically sourced to prevent reputational risks (Ogunyankinnu et al., 2024).
From an ESG perspective, the restructuring of Toyota needs to be based on environmental sustainability, social responsibility, and good governance practices. Ethical finance entails the financial decision-making being based on long term sustainability and profitability (Nweje & Taiwo, 2025).
Also, international taxation should be considered. Toyota has its operations in various countries and restructuring decisions should be in line with international taxation laws. Tax planning must be efficient and transparent to ensure that stakeholders trust the company (Nweje & Taiwo, 2025).
Investment Appraisal and Capital Budgeting
Methodology
Investment appraisal methods are tools that are necessary in determining the financial viability of projects and facilitating strategic decision-making. For Toyota Motors, it is especially significant since the company possesses solid financial resources, and operating cash flow currently stands at ¥4.21 trillion in 2024, and it is presently engaged in long-term electric vehicle (EV) transformation (Toyota Motors, 2024). In this regard, it is important to choose the appropriate projects to achieve effective allocation of capital and long-term shareholder value.
This analysis applies five key methods. PBP concentrates on risk and liquidity as it is measured by the speed at which investment is recouped. ARR measures accounting profitability (Soliman, 2023). NPV, IRR, and PI are time-based and more appropriate in strategic decisions that have a long-term basis. The combination of all five approaches guarantees a thorough analysis of the situation, balancing between liquidity, profitability, and value creation, which is crucial to the large-scale investment decisions of Toyota.
Calculations
Payback Period (PBP)
The payback period is used to determine how much time it will take to recuperate initial investment using cash inflows (Singh et al., 2024). For Toyota, this is significant since the quicker the recovery, the better the liquidity, and less financial risk, particularly in investing in EV-capital intensive projects.
Formula:
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Table 17: Projects Payback period (Author)
Result
· A = 4.5 years
· B = 4.55 years
· C = 3.5 years
Project C is the one with the lowest payback period, which implies that Toyota will be able to recoup its investment faster. This helps in managing liquidity and minimizing risk to uncertainty. However, this approach does not consider the time value of money and cash flows after the payback period. For Toyota with long-term investments in EVs, the application of PBP can incorrectly make decisions, since the projects that have high long-term returns are possible to be rejected.
Accounting Rate of Return (ARR)
ARR evaluates the accounting profit on average as a percentage of the initial investment (Umar, 2023). This ratio can be used by Toyota in assessing profitability on an accounting basis, especially on internal performance analysis.
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Table 18: ARR for Projects (Author)
Project C has the best ARR which implies that it is more profitable than Projects A and B. This implies that Project C has higher accounting returns. Nevertheless, ARR does not consider the timing of cash flows and the time value of money; therefore, it is not as reliable in making long-term strategic decisions. ARR must be applied carefully to Toyota where the payback period of its projects is long, like EV development.
Net Present Value (NPV)
NPV is a calculation of the difference between cash inflows and the initial investment when assessing the cash inflows in present value (Tolegen, 2022). NPV is the most significant approach to use by Toyota since it quantifies directly the value creation and is consistent with the shareholder wealth maximisation.

Discount Factors
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Table 19: Discount Factors Over Years (Author)
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Table 20: NPV for Projects (Author)
The negative NPVs indicate that all the projects fail to satisfy the required rate of return of 10% by Toyota. This implies that financially, the value of the shareholders would be decreased by such projects. But Project A will have the least negative NPV and so it is the relatively better choice.
Internal Rate of Return (IRR).
IRR is the discount rate where NPV is equal to 0 (Susilawati et al., 2022). It assists Toyota to compare the returns of the project with the cost of capital, and to determine the attractiveness of the investment.
[image: ]
Table 21: IRR For Projects (Author)
The IRRs of all these projects are lower than the required rate of 10%, which proves that these projects are not financially viable. Project A has the largest IRR though it remains inadequate. This shows that Toyota needs to be very careful and think about whether strategic benefits are worth accepting lower returns.
Profitability Index (PI)
PI gauges the value that is generated per unit of investment (Wen et al., 2023). It proves beneficial to Toyota in cases of limited capital and assists in prioritising projects.
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Table 22: PI for Projects (Author)
PI values are negative, meaning that the projects are value destroying. However, Project A is comparatively better again.
Overall, the findings across the methods supports the conclusion that Project A is the least risky alternative albeit not the best.
Comparison of Projects
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Table 23: Project Comparison (Author)
Project A (Balanced Option)
Project A provides relatively stable and balanced cash flows across five years. Its NPV (-£4.56m) is the lowest and PI (0.91) is the highest, meaning that it is the most financially unappealing alternative. For Toyota, where its main focus is on the stable growth and cost-effectiveness (Abaku et al., 2024), this project corresponds to its business stability and the ability to control risks.
Project B (Stable but Low Return)
Project B is predictable in terms of cash inflows (£11m every year), which makes it less risky. But it has the lowest IRR (~5%) and the highest NPV is most negative (-£8.31m), which means that it has poor profitability. For Toyota, although liquidity is high, this project does not contribute to value creation or strategic development.
Project C (High Risk–High Return)
Project C yields greater returns in later years as shown in the greatest ARR (6%) and least payback period (3.5 years). Nevertheless, it has volatile cash flows, which heightens risk. For Toyota, the project could be part of long-term investments in EVs, however, since the returns are delayed and the NPV is negative, there is increased uncertainty.
Recommendations
The decision to invest in the Toyota Motor must be founded not only on financial performance, but also on its excellent financial background and strategic goals in the long-term. Toyota is financially strong and thus it makes decisions malleable although all the three projects have negative NPVs with a discount rate of 10%. According to the 2024 financial report, Toyota has a strong liquidity position and can withstand short-term value declines as it has reported operating cash flow of around ¥4.21 trillion and net income of ¥5.07 trillion (Toyota Motors, 2024).
Project A should be chosen as the key investment opportunity. It has the lowest negative NPV (-£4.56m), highest profitability index (0.91), and fairly stable cash inflows. This aligns with the strategy of Toyota of remaining financially stable as it invests in future expansion. Project A is balanced; hence, it makes risk lower and returns consistent, which is critical considering Toyota is prone to cost fluctuations and supply chain risks.
Nevertheless, Project C is also to be put strategically. Although it has a negative NPV (-£6.50m), it is better in subsequent years and it has the least payback period (3.5 years). This arrangement is comparable to long-term investment of EVs where low returns are incurred at the beginning but high returns in the future. Project C aligns with long-term strategic change since Toyota is a company that prioritizes electric mobility and innovation.
Capital Rationing Decision
Capital rationing is a situation where the firm has limited finances and it is required to select the most appropriate mix of projects to generate maximum value (Susilawati et al., 2022). In this analysis, Toyota Motor has a budget limit of £100 million which enables it to pick not more than two projects.
NPV Ranking and Combinations
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Table 24: Project Combinations (Author)
According to NPV ranking, Project A and Project C combination is the most favourable because it will lead to the least negative total NPV (-£11.06m). Even though all combinations will decrease value financially, A + C will have the most favorable relative result.
From Toyota’s perspective, financial strength and its strategic priorities should also be factored in this decision. Toyota is not necessarily a victim of short-term financial returns as it has operating cash flow of ¥4.21 trillion and high liquidity. Project A is more stable and has regular cash flows and Project C is more profitable in the long-term with EV innovation.
More importantly, using NPV alone would indicate that all projects should be rejected. Nevertheless, Toyota is located in a dynamic and competitive industry, and there is a need to use long-term strategic investments. Thus, the choice between A + C will provide the balance between financial discipline and strategic growth, which will facilitate both operational stability and competitiveness in the future.
Conclusion
In this report, it is shown that Toyota Motor Corporation has a good financial performance as evidenced by the growth in revenues, high operating cash flow, and better profitability in 2024. The company demonstrates its strength and good financial management despite obstacles like fluctuation of margins, supply chain interruptions, and increased expenses. Liquidity and moderate leverage are some of the strengths that are pointed out in the analysis. As a strategic step, Toyota needs to invest in EVs, cost-effectiveness, and diversification of the supply chain. The results of the investment appraisal indicate that emphasis should be put on balanced and strategically oriented projects.
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Appendix B: Investment Appraisals
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ROE	2020.0	2021.0	2022.0	2023.0	2024.0	0.104	0.102	0.115	0.09	0.158	




ROA	2020.0	2021.0	2022.0	2023.0	2024.0	0.039	0.037	0.042	0.034	0.056	




Current Ratio	2020.0	2021.0	2022.0	2023.0	2024.0	1.1	1.15	1.18	1.2	1.25	




Quick Ratio	2020.0	2021.0	2022.0	2023.0	2024.0	0.9	0.95	0.98	1.0	1.05	




Total Asset Turnover	2020.0	2021.0	2022.0	2023.0	2024.0	0.57	0.44	0.46	0.5	0.5	




EPS (¥)	2020.0	2021.0	2022.0	2023.0	2024.0	735.0	803.0	205.0	179.0	365.0	




Operating Margins (%)	2020.0	2021.0	2022.0	2023.0	2024.0	0.082	0.081	0.095	0.073	0.119	



Net Margin (%)	2020.0	2021.0	2022.0	2023.0	2024.0	0.069	0.084	0.091	0.067	0.112	
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