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[bookmark: _Toc227747721]1. Introduction
[bookmark: _lq494c901g0t][bookmark: _Toc227747722]1.1 Company Overview 
Toyota Motor Corporation is a worldwide recognised automaker that was established in Japan, and it has a high focus on quality, efficiency and innovativeness. With operations in over 170 countries, Toyota has attained an overbearing role in the passenger, commercial, and hybrid technologies (Toyota, 2026). Over the last few years, the organisation has positioned itself as a mobility provider as opposed to a pure automobile manufacturer, especially in terms of electrification, hydrogen-fuel technologies, and sustainable transportation solutions to address the changing worldwide need for low-emission vehicles.
[bookmark: _exs7wubs00d7][bookmark: _Toc227747723]1.2 Purpose and Scope of the Report 
The report is based on the role of the Chief Financial Officer (CFO) of Toyota Motor Corporation, to assess the financial performance of the company in the last five years through confirmed financial information available in its annual reports. Some of the areas of analysis include the assessment of financial health using ratio analysis, efficiency of working capital management and strategic financial restructuring aimed at handling the weaknesses identified. Moreover, the report critically evaluates future investment opportunities with the help of capital budgeting methodologies like NPV, IRR, ARR, and Payback Period. 
[bookmark: _656ubum7ly7c][bookmark: _Toc227747724]2. Financial Health Check
[bookmark: _9vwfhg398h0m][bookmark: _Toc227747725]2.1 Overview of Financial Performance 
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[bookmark: _Toc227747702]Table 1: Raw financial data 
(Source: Created in Excel)
Table 1 shows Toyota Motor Corporation has a high-rising revenue trend over the five years, where revenues are projected to grow with an upward trend, totalling between ¥27,265 billion in FY2021 and ¥ 48,036 billion in FY2025. This seems to indicate steady growth due to world demand, pricing, and recovery over and above pandemic disturbances. The steep increase is between FY2023 and FY2024, which reflects the better market conditions and operational performance. Net profit indicates variability and not a constant trend in terms of profitability (Joffe, 2025). It increased from ¥2,245 billion in FY2021 to ¥2,850 billion in FY2022, declined to ¥2,451 billion in FY2023, and then sharply rose to ¥4,944 billion in FY2024 before slightly decreasing to ¥4,765 billion in FY2025. This was facilitated by improved global demand for vehicles and favourable exchange rates, especially the fall in the Japanese Yen exchange rate, making exports more competitive (Toyota Annual Report, 2024).
[bookmark: _k90815aolvin][bookmark: _Toc227747726]2.2 Profitability Analysis
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[bookmark: _Toc227747703]Table 2: PROFITABILITY RATIOS
(Source: Created in Excel)
Table 2 shows Gross Profit Margin increased from 17.8% in FY2021 to 19.0% in FY2022, before declining to 16.9% in FY2023. The implication of this dip is an increase in costs of production or in supply chain penalties at the time (Huang et al. 2024). Nevertheless, the margin improved greatly to 20.4% in FY2024 and was high at 19.6% in FY2025, which suggests that cost control and pricing strategies have been improving over the past few years. The same trend is observed with Operating Profit Margin, which increased in FY 2021 to FY 2022 and decreased to 7.3% in 2023. The sharp increase is noted to be in FY2024 at 11.9, and then a slight decline to 10.0 in FY2025 is observed.  Net Profit Margin is more volatile, with an increase in 2021 (8.2% in FY2021) and 2022 (9.1% in FY2022), but decreasing in 2023 (6.6% in FY2023). The figure reaches its maximum in FY2024 (11.0%), and it stabilises at 9.9% in FY2025, indicating the bottom-line performance will be enhanced, despite the pressure on external costs (Mrak, 2025). The decrease in profit margins during the fiscal year 2023 could be attributed to global chip shortages and rising material prices, causing inefficiencies in the production process.
[bookmark: _or0xlo6hh29][bookmark: _Toc227747727]2.3 Liquidity Analysis
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[bookmark: _Toc227747704]Table 3: LIQUIDITY RATIOS
(Source: Created in Excel)
Table 3 shows the Current Ratio has been fairly steady, being 1.1x between FY2021 and FY2023, with a slight decline to 1.2x in FY2024 and FY2025 (Soni, 2024). This means that Toyota has adequate current assets to pay its current liabilities, indicating a stable short-term financial position. The ratio is, however, slightly higher than 1, meaning that excess liquidity is limited, and they have to rely on sound working capital management. This continues the same trend in the Quick Ratio that excludes the inventories, so 0.9x of FY2021 to FY2023 and 1.x of FY2024 and FY2025. This growth signifies improved accessibility of liquid assets like receivables and cash, and assists the company in covering immediate liabilities without so much reliance on inventory sales.
[bookmark: _mnxlgt67efom][bookmark: _Toc227747728]2.4 Efficiency Analysis
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[bookmark: _Toc227747705]Table 4: EFFICIENCY RATIOS
(Source: Created in Excel)
Table 4 shows the Inventory Turnover oscillates slightly with a fall of 7.8 times to 6.7 times between FY2021 and FY2022, respectively, followed by a gradual rise to 8.4 times in FY2025 and FY2026, respectively. This pattern suggests that in FY2022, there was reduced inventory movement in Toyota, possibly because of the disruptions in the supply chain, yet the inventory management substantially improved in the following years. This is also supported by Days Inventory Outstanding (DIO), which grew by 47.1 days in FY2021 to 54.8 days in FY2022 and subsequently decreased to 43.3 days in FY2025. The decrease in DIO is an indication of increased efficiency in the operations and turnover of inventory in the previous years (Asim and Siddiqui, 2024). In line with this, Days Sales Outstanding (DSO) for FY2021 was at 43.9 days, whereas FY2025 was at 31.2 days, meaning that Toyota is now more effective in turning sales into cash. Asset Turnover is fairly steady, as it is better than it was in FY2021 (0.4 times) and the period between FY2022 and onward (0.5 times) (Kannan, 2025). 
[bookmark: _dal3cbmiromn][bookmark: _Toc227747729]2.5 Gearing / Leverage Analysis
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[bookmark: _Toc227747706]Table 5: GEARING / LEVERAGE RATIOS
(Source: Created in Excel)
Table 5 shows the Debt-to-Equity ratio is also constantly varying between 1.0x and 1.1x with time, from FY 2021 to FY 2025 (Moshier et al. C2023). This implies that Toyota funds its operations with an equal balance of debts and equity, and debt is slightly higher than equity. This type of structure implies a medium degree of financial leverage, which will allow the company to take advantage of both debt financing and financial stability. In the same way, the Debt-to-Assets ratio is constant (0.4x) in all five years.
[bookmark: _48oo07giqp80][bookmark: _Toc227747730]2.6 Investment Ratios
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[bookmark: _Toc227747707]Table 6: INVESTMENT / MARKET RATIOS
(Source: Created in Excel)
Table 6 shows Basic EPS shows an overall upward trend, increasing from ¥160.65 in FY2021 to ¥205.23 in FY2022, before declining to ¥176.37 in FY2023. It is also noted that FY2024 will see a considerable increase in the EPS to ¥356.96, followed by a minor drop to ¥352.93 in FY2025. This fluctuation suggests that there is changeability in profitability with highly successful performance over recent years,s which has increased shareholder returns. Diluted EPS follows a similar pattern, moving from ¥158.93 in FY2021 to ¥205.23 in FY2022, then decreasing to ¥174.44 in FY2023. It peaks at ¥354.86 in FY2024 and stabilises at ¥351.1 in FY2025. The similarity in the basic and diluted EPS indicates there is not much of the dilution effect of convertible securities (van Zyl and Uliana, 2022).
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[bookmark: _Toc227747708]Table 7: Revenue Trend data 
(Source: Created in Excel)
Table 7 shows the trend in the revenue performance of the Toyota Motor Corporation is positive and increases within the five years from 27,265 billion to 48,036 billion between FY2021 and FY2025, respectively. This is an indication of long-term expansion as a result of global demand and better performance. The annual growth is also robust between FY2022 and FY2024, with the highest growth being 21.4 per cent in FY2024, signifying the large growth in this period. Nevertheless, it appears to slow down at 6.5 in FY2025, implying that there will be a stabilisation phase after a booming growth. 
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Figure 1: Total sales revenue
(Source: Created in Excel)
The figure shows a smooth and uniform rise in the overall sales revenues of Toyota Motor Corporation over the five years. The growth of revenue is high (measured in billions of yen), as it increases to 48,036 billion in FY2025 compared to 27,265 billion in FY2021. The rate of increase between FY2021 and FY2023 is gradual, with a steeper rise between FY2023 and FY2024, which indicates the acceleration during this period. Growth will continue through FY2025, though at a slower pace. Comprehensively, the number is graphically reassuring of a good revenue trend, indicating a stable demand, better operational performance, and good strategic placement within the international automotive markets.
[bookmark: _6o3sq3dwtuwl][bookmark: _Toc227747731]2.7 Cash Flow Analysis 
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[bookmark: _Toc227747709]Table 8: Net income trend 
(Source: Created in Excel)
Table 8 shows Toyota Motor Corporation's operating income gives an indication of an overall upward trend, more so, fluctuating. It grew to ¥2,193 billion in FY2021 to 2,993 billion in FY2022 and then slightly decreased to 2,725 billion in FY2023, showing temporary operational strains. There is a marked increase in FY2024, as ¥5,352 billion has been observed as a result of increased efficiency in its costs and better operational performance. 
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Figure 2: Net income trend graph
(Source: Created in Excel)
Figure 2 shows The Toyota Motor Corporation net income trend has shown variability, but with a good recovery in subsequent years. In the same way, net income rose in FY2021 and FY2022 (26.9 per cent) to reach ¥2,245 billion and ¥2,850 billion, respectively, and it fell to ¥2,451 billion in FY2023 due to external pressure and cost pressure. The growth is high in FY2024, which is ¥4,944 billion (101.7% growth), which reflects better profitability and operational efficiency. 
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[bookmark: _Toc227747710]Table 9: Profit margin analysis 
(Source: Created in Excel)
Table 9 shows there is a moderate trend in the gross profit margin of the Toyota Motor Corporation over the five years. It has risen to 19.0% in FY2022 compared to 17.8 in FY2021, which means that the cost efficiency was enhanced. Nevertheless, it reduced to 16.9% in FY2023, implying increased production or supply chain expenses. Effective cost control and pricing strategies are reflected in a strong recovery in FY2024, with a peak margin of 20.4. 
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Figure 3: Profit margin graph
(Source: Created in Excel)
Figure 3 shows the operating profit margin shows an upward trend which is more volatile. It rose to 8.0 per cent in FY2021 and to 9.5 per cent in FY2022, and then fell to 7.3 percent in FY2023, indicating the higher operating costs or disruption externally. A major increase has been made in FY2024 where the margin has increased to 11.9 with a demonstration of greater efficiency in operations and cost control. It also slightly reduces to 10.0 in FY2025, implying a normalisation of peak performance. There is a marked variation in net profit margin throughout the period. It reported 8.2% FY2021 and then decreased to considerable levels of 9.1% in FY2022, which means more general expenses and lower net profitability. 
[bookmark: _qbhsnaax5gm6][bookmark: _Toc227747732]3. Working Capital Management Analysis
[bookmark: _wlqouauxfs1w][bookmark: _Toc227747733]3.1 Cash Operating Cycle Analysis
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[bookmark: _Toc227747711]Table 10: Raw inputs data 
(Source: Created in Excel)
Table 10 shows the fact that the financial input of the Toyota Motor Corporation reflects tremendous development and altered cost and funding factors during the five years. The growth in revenue is notably high since it stands at ¥27,265 billion in FY2021 to ¥48,036 billion in FY2025. But COGS also increases in the same way, from ¥22,402 billion to ¥38,644 billion, showing strain on cost structures. Operating profit is improving generally, with its peak in FY2024 of ¥5,352 billion, but decreases marginally in FY2025. Trends of working capital are mixed. The inventories are growing at a gradual pace, indicating an increase in production and the accounts receivable are also at a gradual pace, indicating an increase in credit sales. Liabilities increase steadily, highlighting more immediate responsibilities. Moreover, total debt rises by 25,916 billion to 39,364 billion, which is dependent on the use of external financing. The cost of interest also increases, which means an increase in the cost of borrowing. It is important to acknowledge that Days Payable Outstanding (DPO) is calculated using current liabilities as a substitute due to inadequate data. 
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[bookmark: _Toc227747712]Table 11: CCC trend analysis table 
(Source: Created in Excel)
Table 11 shows the cash operating cycle of Toyota Motor Corporation indicates the efficiency of the operating capital of the company in the management of inventory, receivables, and payables. Days Inventory Outstanding (DIO) is acting as a swinging yet an overall improving trend, growing up to 47.1 days in FY2021 and 54.8 days in FY2022 before gradually returning to 43.3days in FY2025. It means that the efficiency of inventory management has increased over the previous years, and the process takes a shorter time.
Days Sales Outstanding (DSO) is also very stable in its decreasing trend since FY2021 showed an amount of 43.9 days to FY2025 with 31.2 days, showing that the company has managed its receivables better and can collect its credit sales more efficiently. This improves cash flows and boosts liquidity. But Days Payable Outstanding (DPO) is not very low, as it dropped to 288.8 days (down by 364.6 days compared to FY 2021). Although the downward trend implies that they are paying the suppliers more rapidly over the period of time, the enormously high values suggest that the company is dragging payments significantly, which can be affected by the utilisation of the current liabilities as a proxy of payables.
The Cash Conversion Cycle (CCC) is negative in the period, with the percentage of -273.6 days in FY2021 and -214.3 days in FY2025. A negative CCC means that Toyota collects cash from the customers, and then it settles its suppliers on credit, which enhances good liquidity. On the whole, the trend indicates an effective management of the working capita,l though the estimation of the DPO can exaggerate the performance.
[bookmark: _yjjfoxpzpbi6][bookmark: _Toc227747734]3.2 Evaluation of Liquidity Position
The interaction between the liquidity ratios and the cash conversion cycle (CCC) of Toyota Motor Corporation can be used to assess the liquidity position. The negative CCC has been steadily showing, which implies that the company collects cash before payment to suppliers (Di et al. 2024). This shows high operating cash generation and working capital management, and this aids the liquidity in the short term.
Additional liquidity is enhanced with the betterment in Days Sales Outstanding (DSO), and a decrease in Days Inventory Outstanding (DIO) accelerates the inflow of cash,h and capital is not held in inventory. These dynamics are consistent with the current ratio, which has remained relatively constant (around 1.1–1.2x), and the quick ratio, which has been increasing, indicating that Toyota has adequate liquid assets to cover the short-term liabilities. Nevertheless, the very high Days Payable Outstanding (DPO) numbers can reportedly be the measure of liquidity strength because they are reported on proxy data. Also, a low cash ratio (0.2-0.3x) depicts that it has short-run cash reserves and therefore is dependent on its debtors and its operating cash flows.
[bookmark: _4q7fu1pqjd9t][bookmark: _Toc227747735]3.3 Strategies to Improve Working Capital
The inventory optimisation process should aim at reinforcing the Toyota Production System (TPS) with just-in-time (JIT) production and reduction of wastes. Toyota will be able to limit excess stock and holding costs, as well as to enhance turnover efficiency by ensuring that the production process is closely aligned with demand. Inventory planning can also be improved through highly developed data analytics and forecasting. To better manage the receivables, tightening of credit policy, providing incentives for early payments, and improving the digital payment system can be done to speed up the collection. The decreased DSO observed is positive, but additional increases would reinforce the cash inflows and minimise credit risk (Reyad et al. 2022). Payables management strives to reconcile the relationships with suppliers with economic soundness. Although the length of payment can help increase liquidity, too many lengthy payments will lead to strained relations with suppliers. 
[bookmark: _puky1tystmzg][bookmark: _Toc227747736]3.4 Financing Options Comparison
The financing model of Toyota Motor Corporation is characterised by a balance between both short-run and long-run funding sources, each having its individual ramifications on liquidity (Bhattacheryay, 2023). Temporary sources of finance, like trade credit and overdraft, offer fluidity in meeting the day-to-day requirements. In practice, trade credit, especially, enables Toyota to pay off creditors at a later time, regardless of supporting its negative cash conversion cycle and the improvement of short-term liquidity. Strategic investments and long-term growth are provided by long-term financing, including both debt and equity. Debt financing enables Toyota to finance the capital at comparatively cheaper rates, whereas equity financing enhances the capital stock without increasing the repayment. 
[bookmark: _svy2e2a1gmxs][bookmark: _Toc227747737]4. Strategic Financial Restructuring Plan 
[bookmark: _2fcbj9y0lc8k][bookmark: _Toc227747738]4.1 Identification of Key Financial Issues
The financial report of Toyota Motor Corporation determines that there are several critical problems even in the backdrop of good performance. One of the major issues is the fluctuation of profitability, especially in FY2023, because there was a reduction in gross, operating, and net margins (Astley et al. 2024). This indicates that it is vulnerable to external factors, including increased costs of input, its proxies in the supply chain, and currency fluctuations. In later years, profitability stabilised, but the variability indicates the fact that it is sensitive to the cost structures.
Moderate liquidity strength is another problem. Although the current and quick ratios demonstrate that the company can afford to meet the short-term liabilities, the low value of the cash ratio (0.2-0.3x) indicates that the company has fewer cash reserves at hand. It means that it is dependent on effective working capital management as opposed to high cash holdings (Akbar et al. 2022). Moreover, leverage is on the increase, and total debt is increasing with time. Debt ratios have been maintained at the same level; a higher level of borrowing has resulted in high interest costs, and this could increase financial risk in unfavourable economic conditions (Sardo et al. 2022). 
[bookmark: _t1p9zz8lywcw][bookmark: _Toc227747739]4.2 Financial Restructuring Strategies
In order to deal with these financial problems, Toyota Motor Corporation must apply a strategic financial restructuring strategy of cost efficiency, capital optimisation, and future-oriented investments. To stabilise profitability, cost restructuring will be necessary. To enhance its lean manufacturing, Toyota must minimise its wastage, enhance coordination of its supply chain, and harness digital technology to achieve production efficiency (Burawat, 2025). Partly by localising supply chains and enhancing procurement strategies, disruption and price volatility on a global scale can be minimised, and margins improved.
Re-structuring of capital must be geared towards a balanced capital structure and minimising financial risk. Even though there is no change in the current leverage, the increase in the debt levels is a pointer that the leverage should be handled carefully. Toyota may have the option of refinancing debt at lower interest rates, gradually decreasing dependence on debt, and making use of retained earnings as an avenue of investment. This would enhance financial flexibility and interest load.
Resource allocation can also be optimised through additional divestment and investment changes. Toyota ought to look at its underperforming or non-core divisions and look into the possibility of divesting them, as they would open up capital. The money can subsequently be diverted to high-growth segments like electric cars, autonomous driving innovations and digital mobility solutions, enhancing returns in the long term. (Muller, 2025)
The EV transition plan is of paramount importance to maintain competitiveness. Toyota must also keep investing in electric, hybrid and hydrogen technologies, which should be reinforced by strategic partners which will help reduce costs as well as risks of development (Salimi et al. 2022). By aligning the financial resources to the sustainable mobility programs, the long-term profitability will increase, as well as the relevance of the company in the changing world automotive sector.
[bookmark: _nu8k75dahbr9][bookmark: _Toc227747740]4.3 Impact on Financial Performance
In terms of shareholder value, a better cost-efficiency approach and strategic investments in high-growth fields like electric cars would tend to increase the profitability and earnings per share. This, conversely, leads to investor confidence and encouragement of long-term values. Better financial performance also enhances the market image and rivals' returns to shareholders.
Debt structure-wise, capital restructuring with the focus of maximising the debt and equity ratio can minimise financial risk and the interest burden. A reduced dependence on debt financing will enhance some important leveraging ratios and increase the company's capability to survive economic variations. Financial obligations can also be further stabilised with the help of refinancing through favourable interest rates (Runkel, 2022). In terms of operational flexibility, better liquidity and management of working capital will provide Toyota with better responsiveness in the marketplace. The lower cost stressors and the improved resource allocation enable the company to make investments in the opportunities in the aspects of innovation and further growth without substantial financial limitations. 
[bookmark: _y396ev1wc70v][bookmark: _Toc227747741]4.4 International and Ethical Considerations 
Toyota Motor Corporation is susceptible to numerous international financial and ethical factors that affect its financial performance and strategies. Currency risk, especially the Japanese Yen (JPY) exchange rate fluctuations, contributes to the financial performance of Toyota (Bae and Kwon, 2023). Being a big exporter, an appreciation in yen will make the Toyota products less competitive in foreign markets and will hurt the revenue generated when foreign earnings are converted back into yen. On the other hand, a weak yen has the potential of increasing export profitability. Thus, a good management of currency risk in the form of hedging strategies is crucial to reduce volatility.
Other critical factors influencing costs and profitability include inflation. Increasing inflation depreciates the costs of raw materials, labour and logistics, which has the potential of squeezing profit margins unless managed adequately. Inflationary pressures on the cost structure and pricing strategies require Toyota to continuously optimise its cost structure and pricing strategy to stay competitive ( Erozan and Erozan, 2025).
Policies of taxation in various countries are also effective on the financial performance. Due to the fact that Toyota is based in several jurisdictions, it is liable to different corporate tax rates and regulations. Effective tax planning and strategy are required to maximise post-tax profits and comply with international law. Ethically, corporate social responsibility (CSR) and sustainability are core to the long-term strategy of Toyota (Garcia-Ortega et al. 2022). The company focuses on minimising carbon emissions, investing in hybrid vehicles and electric vehicle technologies, and worldwide sustainability is in accordance with global sustainability goals. 
[bookmark: _w1btpjk1ix3k][bookmark: _Toc227747742]5. Investment Appraisal and Capital Budgeting 
[bookmark: _lf0ttii5x33v][bookmark: _Toc227747743]5.1 Overview of Investment Projects
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[bookmark: _Toc227747713]Table 12: Assumption investment project data 
(Source: Created in Excel)
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[bookmark: _Toc227747714]Table 13: Cash flow inputs 
(Source: Created in Excel)
Table 13 shows the investment appraisal entails considering three suggested projects (A, B and C) for Toyota Motor Corporation, where each project involves the opening capital of the investment of -50 million pounds with a project life span of 5 years. Project A creates unequal cash flows, which are low at the beginning and higher in the middle period and then decrease. Project B offers predictable and steady annual cash flows of 11 million pounds and is a low-risk alternative. Project, on the other hand, is more of variable cash flows with the returns concentrated in the middle years. All the projects have been evaluated under a discount rate of 10 per cent and a total capital budget limit of 100 million pounds, to determine the overall investment.
[bookmark: _tfltjfyy9qtg][bookmark: _Toc227747744]5.2 Payback Period (PBP) Analysis
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[bookmark: _Toc227747715]Table 14: Payback Period (PBP)
(Source: Created in Excel)
Table 14 shows The Payback Period (PBP) analysis analyses the pace of recovery of the initial investment of each investment, which offers insight into liquidity and risk. In the case of Toyota Motor Corporation, the three projects would demand a capital investment of £50 million and a different cash flow distribution within a period of five years. Project C also exhibits the lowest payback period of 3.60 years; therefore, it shows that the initial investment is recouped in a shorter time as compared to the other alternatives. This shows high mid-period cash inflows, indicating it is the best project with respect to liquidity and reduced investment risk. Project A has a payback period of 4.50 years and its recovery timeline is mid-range. Its lumpy cash flow is problematic and causes a sluggish cost recovery in the initial years of its operation. Project B registers the longest payback period of 4.55 years, which is despite having constant cash flows in the form of annual. 
[bookmark: _butz7om7wf85][bookmark: _Toc227747745]5.3 Accounting Rate of Return (ARR)
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[bookmark: _Toc227747716]Table 15: Accounting Rate of Return
(Source: Created in Excel)
Table 15 shows Accounting rate of Return (ARR) is used to determine the profitability of an individual project based in terms of average accounting profit, which is divided by the initial investment. In the case of the Toyota Motor Corporation, the initial investment of all three projects is 50m pounds with a project life of five years. Project C is the most profitable in terms of ARR (12.0) or better, as compared to other alternatives. The increase in average accounting profits, especially owing to good cash inflows during the mid years of the project. Project C would hence seem the most appealing accounting return on investment. Project B has an ARR of 4.0, which indicates moderate profitability. Its yearly cash inflows are constant and give stable returns, but these are lower than those of Project C, and its ARR is the lowest (3.2), which means that it is not very profitable. The irregular cash flow trend leads to reduced average project life profits.
[bookmark: _wly3r4qih5ub][bookmark: _Toc227747746]5.4 Net Present Value (NPV) Analysis
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[bookmark: _Toc227747717]Table 16: Net Present Value
(Source: Created in Excel) 
Table 16 shows Net Present Value (NPV) method measures the profitability of investment projects by discounting cash flows in the future at the required rate of interest. In the case of Toyota Motor Corporation, a discount rate of 10% has been used to evaluate the three projects. Project A will produce a total present value of 41.3 million, and as such the NPV will be -8.7 million. This negative NPV means that the project does not pay back the initial investment of the project of 50 million pounds, discounted at the necessary rate; it would be financially unfeasible (Burawat, 2025). Likewise, Project B generates a combined present value of 41.7 million, resulting in the NPV of -8.3 million. Although the project provides stable cash injections annually, it fails to provide good returns as required and hence should not be accepted. As a result of continuous investment in new developments that require considerable financial input by Toyota, engaging in activities having a negative NPV will add to the already-existing burden of financing.
Project C, with higher cash inflows during specific periods, has a present value of £48.0 million and an NPV of -2.0 million. Though this is not the worst of the three, it nevertheless does not pass the investment threshold. In summary, none of the projects has a negative NPV, and that is, not any of the options is profitable at a 10% discount rate. Strictly speaking of NPV, the entire project must be discarded as they do not add value to shareholders.
[bookmark: _vy52aqfioebn][bookmark: _Toc227747747]5.5 Internal Rate of Return (IRR)
[image: ]
[bookmark: _Toc227747718]Table 17: Internal Rate of Return
(Source: Created in Excel)
Table 17 shows Internal rate of Return (IRR) is the discount rate at which the net present value (NPV) of a project equals zero, which can be used to compare the returns on a project with the required discount rate. In the case of the Toyota Motor Corporation, the rate of required returns is 10%. Project C has the best IRR of 8.6, Project B of 3.3 and project A 2.7. This ranking suggests that Project C provides the best return out of the three projects, whereas Project A provides the least amount of returns. But the IRR of all of the projects is less than the necessary rate of 10%. What this implies is that none of the projects is producing a high enough amount of returns to satisfy the minimum acceptable rate of return at Toyota. In the context of an investment decision, this would imply that no projects would generate value as compared to the cost of capital of the company.
[bookmark: _k5ablm5tdvur][bookmark: _Toc227747748]5.6 Profitability Index (PI)
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[bookmark: _Toc227747719]Table 18: Profitability Index
(Source: Created in Excel)
Table 18 shows Profitability Index (PI) is used to determine the value created per unit of investment through comparison of the present value of future cash flows with the initial investment. In the case of Toyota Motor Corporation, PI values serve as indices that show how appealing each project is. Project C possesses the largest PI of 0.960, Project B of 0.834 and lastly, Project C of 0.826. This ranking is based on the observation that Project C has the highest return per pound invested and is the most effective of the three projects. Project B is the one that is performing moderately, whereas Project A is the least efficient. Nevertheless, no PI values are over 1.0, and this suggests that the present value of the future cash inflows is lower than the starting investment.
[bookmark: _ckwy543hsk59][bookmark: _Toc227747749]5.7 Project Recommendation
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[bookmark: _Toc227747720]Table 19: Appraisal summary 
(Source: Created in Excel)
Table 19 shows According to the outcomes of the investment appraisal, the best opportunity that can be adopted by Toyota Motor Corporation is project C, which is relatively best. It has the quickest payback period (3.60 years), Accounting Rate of Return (12.0%), Internal Rate of Return (8.6) and the highest Profitability Index (0.960). These pointers indicate that Project C is more liquid, more profitable and efficient than Projects A and B. But, even in the lead of the ranking Project C, the negative NPV (–£2.0 million) and IRR less than the required return of 10% remains. This implies that it does not create value which is enough to cover the cost of capital of Toyota. When this is connected to the financial position of Toyota, the company shows a high degree of revenue growth, with costs incurred and a growing level of debt. Consequently, financial performance can be undermined by engaging in projects that fail to generate value. Non-financial factors like uncertainties involved in the technology development of EVs and rising emission standards can be viewed as additional risks associated with implementing less profitable projects.
[bookmark: _qhipelw1etk][bookmark: _Toc227747750]5.8 Capital Rationing Decision
Toyota Motor Corporation is capable of implementing two projects with a constraint of a capital budget of £100 million. According to the order of ranking, Project C is stronger than Project B. Nonetheless, the two projects, individually and when combined, result in negative NPVs, which imply value destruction. Though the combination of Project B and Project C would make use of all the budget and would yield relatively higher returns than the other combinations, the overall result is still not financially feasible. Strict capital rationing, then, would dictate that no possible combination of the projects at hand be chosen, and that the company wait before investing again in more profitable projects.
[bookmark: _g4ysdqhfa7a5][bookmark: _Toc227747751]6. Conclusion
[bookmark: _y53w618icjsz][bookmark: _Toc227747752]6.1 Summary of Key Findings 
The financial analysis of Toyota Motor Corporation shows that the company experienced a significant increase in revenue throughout the five years, with a positive gain in operational efficiency during the past years. There were changes in profitability, especially in FY2023, but the profitability showed great improvement in FY2024 and FY2025. The liquidity is stable, and effective management of working capital is shown through a negative cash conversion cycle, le but dependence on operating cash flows, though not on cash reserves. The improvement in efficiency ratios is presented in the area of inventory, as well as receivables management, which has been improving, but the leverage is moderately it is rising owing to the increasing debt levels. Analysis of investment appraisal indicates that all the suggested projects have negative NPVs and do not yield the expected rate of return, meaning that they do not create shareholder value.
[bookmark: _um85uv48qldm][bookmark: _Toc227747753]6.2 Final Strategic Recommendations 
As a CFO, Toyota Motor Corporation needs to shun the planned projects and consider investing in ventures that will bring in positive NPV besides providing above the required rate of investment. It needs to work on taming costs, enhancing liquidity by managing its working capital effectively and optimising its capital structure. Furthermore, strategic initiatives must be channelled to developing spheres like electric cars and sustainable movement to remain competitive and financially stable over the long run.
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GEARING / LEVERAGE RATIOS
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