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[bookmark: _Toc227788449]Executive Summary
Toyota Motor Corporation joined the new stage of EV transition with the advantage of scale, brand image, and global manufacturing capabilities. Revenue increased to JPY 48.04 trillion and net profit increased to JPY 2.25 trillion over 2021 to 2025 compared to the JPY 27.21 trillion and JPY 2.25 trillion respectively. Total equity also increased to JPY 35.92 trillion as compared to JPY 23.40 trillion. These trends indicate that Toyota continues to yield good returns in accounting and has a huge capital base. Nevertheless, financial pressure is evident during the same period. The annual free cash flow remained negative, capital expenditure increased at a very high rate, working capital consumed more cash and the amount of debt increased with the magnitude of investment. The health check on the financial stands thus shows a balanced picture. The profitability increased throughout the entire period, but not in a linear manner. Liquidity was satisfactory, but not particularly good as a capital intensive transition. The efficiency was maintained at a good level, but the receivables were high. As growth increased, gearing increased and the quality of cash flow deteriorated as higher profits failed to turn into positive free cash flow. Ratio analysis helps us to believe that Toyota is a financially strong company, however, it also reveals a company that funds a strategic shift with an increasing balance sheet pressure.
The report contends that Toyota does not need to pursue radical balance sheet reset. Rather, it ought to pursue a disciplined restructuring strategy that is anchored on selective divestiture, EV investment through partnership, greater control of working capital, and focused refinancing. This route safeguards shareholder value without loss of flexibility in operations. In the case of capital budgeting, Project C provides the best strategic fit since it provides the highest NPV, PI, IRR and the shortest payback period compared to the other two alternatives though the NPV of Project C is slightly negative at a discount rate of 10. With capital rationing, Projects B and C are the ones that offer the best combined NPV and the most robust near-term and long-term balance.
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[bookmark: _Toc227788450]1. Introduction
Toyota Motor Corporation is still among the most successful automotive groups in the world. It serves large markets around the world, has a workforce of over 383,000 employees, and competes in an industry which has now become electrified, digitalized in manufacturing, more regulated and reporting on sustainability ( Toyota Motor Corporation, 2025). Toyota has developed its current strength based on scale, production power and hybrid leadership. However, the current global transition to battery electric mobility exerts higher demands on investment choices, the working capital management, and financial organization (International Energy Agency, 2025; European Environment Agency, 2024).
This report is a detailed financial report that has been prepared based on the view of the Chief Financial Officer of Toyota. Section 1 explores financial performance (ratio analysis) in five years. Section 2 evaluates the management of working capital. Section 3 suggests a financial restructuring strategy. Section 4 reviews three capital investment projects based on various evaluation techniques. 
[bookmark: _Toc227788451]2. Financial Health Check
[bookmark: _Toc227788452]2.1 Overview of Financial Performance
The increase in revenue was steady with JPY 27.21 trillion in 2021, then JPY 48.04 trillion in 2025. This growth is a sign of post pandemic volume recovery, a weaker yen increasing export revenue and continued hybrid demand. Cost of revenue increased to JPY 38.46 trillion as compared to JPY 22.38 trillion. Gross profit increased to JPY 9.58 trillion as compared to JPY 4.83 trillion. Table 1 below shows the five-year financial summary.
Table 1: Toyota Five-Year Financial Summary (JPY Trillion)
	Metric
	2021
	2022
	2023
	2024
	2025

	Revenue (JPY tn)
	27.21
	31.38
	37.15
	45.10
	48.04

	Gross Profit (JPY tn)
	4.83
	5.97
	6.31
	9.37
	9.58

	Operating Profit (JPY tn)
	2.20
	3.00
	2.73
	5.35
	4.80

	Net Profit (JPY tn)
	2.25
	2.85
	2.45
	4.94
	4.77

	Total Assets (JPY tn)
	62.27
	67.69
	74.30
	90.11
	93.60

	Total Equity (JPY tn)
	23.40
	26.25
	28.34
	34.22
	35.92

	Operating Cash Flow (JPY tn)
	2.73
	3.72
	2.96
	4.21
	3.70

	Free Cash Flow (JPY tn)
	(1.04)
	(0.11)
	(0.75)
	(0.84)
	(1.56)


Source: Toyota Motor Corporation Integrated Reports (2021, 2022, 2023, 2024, 2025)
In 2023, net profit experienced a decrease of JPY 2.45 trillion, which was followed by a robust upswing of JPY 4.94 trillion in 2024. The 2023 dip was an indication of supply chain disruptions and high input prices. The recovery in 2024 could be partly explained by the fact that the depreciation of the yen increased the revenues of the company in the overseas market in the yen currency (Toyota Motor Corporation, 2024). It is clear that all the times the free cash flow was negative indicating that the business is yet to create enough cash to finance the business investment programme fully.
[bookmark: _Toc227788453]2.2 Profitability Analysis
The profitability ratios indicate that Toyota has been performing well in the five years. Gross margin rose from 17.75% in 2021 to 19.94% in 2025, although it dipped in 2023. The net profit margin went up to 9.93 percent. The ratio of the return on assets rose to 5.10 as compared to 3.61, and the ratio of the return on equity rose to 13.28 as compared to 9.62. These ratios suggest that Toyota put its asset base and shareholder funds to a better use by the end of the period (Easton et al., 2018). One of the strongest financial aspects that Toyota has is its profitability. A huge car maker requires a good margin in order to fund capital spending, research and strategic repositioning. That was the case at Toyota throughout the entire period, although 2023 experienced a bit of margin pressure. Profitability is not however a risk aversion. More robust accounting returns should also be accompanied by more robust cash generation in order to fund a long-term EV transition (Fridson and Alvarez, 2022).
Table 2: Toyota Five-Year Ratio Summary
	Ratio
	2021
	2022
	2023
	2024
	2025

	Gross Profit Margin (%)
	17.8%
	19.0%
	17.0%
	20.8%
	19.9%

	Operating Margin (%)
	8.1%
	9.6%
	7.3%
	11.9%
	10.0%

	Net Profit Margin (%)
	8.3%
	9.1%
	6.6%
	11.0%
	9.9%

	Return on Assets (%)
	3.6%
	4.2%
	3.3%
	5.5%
	5.1%

	Return on Equity (%)
	9.6%
	10.9%
	8.6%
	14.4%
	13.3%


Source: Author's calculations based on Toyota Motor Corporation Integrated Reports (2021-2025). Full workings in Appendix A.

[bookmark: _Toc227788454]2.3 Liquidity Analysis
The liquidity ratios indicate a slight improvement over the period. The current ratio increased from 1.06 in 2021 to 1.26 in 2025. The quick ratio rose from 0.93 to 1.10, while the cash ratio rose from 0.43 to 0.54. According to these changes, it is possible to state that Toyota became more solvent in the short term, which was facilitated by increased amounts of cash and short-term investments. Nevertheless, the liquidity was only moderately good. Current liabilities grew to JPY 29.43 trillion and short-term obligations were still high. It is an indication that the short-term position of Toyota has improved, but not to an extent that it would eliminate the necessity of a more rigorous cash discipline. It is reported in the financial accounting literature that manufacturers can operate on moderate liquidity ratios, but these companies are at risk when working capital is tied up consuming more and more cash (Winfield, Graham and Miller, 2021).
Table 3 Liquidity ratios, 2021 to 2025
	Ratio
	2021
	2022
	2023
	2024
	2025

	Current ratio
	1.06
	1.09
	1.10
	1.19
	1.26

	Quick ratio
	0.93
	0.91
	0.93
	1.03
	1.10

	Cash ratio
	0.43
	0.39
	0.39
	0.48
	0.54



[bookmark: _Toc227788455]2.4 Efficiency Analysis
The efficiency ratios of Toyota were relatively good during the period. Inventory turnover rose from 7.74 times in 2021 to 8.36 times in 2025. The improvement in the turnover of receivables was 2.77 to 3.13 times and the turnover of assets was 0.44 to 0.51. These outcomes suggest that Toyota continued to utilize inventory, receivables, and assets (Marshall, McManus and Viele, 2023; Wild, 2021). These values indicate that Toyota did not face its core financial stress due to poor operating discipline. 
Table 4 Efficiency ratios, 2021 to 2025
	Ratio
	2021
	2022
	2023
	2024
	2025

	Inventory turnover
	7.74
	6.65
	7.24
	7.75
	8.36

	Receivables turnover
	2.77
	2.99
	3.08
	3.01
	3.13

	Total asset turnover
	0.44
	0.46
	0.50
	0.50
	0.51

	Inventory days
	47.1
	54.9
	50.4
	47.1
	43.7

	Receivables days
	131.9
	122.0
	118.7
	121.1
	116.6

	Payables days
	66.1
	61.6
	59.1
	53.6
	52.5



[bookmark: _Toc227788456]2.5 Gearing and Capital Structure
The capital structure of Toyota indicates that its liability is increasing, as well as its equity. In 2021, total liabilities were JPY 38.86 trillion and in 2025, it was JPY 57.68 trillion. The increase in total equity was also JPY 23.40 trillion to JPY 35.92 trillion. Consequently, debt-to-equity ratio was relatively steady (ranging between 1.58 to 1.66 times), whereas debt ratio was near to 61% to 62 percent. This stability must be taken in a cautious way. It represents an increase in the balance sheet as opposed to decreased financial strain. The net debt increased to JPY 17.41 trillion by moving up to JPY 12.00 trillion, and long-term debt increased significantly. Toyota thus seems firm on the headline gearing, but more extended when cash-backed debt capacity is taken into consideration (Watson and Head, 2010)..
Table 5 Gearing ratios, 2021 to 2025
	Ratio
	2021
	2022
	2023
	2024
	2025

	Debt to equity
	1.66
	1.58
	1.62
	1.63
	1.61

	Debt ratio %
	62.40
	61.22
	61.86
	62.02
	61.62

	Net debt to equity
	0.51
	0.52
	0.55
	0.50
	0.48



[bookmark: _Toc227788457]2.6 Investment Ratios
The ratios of investment indicate a better performance trend of shareholders over the period. Diluted EPS rose from JPY 158.93 in 2021 to JPY 359.56 in 2025, after peaking in 2024 at JPY 365.94. The retained earnings also improved consistently between JPY 24.10 trillion to JPY 35.84 trillion. These are the numbers which suggest Toyota was still creating value to shareholders and building internal reserves. 
Nevertheless, the dividend record presented in the assignment data is not complete, and only 2021 has a figure of dividend per share. Meanwhile, the amount of total dividends paid increased to JPY 0.63 trillion in 2021 to JPY 1.13 trillion in 2025. This implies that the amount of investments that were made in the shareholders was high at a time when there was negative free cash flow (Fridson and Alvarez, 2022).
Table 6 Investment ratios and shareholder indicators, 2021 to 2025
	Indicator
	2021
	2022
	2023
	2024
	2025

	Diluted EPS (JPY)
	158.93
	205.23
	179.47
	365.94
	359.56

	Dividend per share (JPY)
	47.00
	n/a
	n/a
	n/a
	n/a

	Retained earnings (JPY tn)
	24.10
	26.45
	28.34
	32.80
	35.84

	Dividends paid (JPY tn)
	0.63
	0.71
	0.73
	0.88
	1.13



[bookmark: _Toc227788458]2.7 Cash Flow Analysis
The most evident red flag in the financial health of Toyota is the cash flow analysis. The cash of operating activities was positive in all the years following and this proves that the core business of Toyota, still produced cash. Nevertheless, the working capital consumed more cash per year, and capital expenditure was still quite high. Consequently, cash flow remained in the red over the years and hit a negative mark of JPY 1.56 trillion in 2025. This trend is important since the quality of cash flows is the core of financial resilience. Good profits are good but they do not eliminate the pressure to fund when investment and working capital are constant consumers of operating cash. This mismatch is regarded in the literature of financial statement analysis as a major warning signal, particularly when it comes to capital-intensive industries (Harrison et al., 2019). The cash flow of Toyota thus justifies the opinion that the company is still a strong one, but financially constrained by the transition costs.

Table 7 Cash flow ratios, 2021 to 2025
	Ratio
	2021
	2022
	2023
	2024
	2025

	CFO to current liabilities
	0.13
	0.17
	0.12
	0.14
	0.13

	CFO to debt
	0.11
	0.14
	0.10
	0.12
	0.10

	Free cash flow (JPY tn)
	-1.04
	-0.11
	-0.75
	-0.84
	-1.56


[bookmark: _Toc227788459]2.8 Key Trends, Strengths and Weaknesses
The financial health check of Toyota depicts a company that has high scale and good profitability, but an increasing pressure in cash flow and funding structure. There was an increase in profitability over the period, liquidity got moderately better, and operating efficiency was good. These findings affirm that Toyota is still operating at an industrial and financial strength (Toyota Motor Corporation, 2025). But the heart of threat is also identified in the same analysis. All the five years had negative free cash flows. Increasing cash was tied up in working capital, and debt was growing. These forces are significant in the context of a global EV market that requires continuous investment in product development, software, battery supply, and platform conversion (International Energy Agency, 2025). Survival is therefore not the primary issue facing Toyota. It is being flexible strategically as well as enhancing cash generation.
[bookmark: _Toc227788460]3. Working Capital Management Analysis
[bookmark: _Toc227788461]3.1 Cash Operating Cycle
Cash conversion cycle (CCC) is used to calculate the number of days that it takes to pay suppliers and receive payment of cash to suppliers. It is a combination of inventory period and receivables period less payables period (Bhimani et al., 2019). The checked calculations are given in Table 8, each year.
Table 8: Cash Conversion Cycle Components (Days)
	Metric
	2021
	2022
	2023
	2024
	2025

	Inventory Period (days)
	47.1
	54.9
	50.4
	47.1
	43.7

	Receivables Period (days)
	131.9
	122.0
	118.7
	121.1
	116.6

	Payables Period (days)
	66.1
	61.6
	59.1
	53.6
	52.5

	Cash Conversion Cycle (days)
	112.9
	115.3
	110.0
	114.5
	107.8

	Working Capital Change (JPY tn)
	(1.26)
	(1.18)
	(1.42)
	(3.37)
	(3.63)


Source: Author's calculations from Toyota Motor Corporation Integrated Reports (2021-2025).
The CCC improved from 112.9 days in 2021 to 107.8 days in 2025. The high receivables period of between 117 to 132 days indicates the consumer and dealer loan portfolios of Toyota Financial Services which are large and slow-turning in nature. The payables period has reduced to 52.5 days in 2025 after being 66.1 days in 2021 indicating that Toyota is paying the suppliers in a shorter period of time. This reduction is unfavourable because it diminishes the advantage of trade credit and speeds up cash outflows (Drury, 2017).
[bookmark: _Toc227788462]3.2 Working Capital Trends
Working capital changes were negative in all years and were significantly worsened in 2024 and 2025. Receivables rose to JPY 15.35 trillion and inventory rose to JPY 4.60 trillion, as compared to JPY 9.83 trillion and JPY 2.89 trillion respectively. The accounts payable also grew, albeit not to the extent to counter the general increase in operating assets. The importance of this trend is that now working capital growth eats up a significant portion of operating cash of Toyota. This can be endured by a growing manufacturer but when coupled with negative free cash flow and high capital expenditure, it becomes more serious. It is explained in accounting literature that the pressure of liquidity can be initiated in this fashion, with gradual rises in receivables and stock instead of abrupt losses (Winfield, Graham and Miller, 2021).
[bookmark: _Toc227788463]3.3 Liquidity Challenges
The current ratio has increased, but the current portion of long-term debt was JPY 10.37 trillion in 2025, which puts a great pressure on the annual refinancing. Short-term liabilities owed amounted to JPY 5.46 trillion. The cash reserves of JPY 15.92 trillion cushion this although they also fund financial service obligations. The negative free cash flow implies that Toyota will not be able to finance its working capital growth, but will have to tap into external credit markets on a continuous basis. This poses a weakness in the event of a tightening of credit conditions or downgrading of the credit rating of Toyota (Thomas and Ward, 2019)..
[bookmark: _Toc227788464]3.4 Recommendations for Improvement
The COC of Toyota can be materially compressed by three reforms. The former is receivables acceleration. The Toyota Financial Services needs to adopt a dynamic discounting programme on dealer networks, where payment can be made within 60 days, to have settlement incentives between 1.0 to 1.5 percentage points. A similar programme was implemented by Volkswagen Financial Services and resulted in a decrease of 18 days in the receivables cycle in three years (Watson and Head, 2010, p.203). The 20-day (reduction) of the receivables days at 2025 revenue levels would free around JPY 2.63 trillion of working capital, which would directly enhance the free cash flow. 
The second is the payables extension with a supplier finance programme. Toyota needs to renegotiate the standard payment conditions of the existing implied 52days to 75 to 90days. To safeguard the relationship with suppliers, especially the small and medium-sized enterprises, Toyota needs to create a supply-chain finance center where suppliers can obtain early payment at a lower rate than their own borrowing rate by a bank based on the Toyota investment-grade credit rating. According to the OECD Guidelines on Multinational Enterprises on Responsible Business Conduct (OECD, 2023), the long-term payment terms must not jeopardize the survival of suppliers, and this structure conditions satisfy this requirement. A 25 days extension of payables would lower the COC by an additional 25 days, and the COC would be below 90 days. 
The third reform is strategic inventory optimisation. Drury (2017, p.245) identifies strategic buffer stock and operational working inventory of critical components and standard parts respectively. The 2022 semiconductor crisis proved the risk of single-sourced critical inventories. Electronic components should be sourced in dual-source, with a acceptable five-day buffer stock increase   (Fridson and Alvarez, 2022). In the non critical components, the efficiency is already realized in the JIT discipline that needs to be held as it is currently, and the efficiency gains that are apparent in the 8.36 times inventory turnover of 2025 need to be retained.
[bookmark: _Toc227788465]3.5 Short-Term and Long-Term Financing Options
Short-term funding involves trade credit, overdrafts and short term borrowing. These instruments are flexible and can be applicable to seasonal or temporary liquidity requirements. They also raise refinancing risk, though. Toyota already has high current liabilities and has high short term debt commitments and an increase in reliance on short term funding would put rollover pressure (Ittelson, 2022). The EV transition is more suitable to be funded on a long-term basis. The long-run benefits that are generated by battery plants, software platforms, and factory reconfiguration imply that the investment should be equivalent to the asset life. This matching principle of maturity is supported by the theory of corporate finance since it minimizes the risk of refinancing and insures liquidity during investment cycles (Watson and Head, 2010; Damodaran, 2012). Toyota should then apply short-term facilities to smooth operations primarily whereas long-term debt or internally generated funds should be applied to the structural transition investment.
[bookmark: _Toc227788466]4. Strategic Financial Restructuring Plan
[bookmark: _Toc227788467]4.1 Restructuring objective
A viable restructuring strategy of Toyota must not presuppose distress, forced sales of assets or a defensive merger. This is not the case with Toyota. The company will have to shift capital usage of low-yield balances sheets to high-yield transition assets without compromising the quality of credit, global operating capacity and stakeholder confidence (Harrison et al., 2019). According to DePamphilis (2019), restructuring is a strategy of enhancing strategic fit, financial efficiency and shareholder value. That definition applies to Toyota.
[bookmark: _Toc227788468]4.2 Recommended restructuring actions
Selective divestiture and asset recycling is the first recommendation. Toyota must consider non-core shareholdings, mature real estate, low-yield affiliate and non-performing regional assets. It is not a goal to reduce the industrial base without a vision (Weygandt, Kimmel and Kieso, 2020). It is to re-use confined capital into software ability, batteries, energy management and next-generation manufacturing. This step is appealing because of the increasing asset base of Toyota and its continuously negative free cash flow. Recycling of assets would boost the return on the assets, sustain free cash flow and eliminate debt-financed expansion.
The second suggestion is that partners should lead the investment as opposed to complete balance sheet ownership in all transition areas. The integrated reports by Toyota already emphasize partnership and region-oriented management. The same should apply to battery ecosystems, charging infrastructure, mobility services and chosen software platforms (Toyota Motor Corporation, 2024; Toyota Motor Corporation, 2025). Minority platforms investments and joint ventures can alleviate start-up cash expenditure and execution risk. This is particularly so in regions where the uncertainty about technology is still high.
The third suggestion is moderate equity based capital layer of transition projects with long gestation periods or regulatory reliance (Bhimani et al., 2019). Toyota does not require a huge issue of common equity. It has a good base of retained earnings and unwarranted dilution would kill value. Nonetheless, sustainability-linked instruments or hybrid securities may expand financing resources and maintain the ability to fund.
[bookmark: _Toc227788469]4.3 Impact on shareholder value, debt structure and flexibility
These actions would help in the support of shareholder value in three ways. First, there would be asset recycling and stricter portfolio discipline enhancing the return on capital and free cash flow. Second, the partnership structures would be less susceptible to earnings volatility due to big stand-alone projects (Fridson and Alvarez, 2022). Third, maintaining debt capacity would ensure Toyota is resilient amidst a cyclical downturn. The shareholder value is not solely based on the near-term EPS. It relies on the quality and sustainability of future cash flows, which Easton et al. (2018) and Fridson and Alvarez (2022) emphasize. 
The debt structure should be positively affected. The liabilities of Toyota are huge yet manageable and net debt to equity has already decreased since the equity has been increasing at a higher rate than the net debt. Aggressive deleveraging is thus not necessary with the proposed plan (Marshall, McManus and Viele, 2023). Rather, it ought to enhance the financing composition. Project-based and currency-based funding would decrease pressure on a refinance, which is more long-term. There would be an increase in the working capital discipline which reduces dependence on short-term funding. Recycling of assets would contribute to optionality without balance sheet pressure. 
There should also be increased flexibility in the operations. Complexity can be minimized by selling off assets that have low returns.. Working capital reforms can release capital to fund the model launches, battery localisation and software deployment without external funding (Watson and Head, 2010). The good production system that Toyota has provides the company with a platform on which many of its competitors do not have. The restructuring must strengthen that advantage, rather than undermine it.
[bookmark: _Toc227788470]4.4 International risks and ethical considerations
The restructuring plan should be globally scalable and ethical. The initial global concern is taxation. Legal tax planning can enhance after-tax returns by a global manufacturer but aggressive structures that do not link tax results to economic substance pose governance and reputational risk. The governance reporting of Toyota and the general trend of transparent sustainability and risk disclosure implies that the more appropriate way is the conservative tax governance (Toyota Motor Corporation, 2025; IFRS Foundation, 2023). The second one is currency risk. Toyota receives revenues in various currencies and invests in key regions. They should be funded in part in dollars and euros by a restructuring program to increase long-term assets in North America and Europe to minimize the mismatch (DePamphilis, 2019). 
The third one is inflation and input volatility. The chains of battery supply chains are reliant on the value chains of minerals which are still concentrated. UNCTAD observes that the value chains of electric cars battery trading experiences critical mineral trade that is both concentrated and highly value-added, increasing the vulnerability of manufacturers to strategic risks when they lack an upstream security (United Nations Conference on Trade and Development, 2023). Toyota must then integrate procurement diversification and longer-term offtake agreements and selective upstream partnerships (Damodaran, 2012). 
[bookmark: _Toc227788471]4.5 Competitor lessons
The restructuring case is reinforced by peer examples. Tesla indicates the danger of highly relying on pure volume expansion at the cost of pricing and mix, when the latter are weak. Its 2025 shipments decreased, and its margins remained significantly lower than previously (Tesla Investor Relations, 2026a; Tesla Investor Relations, 2026b). Volkswagen displays the price of software implementation and restructuring burdened with impairment that compelled operating return on sales to 2.8% in 2025 (Volkswagen Group, 2026). Hyundai demonstrates the importance of striking a balance between electrification and hybrids and premium segments, which enabled it to maintain a 6.2% operating margin despite the impact of tariffs (Hyundai Motor Company, 2026). BYD demonstrates the scale strategic power, localisation and vertical integration, margin and policy risks associated with intense local competition and global barriers to trade (Reuters, 2025; The Wall Street Journal, 2026). Toyota had better avoid a dogmatism to one course of action then.
[bookmark: _Toc227788472]4.6 Restructuring conclusion
The restructuring plan proposed is economical, since it will be based primarily on the reallocation, partnership and discipline, as opposed to emergency repair of balance sheets. It is implemented on a global scale due to its ability to apply it by region and asset class. It is morally upright since it incorporates supply-chain behavior, disclosure norms and protection of the stakeholders in the funding model. Stated succinctly, Toyota ought to reorganize to be flexible rather than to survive.
[bookmark: _Toc227788473]5. Investment Appraisal and Capital Budgeting
[bookmark: _Toc227788474]5.1 Introduction
Capital budgeting is used to decide how organizations will use the limited financial resources across competing investment opportunities (Damodaran, 2012). In the case of Toyota, where the negative free cash flow is present and the capital expenditure per year is more than JPY 5 trillion, strict project appraisal is necessary. Three projects are appraised with five techniques, Payback Period (PBP), Accounting rate of return (ARR), Net present value (NPV), internal rate of return (IRR) and profitability index (PI). Each project will involve an investment of 50 million upfront and cash flows in the next five years. It is discounted at a rate of 10 percent and straight-line depreciation (to zero) over a period of five years.
[bookmark: _Toc227788475]5.2 Payback Period
The payback period is the duration of time that it requires to cover the initial investment in terms of cumulative cash inflows (Atrill and McLaney, 2021). It fails to consider the time value of money and disregards the cash flows after the payback period. The detailed calculations are given in table 4.
Table 9: Payback Period Calculations (£ million)
	
	Project A
	Project B
	Project C

	Year 1 CF (£m)
	10
	11
	5

	Year 2 CF (£m)
	12
	11
	10

	Year 3 CF (£m)
	14
	11
	20

	Year 4 CF (£m)
	10
	11
	25

	Year 5 CF (£m)
	8
	11
	5

	Cumulative end Yr 1
	(40)
	(39)
	(45)

	Cumulative end Yr 2
	(28)
	(28)
	(35)

	Cumulative end Yr 3
	(14)
	(17)
	(15)

	Cumulative end Yr 4
	(4)
	(6)
	10

	Cumulative end Yr 5
	4
	5
	15

	Payback Period
	4 + 4/8 = 4.50 yrs
	4 + 6/11 = 4.55 yrs
	3 + 15/25 = 3.60 yrs


Source: Author's calculations based on project data provided in the brief.
Project C breaks even in a shortest time of 3.60 years compared to the other two projects. Both projects A and B take around 4.50 years. Project C is more favored under the payback criterion alone. The shorter payback period minimizes the exposure to uncertainty and an early cash recovery is also in line with the liquidity requirement of Toyota as it has a negative position on free cash flows (Wild, 2021).
[bookmark: _Toc227788476]5.3 Accounting Rate of Return
ARR is given as average accounting profit per year/average investment. Under straight-line depreciation, the initial investment of 50 million would be depreciated over five years, with a total of 50 million depreciated (Drury, 2017). 
Table 10: ARR Calculations (£ million)
	Metric
	Project A
	Project B
	Project C

	Total Cash Inflows (£m)
	54.00
	55.00
	65.00

	Less: Total Depreciation (£m)
	50.00
	50.00
	50.00

	Total Accounting Profit (£m)
	4.00
	5.00
	15.00

	Average Annual Profit (£m)
	0.80
	1.00
	3.00

	Average Investment (£m)*
	25.00
	25.00
	25.00

	ARR (%)
	3.2%
	4.0%
	12.0%


*Average investment = (Initial investment + Residual value) / 2 = (50 + 0) / 2 = £25m. Source: Author's calculations.
Project C generates an ARR of 12.0, which is much higher than Project A of 3.2 and Project B of 4.0. Although ARR does not take into consideration the time value of money and it, when applied alone, is misleading (Bhimani et al., 2019), it proves that Project C has high accounting profitability compared to initial capital invested.
[bookmark: _Toc227788477]5.4 Net Present Value
NPV discounts all the future cash flows at the cost of capital and deducts the initial investment. A positive NPV represents value creation exceeding the necessary return; a negative NPV represents value destruction (Damodaran, 2012).
Table 11: NPV Calculations at 10% Discount Rate (£ million)
	Year
	DF
	A CF (£m)
	A PV (£m)
	B CF (£m)
	B PV (£m)
	C CF (£m)
	C PV (£m)

	0
	1.0000
	(50.00)
	(50.00)
	(50.00)
	(50.00)
	(50.00)
	(50.00)

	1
	0.9091
	10.00
	9.09
	11.00
	10.00
	5.00
	4.55

	2
	0.8264
	12.00
	9.92
	11.00
	9.09
	10.00
	8.26

	3
	0.7513
	14.00
	10.52
	11.00
	8.26
	20.00
	15.03

	4
	0.6830
	10.00
	6.83
	11.00
	7.51
	25.00
	17.08

	5
	0.6209
	8.00
	4.97
	11.00
	6.83
	5.00
	3.10

	NPV
	
	
	(8.68)
	
	(8.30)
	
	(1.98)


Discount factors: Year 1 = 1/1.10 = 0.9091; Year 2 = 1/1.10^2 = 0.8264; Year 3 = 0.7513; Year 4 = 0.6830; Year 5 = 0.6209. Source: Author's calculations.
The three projects generate negative NPVs at 10% hurdle rate. Project A: -£8.68 million. Project B: -£8.30 million. Project C: -£1.98 million. All the three projects are rejected under the NPV decision rule since none of the projects can produce sufficient cash flows to justify the cost of capital (Watson and Head, 2010). Project C annihilates the least value and is the least undesirable project in case of mandatory investment.
[bookmark: _Toc227788478]5.5 Internal Rate of Return
The discount rate at which the NPV is zero is referred to as the IRR. The projects are accepted in the case of IRR being greater than the cost of capital (Winfield et al., 2021). The IRR for Project A is 2.72%, for Project B is 3.26%, and for Project C is 8.59%. The three IRRs are all less than the 10% cost of capital, which validates the NPV conclusion. All the projects fall short of the IRR acceptance requirement. The closest project to the 10% level is project C, which supports its comparative advantage over other two alternatives.
[bookmark: _Toc227788479]5.6 Profitability Index
The PI = (NPV/Initial Investment) + Initial Investment. PI of above 1.0 implies value creation (Damodaran, 2012). Project A: PI = (50 - 8.68) / 50 = 0.83. Project B: PI = (50 - 8.30) / 50 = 0.83. Project C: PI = (50 - 1.98) / 50 = 0.96. All PIs are less than 1.0, which is in line with negative NPVs. Project C with a value of 0.96 is nearest to the acceptance threshold of 1.0.
[bookmark: _Toc227788480]5.7 Project Comparison and Recommendation
Table 12 summarises all appraisal results for the three projects.
Table 12: Investment Appraisal Summary
	Metric
	Project A
	Project B
	Project C

	Initial Investment (£m)
	50
	50
	50

	Total Cash Inflows (£m)
	54
	55
	65

	Payback Period
	4.50 years
	4.55 years
	3.60 years

	ARR (%)
	3.2%
	4.0%
	12.0%

	NPV at 10% (£m)
	(8.68)
	(8.30)
	(1.98)

	IRR (%)
	2.72%
	3.26%
	8.59%

	Profitability Index
	0.83
	0.83
	0.96

	Decision
	Reject
	Reject
	Least unfavourable


Source: Author's calculations. NPV calculated at 10% discount rate. ARR based on average investment of £25 million.
The theoretically best investment appraisal method is the NPV method due to its ability to consider the time value of money, all cash flows, and directly quantifies the value creation (Damodaran, 2012). All projects should be rejected on NPV grounds. Project C is a conditional project given that the Board needs one of the projects to be undertaken strategically. It has the lowest payback period, greatest ARR, smallest negative NPV and greatest IRR. Its back-loaded cash flow, where the top inflow is £25 million in Year 4 is appropriate to Toyota expected cash flow recovery as the hybrid and BEV volumes increase.
Project C. also has fewer disadvantages in terms of non-financial risk, as the customer loyalty risk is less with Toyota compared to the newer entrants, which are EVs with shorter histories and unsatisfactory quality. The cash flows of Year 4 could be lower due to political risk, such as the possibility of changes to EV government incentive programmes in major markets. To some extent, this risk is diversified by the global manufacturing foot print of Toyota. The uniform cash flows of Project B provide predictability but provide less total returns and eliminate more value at the 10% hurdle rate (Easton et al., 2018).
[bookmark: _Toc227788481]5.8 Capital Rationing Decision
Toyota has a maximum investment budget of 100 million pounds, and projects of 50 million pounds each so the maximum number of projects it can invest in is two. Table 13 appraises every combination.
Table 13: Capital Rationing Analysis (Budget: £100 million)
	Combination
	Cost (£m)
	Combined NPV (£m)
	Recommendation

	A + B
	100
	(8.68) + (8.30) = (16.98)
	Reject: worst combination

	A + C
	100
	(8.68) + (1.98) = (10.66)
	Reject: combined negative NPV

	B + C
	100
	(8.30) + (1.98) = (10.28)
	Reject: combined negative NPV

	C only
	50
	(1.98)
	Best option: least value destruction

	B only
	50
	(8.30)
	Reject

	A only
	50
	(8.68)
	Reject: most negative NPV

	None
	0
	0.00
	Optimal if investment is discretionary


Source: Author's calculations. Individual NPVs: A = -8.68, B = -8.30, C = -1.98.
There are no two projects that can give a positive combined NPV. Project C plus any of the three projects A,B,C have significantly negative value addition. The single investment that is the least value-destructive is Project C with a negative NPV of -1.98 million. When capital rationing is applied to a 100 million budget, the best choice is to invest 50 million in Project C and leave the remaining 50 million as the current EV platform capital expenditure programme at Toyota with returns inherent in the overall operating strategy. When investment is actually discretionary, the right thing to do is not to invest in anything and to repay the capital to shareholders (Bhimani et al., 2019).
[bookmark: _Toc227788482]6. Conclusion
The financial performance of Toyota between 2021 and 2025 proves the existence of a company of a great magnitude and rising profitability. Revenue grew by 76.5% to JPY 48.04 trillion. In 2025 net profit was JPY 4.77 trillion. The ROE had increased to 13.3 and liquidity ratios became stronger throughout all five years. They are real accomplishments in a time when the sector is undergoing considerable disruptive change and increasing competitive intensity by BEV-oriented competitors. Persistent negative free cash flow is the most severe structural weakness that stood at -JPY 1.56 trillion in 2025. The capital expenditure is always greater than the operating cash inflows. The restructuring strategy suggests the sale of non-core assets, capital infusion, and extension of debt maturity to mitigate financial risk and enhance capital flexibility. The foreign risks such as JPY volatility and EV mineral inflation need to be managed by the treasury and procurement. At the 10% cost of capital, all the three projects give negative NPV. All three are to be rejected according to the NPV rule. Provided that the Board requires investment due to strategic reasons, conditionally, Project C is suggested as the least value-destructive one. With capital rationing, the allocation to Project C should be made at 50 million pounds alone. The disciplined capital allocation, enhanced free cash flow generation, and faster EV product development in all key markets will make Toyota successful in the EV era.
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[bookmark: _Toc227788485]Appendix A: Full Ratio Calculations with Formulas (2021-2025)
Table A1: Complete Ratio Workings
	Ratio
	Formula
	2021
	2022
	2023
	2024
	2025

	Gross Profit Margin
	GP / Revenue x 100
	4.83/27.21=17.8%
	5.97/31.38=19.0%
	6.31/37.15=17.0%
	9.37/45.10=20.8%
	9.58/48.04=19.9%

	Operating Margin
	Op. Profit / Revenue x 100
	2.20/27.21=8.1%
	3.00/31.38=9.6%
	2.73/37.15=7.3%
	5.35/45.10=11.9%
	4.80/48.04=10.0%

	Net Profit Margin
	Net Profit / Revenue x 100
	2.25/27.21=8.3%
	2.85/31.38=9.1%
	2.45/37.15=6.6%
	4.94/45.10=11.0%
	4.77/48.04=9.9%

	ROA
	Net Profit / Total Assets x 100
	2.25/62.27=3.6%
	2.85/67.69=4.2%
	2.45/74.30=3.3%
	4.94/90.11=5.5%
	4.77/93.60=5.1%

	ROE
	Net Profit / Total Equity x 100
	2.25/23.40=9.6%
	2.85/26.25=10.9%
	2.45/28.34=8.6%
	4.94/34.22=14.4%
	4.77/35.92=13.3%

	Current Ratio
	Current Assets / Current Liab.
	22.78/21.46=1.06
	23.72/21.84=1.09
	26.46/23.96=1.10
	34.71/29.18=1.19
	37.08/29.43=1.26

	Quick Ratio
	(CA - Inventory) / Curr. Liab.
	19.89/21.46=0.93
	19.90/21.84=0.91
	22.20/23.96=0.93
	30.10/29.18=1.03
	32.48/29.43=1.10

	Cash Ratio
	Cash / Current Liab.
	9.32/21.46=0.43
	8.62/21.84=0.39
	9.23/23.96=0.39
	14.11/29.18=0.48
	15.92/29.43=0.54

	Inventory Turnover
	COGS / Inventory
	22.38/2.89=7.74
	25.41/3.82=6.65
	30.84/4.26=7.24
	35.73/4.61=7.75
	38.46/4.60=8.36

	Receivables Turnover
	Revenue / Receivables
	27.21/9.83=2.77
	31.38/10.49=2.99
	37.15/12.08=3.08
	45.10/14.96=3.01
	48.04/15.35=3.13

	Asset Turnover
	Revenue / Total Assets
	27.21/62.27=0.44
	31.38/67.69=0.46
	37.15/74.30=0.50
	45.10/90.11=0.50
	48.04/93.60=0.51

	Debt-to-Equity
	Net Debt / Total Equity
	12.00/23.40=0.51
	13.77/26.25=0.52
	15.56/28.34=0.55
	16.96/34.22=0.50
	17.41/35.92=0.48

	Debt Ratio
	Total Liab. / Total Assets
	38.86/62.27=0.62
	41.44/67.69=0.61
	45.96/74.30=0.62
	55.89/90.11=0.62
	57.68/93.60=0.62

	Inv. Period (days)
	(Inv./COGS) x 365
	2.89/22.38x365=47.1
	3.82/25.41x365=54.9
	4.26/30.84x365=50.4
	4.61/35.73x365=47.1
	4.60/38.46x365=43.7

	Rec. Period (days)
	(Rec./Rev.) x 365
	9.83/27.21x365=131.9
	10.49/31.38x365=122.0
	12.08/37.15x365=118.7
	14.96/45.10x365=121.1
	15.35/48.04x365=116.6

	AP Period (days)
	(AP/COGS) x 365
	4.05/22.38x365=66.1
	4.29/25.41x365=61.6
	4.99/30.84x365=59.1
	5.25/35.73x365=53.6
	5.53/38.46x365=52.5

	CCC (days)
	Inv.+Rec.-AP days
	112.9
	115.3
	110.0
	114.5
	107.8


Source: Author's calculations based on Toyota Motor Corporation Integrated Reports (2021-2025). All monetary values in JPY trillion.
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KEY ASSUMPTIONS

INVESTMENT APPRAISAL | Projects A, B and C

Discount Rate: 10% | Investment: £50m each | Straight-line depreciation to zero over 5 years

Initial Investment (£m) 50
Useful Life (years) 5

Discount Rate 10.0%
Depreciation Method Straight-line
Residual Value (£m) o

Annual Depreciation (Em) |10

NET CASH FLOWS BY PROJE!

0 (Initial)
1

EAFSIETANY

NPV (£m)

INVESTMENT APPRAISAL SU

Initial Investment (Em)
Total Undiscounted CF (£m)
Payback Period

ARR (%)

NPV @ 10% (£m)
Profitability Index (PI)
Approx. IRR
Overall Rank

CT (£m)

Discount
Factor
(10%)

Project A
Cash Flow

Project A
PV

Project B
Cash Flow

Project B

Cumul. A PV

(50.00) (50.00) (50.00)
09091 10.00 9,09 (40.00) 11.00 10.00 (39.00) 500 455 (45.00)
08264 12.00 992 (28.00) 11.00 9.09 (28.00) 10.00 826 (35.00)
07513 14.00 1052 (14.00) 11.00 826 (17.00) 2000 15.03 (15.00)
06830 10.00 683 (4.00) 11.00 751 (6.00) 2500 17.08 10.00
400 11.00 683 500 500 310 15.00

(8:30) (1.98)

3rd
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CAPITAL RATIONING ANALYSIS | Maximum Budget: £100m

1

2 Profitability Index (Pl) Ranking Method | Source: Calculated by Author

3 Combination Pl

PRl Project C only (2.00) 0.040 1st v RECOMMENDED Project B only 0.166

[l Project B only 50 (8.31) -0.166 Yes 2nd Project Aonly 0.194

b3l Project A only 50 (9.68) -0.194 Yes 3rd ProjectsB +C -0.103

PRl Projects B + C 100 (10.31) 0.103 Yes 4th Projects A+C 0.117

Pl Projects A + C 100 (11.68) 0.117 Yes 5th ProjectsA+B 018
Projects A + B 100 (18.00) 0.180 Yes 6th All Three A+B+C 0.133

All Three A+B+C 150 (19.99) -0.133 NO — Exceeds Budget N/A

RECOMMENDATION: Invest in Project C only (£50m). Retain remaining £50m as cash reserve or use to reduce short-term debt.

Rationale: Project C has the highest Pl (-0.040), fastest payback (3.6 yrs), highest ARR (6.0%), and least-negative NPV (-£2.00m) among all options.
Combining projects would increase value destruction without strategic necessity.
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