2

Financial Management - Financial Performance and Management Report

[image: ]




[image: ]Student Name: Denise Chambers 2020342
Lecturer Name: Patrick Yeboah
Module: Financial Management
Module Code: LCMB7002


CONTENTS
INTRODUCTION	4
FINANCIAL HEALTH CHECK	4
FINANCIAL RATIO ANALYSIS	5
Profitability	5
Liquidity	5
Efficiency	6
Gearing	7
Investing	8
Cash Flow	8
Trends	8
Strengths	9
Threats	9
WORKING CAPITAL MANAGEMENT ANALYSIS	9
Cash Operating Cycle	9
RECOMMENDED STRATEGIES	10
Inventory Management Improvement:	10
Receivable Management Enhancement:	10
Optimisation Payable:	10
Strengthening Operating Cash Flows:	11
Short Term Financing Options:	11
Long Term Financing Options:	11
STRATEGIC FINANCIAL RESTRUCTURING PLAN	12
Divestiture	12
Mergers	12
Injections of Equity	12
Debt Restructuring	13
Impact on Shareholder Value	13
Impact on Debt Structure	13
Impact on Operational Flexibility	13
International and Ethical Considerations	14
CSR and Ethical Consideration	14
Investment Appraisal and Capital Budgeting	14
Project A:	16
Project B:	16
Project C:	17
Political and Economic Risk:	18
Regulatory and Compliance Risk:	19
Labour Market and Operational Risks:	19
Customer Behaviour and Market Demand:	19
Recommendation	19
References	21
APPENDICES	24



[bookmark: _Toc225365828]INTRODUCTION
This report will show a financial performance analysis of electric vehicle (EV) manufacturer Toyota, covering the last five years from the Chief Financial Officer of the company. The core problems of the company will be identified and a financial strategy will be proposed with a few near future investments critically evaluated.
Toyota Motor Corporation is one of the world’s largest automobile manufacturers. The company originated in Japan and grew from a small manufacturing division into a global automotive leader. Toyota’s history began with Kiichiro Toyoda, the son of Sakichi Toyoda. Sakichi originally founded Toyoda Automatic Loom Works, a company that produced textile machinery. Kiichiro used profits from this business to develop automobiles.
Today, Toyota Motor Corporation is headquartered in Toyota City, Japan, and operates manufacturing plants worldwide. The company produces millions of vehicles each year and is recognized for quality, reliability, and advanced technology. Toyota Motor Corporation now produce EV (Electric Vehicles) as part of its strategy to reduce emissions and transition toward sustainable mobility. While Toyota was historically known for hybrid vehicles, it is now expanding into fully electric vehicles (BEVs).
[bookmark: _Toc225365829]FINANCIAL HEALTH CHECK
Financial health refers to the overall condition of a company’s finances and its ability to generate profits, manage debt, maintain liquidity, and sustain long-term growth (Kliestik, 2020). It shows whether a business is financially stable and capable of meeting its short-term and long-term obligations.
Toyota has shown strong overall financial performance over the last five years. Revenue has followed an upward trend overall. While revenue declined during 2021 due to the COVID-19 pandemic and supply chain disruptions, it recovered strongly from 2022 onwards (Bhattacheryay, 2023). In recent years, Toyota has achieved record revenues, driven by strong global demand, particularly for hybrid vehicles, and favourable exchange rate movements. 
Gross profit margin experienced some pressure during the middle of the period due to rising raw material costs, semiconductor shortages, and supply chain inefficiencies. However, margins improved in later years as Toyota implemented cost control measures (Aoki, 2026) and benefited from a more profitable sales mix, especially hybrid vehicles. 
Expenses have increased steadily over the five years. This is largely due to higher research and development expenditure, particularly in electric and hybrid technologies, as well as increased logistics and production costs caused by inflation. Although rising expenses may reduce short-term profitability, they are largely strategic investments that support long-term growth and competitiveness.
Operating and net profit has been somewhat volatile but shows an overall upward trend. Profits fell during the pandemic and supply chain crisis but recovered strongly in subsequent years, reaching high levels recently. Largely due to Toyota’s use of regression analysis of its key working capital mechanisms total cash accessible, current assets and current liabilities (Bhattacheryay, 2023). This recovery reflects increased sales volumes, improved margins, and effective cost management. It also demonstrates Toyota’s resilience and ability to adapt to external shocks.
Overall, Toyota’s income statement performance over the last five years is strong. The company has achieved revenue growth and improved profitability despite global challenges. While rising costs and external risks remain concerns, Toyota’s strategic investments and efficient operations position it well for sustained future performance.
[bookmark: _Toc225365830]FINANCIAL RATIO ANALYSIS
[bookmark: _Toc225365831]Profitability
The gross profit margin is fluctuating between the standard of 22.37% to 23.29% representing a stable cost management practice in this business in general. The operating profit margin on the other hand represents a certain fluctuation standard from 5.6% returning ability to the standard of 5.4% in the last year while in the middle period of 2022 it has been expanded up to 5.99% depending on the market stability (Toyota, 2025). The net profit margin of the business however represents the same fluctuated structure from 6.7% standard to the level of 6.6% in the last financial period of 2025. The return on asset indicates the progress level from 2.17% to the standard of 2.88% in the last financial year while the return on equity is expanded from 4.26% to the level of 5.41% as well. 
The overall position and performance in all the aspects represent a progressive fluctuation in some respects, however, in the context of long-term stability it represents growth based on the market formulations level. 
Profitability Ratios are used by creditors, management, competitors, employees, investors and potential investors to measure how well Toyota generates profit (Aulová, 2019). The below table demonstrates the profitability of Toyota over the last five years.
	Profitability Ratios
	2021
	2022
	2023
	2024
	2025

	Return on equity
	4.26%
	4.61%
	5.05%
	3.85%
	5.41%

	Gross profit margin
	23.15%
	22.46%
	22.37%
	23.51%
	23.29%

	Net profit margin
	5.58%
	5.88%
	5.03%
	5.23%
	5.43%



[bookmark: _Toc225365832]Liquidity
The identified measurements of this liquidity attribute related to the current ratio structure represents a progressive standard from 1.64 times to the level of 1.92 times in the current period of 2025, which presents a progressive growth and optimised development of the current compared to liability values (Toyota, 2023). The same proportion of progress is noticed in the quick ratio level from the inventory existence which represents the standard of progress from 1.39 times to the level of 1.53 times in relation to the optimal credit policy and market stability basis. 
Liquidity ratios determine a company’s ability to meet its short-term financial obligations using its current assets (Durrah, 2016). They show whether a business can pay debts that are due within one year without financial difficulty. Liquidity analysis is important for investors, creditors, and managers because it indicates the company’s short-term financial strength. The below table and chart demonstrates Toyota’s ability to maintain its short-term financial obligations over the last five years.
	Liquidity Ratio
	2021
	2022
	2023
	2024
	2025

	Current Ratio
	1.64%
	1.64%
	1.76%
	1.91%
	1.92%

	Quick Asset Ratio
	1.39%
	1.33%
	1.42%
	1.53%
	1.53%
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[bookmark: _Toc225365833]Efficiency
The measurement of this approach has been initiated for the recognition of asset position and other operating attributes in a systematic basis in general. The presence of inventory turnover indicates the decreasing structure from 5.57 times to the standard of 5.06 times in the current period which means the overall inventory demand positions of this business in proportions of the market demand are properly formulated. On the other hand, receivable turnover is basically expanded from 2.2 times to the level of 2.37 times, which represents the expanded volume of revenue positions associated with the market stability mainly formulated as comprehensive structural progress support. 
Efficiency ratios measure how successfully a company uses its assets and resources to produce revenue. They show how well management utilise assets such as inventory, receivables, and total assets to run the business efficiently (Alarussi, 2021). These ratios are important because they help identify operational performance and productivity. The below table demonstrates how Toyota has used its assets and resources to generate revenue over the last 5 years.
	Efficiency Ratios
	2021
	2022
	2023
	2024
	2025

	Inventory Turnover
	5.57
	4.83
	5.00
	5.74
	5.06

	Receivables Turnover
	2.20
	2.41
	2.42
	2.34
	2.37



[bookmark: _Toc225365834]Gearing
The basic identifications related to the capital approach of this business can be identified with the debt-to-equity ratio support that presently indicating the standard of 0.6 to of 0.55, which indicate the overall dependency structure over borrowing capital has declined depending on the market capital process (Toyota, 2023). Interest coverage has been expanded from 12.02 to 13.97 in the current year which means the overall volume of profit in respect of the following charges presenting favourable expansions, and it is also optimal for the market stability position of this business.
Gearing Ratios determine how much a business is financed by debt compared with equity or long-term capital and used to assess financial risk. To calculate a company’s financial structure and liquidation risk the gearing ratio is essential (Muradoglu, Bakke, Kvernes, 2005) and is demonstrated in the below table and chart.
	Gearing Ratios
	2021
	2022
	2023
	2024
	2025

	Debt-to-Equity
	0.60
	0.56
	0.60
	0.53
	0.55

	Interest Covering Ratio
	12.02
	21.84
	12.16
	9.37
	13.97
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[bookmark: _Toc225365835]Investing
The earnings per share position of the business currently indicate an expansion from 440.28 to 856.96 in association with the market share outstanding. The price earnings ratio indicates a decreasing structure from 8.47 to 8.04 with a fluctuated expansion of 9.47 in 2022. It represents an optimised development and accountability structure, which imposes positive attributes to business performances in the long run.
Investment ratios help assess how appealing a company is to shareholders and potential investors. They focus on returns, dividends, and market value. They help investors decide whether to buy, hold or sell shares (Goodman, Peavy, 1983). The below table highlights how appealing Toyota is to shareholders.
	Investing Ratios
	2021
	2022
	2023
	2024
	2025

	Earnings Per Share
	440.28
	580.73
	621.17
	736.86
	856.96

	Price-to-Earnings
	8.47
	9.47
	7.55
	7.76
	8.04



[bookmark: _Toc225365836]Cash Flow
The application of this structure shows the cash flow processing of the business and the present operating cash flow performances on behalf of the current liability indicating a certain declining approach from 0.32 to 0.10 in the current year, which means the overall operating cash flow generating capacity of the business is not fruitfully performed due to the marketing competition and internal operating threat. 
The cash flow ratio measures a company’s ability to pay its short-term liabilities using cash generated from its normal operations. The ratio is important because it focuses on actual cash, not accounting profit and shows a company’s ability to pay bills on time (GÜLEÇ, BEKTAŞ, 2019). The below table demonstrates Toyota’s ability to pay its short-term liabilities.
	Cash Flow Ratios
	2021
	2022
	2023
	2024
	2025

	Operating Cash Flow Ratio
	0.322
	0.234
	0.129
	0.271
	0.106



[bookmark: _Toc225365837]Trends
Contemporary performance stability is commonly noticed in the Toyota business. The identified structure of the business position and performance level the overall trending approach is:
· Expanding business operations aggressively in the electronic vehicle aspects with the plan of launching more than 30 EV models and target of 3.5 million annual EV sales by the period of 2030. 
· With the approach of developing sustainability, an achievement of carbon neutrality in manufacturing by 2035 and a full life cycle by 2050 (Aoki, 2026). 
· Toyota’s investment in autonomous driving including artificial intelligence and connectivity technology will be optimal for overall operating structure (TOYOTA MOTOR, 2020). 
[bookmark: _Toc225365838]Strengths
Operating positions and performance structure the identified strength of the business include:
· Toyota is identified as the leading auto maker with the primary presence of more than 170 countries which represents around 10.7% of global market share.
· Strong balance sheet and A+ credit rating optimises and amplifies the cash reserve structure of business. 
· The Toyota production system mainly enables the efficient manufacturing and cost controlling structure which is optimal for the business production and supply chain (TOYOTA MOTOR, 2020). 
[bookmark: _Toc225365839]Threats
The volume of threats of the business generally represent:
· The increasing competition in the global automotive market structure including the new entrance and established players who are initiating investment in the EV and numerous automation technology. 
· The presence of government regulations is generally initiating a strictness approach day-by-day that initiates certain challenging structures related to the operating positions and performance values of this business.
· Toyota faces some risk related to supply chain disruptions specification associated with the semiconductor and battery marketing (Toyota Motor, 2021).
[bookmark: _Toc225365840]WORKING CAPITAL MANAGEMENT ANALYSIS
[bookmark: _Toc225365841]Cash Operating Cycle
The basic concept Cash Operating Cycle (COC) identified as the primary time generally a company takes to sell its inventory, collecting reasonable and paying its suppliers for maintaining a proper liquidity engagement in the business. Essentially, it has been applied to provide some proper periodical engagement that indicates the overall liquidity or cash position of the business is tied up in operation (Owusu-Peprah, 2025). The presence of COC is generally structured to measure the efficiency of managing the working capital and a shorter cycle is generally better which indicates the cash is fundamentally freed up faster. 
The evaluation of cash operating cycle for the business of Toyota in associated with 5 different financial terms are provided as follows:
	
	2021
	2022
	2023
	2024
	2025

	Days Inventory Outstanding (A)
	
	
	
	
	

	Inventory
	292461
	433961
	524385
	619082
	619804

	Cost of Goods Sold
	-1627894
	-2097501
	-2623707
	-2932058
	-3133410

	Formula: (Average Inventory / Cost of Goods Sold) x 365
	66
	76
	73
	77
	72

	Days Sales Outstanding (B)
	
	
	
	
	

	Accounts Receivable
	962270
	1121491
	1398757
	1638998
	1720610

	Revenue
	2118302
	2705183
	3379891
	3833205
	4084984

	Formula: (Average Accounts Receivable / Revenue) x 365
	166
	151
	151
	156
	154

	Days Payables Outstanding (C)
	
	
	
	
	

	Accounts Payable 
	613579
	745553
	807474
	876925
	878848

	Cost of Goods Sold
	-1627894
	-2097501
	-2623707
	-2932058
	-3133410

	Formula: (Accounts Payable / Cost of Goods Sold) x 365
	138
	130
	112
	109
	102

	Cash Operating Cycle (A+B+C)
	94
	97
	112
	124
	124



As shown in the above analysis, a certain expansion from the 94 days to the level of 124 days is mainly noticed in the current accounting period which indicates the Toyota weight over 4 months to convert the cash invested in operations back into cash receipts. It basically represents a longer engagement with the higher working capital requirement, an increased reliance on external finance and greater liquidity risks despite strong profitability. Overall, the working capital efficiency of Toyota has deteriorated over the last five years driven privately by the longer inventory holding and due to the reductions of supplier credit. 
[bookmark: _Toc225365842]RECOMMENDED STRATEGIES
To provide significant strengthened liquidity and reduce the volume of COC, the management of Toyota can implement the following targeted reforms which include:
[bookmark: _Toc225365843]Inventory Management Improvement: 
The applications of AI driven demand forecasting with the advanced analytics approach can be a comprehensive attribute for the business production planning and reducing the excess inventory in a convenient order (Gupta et al., 2025). Reducing the primary reliance on single sources of supplier for the critical component will stabilise the production positions and reduce the inventory buildup.
[bookmark: _Toc225365844]Receivable Management Enhancement: 
An accurate management to the credit controlling structure will be accountable for the responding engagement and controlling the overdue receivables (Ombui et al., 2025). The digital evolving structure including the payment approach will be convenient for the business values. 
[bookmark: _Toc225365845]Optimisation Payable: 
Importance to the supply chain financing with reverse factory will be convenient which will bring a compatible structure to the credit rating engagement and capable of managing the longer payment terms with dynamic discounting opportunities (Babiak, Shtunder, 2025). 
[bookmark: _Toc225365846]Strengthening Operating Cash Flows: 
Tightening cost through lean manufacturing enhancement and providing significance to the high ROI projects including and expansions after sales service will be a comprehensive approach for generating revenue structure of this business and cash flow margin in a proportionate order business. 
A primary comparison in between the long term and short-term financing options of this business.
[bookmark: _Toc225365847]Short Term Financing Options: 
Under this financial engagement, the following sources are commonly utilised with a benefit and risk engagement. These includes: 
· Commercial paper represents low cost due to Toyota’s strong credit rating engagement however it is totally identified as a market dependent finance option.
· Bank overdraft is defined as a flexible and fast maintaining credit options for business however the primary volume of high interest rate imposes certain challenges (Ceballos Gomez et al., 2025). 
· Short term loans are generally formulated and associated with seasonal requirements that indicate an optimal liquidity performance efficiency but impose a refinancing risk. 
[bookmark: _Toc225365848]Long Term Financing Options:
According to identified formations the following long term financing options are commonly noticed in business which include: 
· Corporate bond, it represents a stable and low-cost funding option for Toyota however the long-term interest obligation initiates a general operating burden to the business operation. 
· Equity finance is one of the most significant and non-repayment, strong and optimal market capital finance options which is accountable for business operations however, it represents the challenge of dilution of ownership (Gong et al., 2025). 
· Long term loans have a predictable approach of repayment obligations, a formulated positioning structure is commonly noticed under this finance however, it is less flexible and associated with the business operating structure. 
The presence and structural initiations of these types of financing options for Toyota indicates a balanced financing strategy with the involvement of both the short term and long-term capital stability, which will bring a suitable Working Capital Management as well as capital intensive project efficiency to the business.

[bookmark: _Toc225365849]STRATEGIC FINANCIAL RESTRUCTURING PLAN
Toyota Motor corporation is the largest automotive manufacturer in the world currently facing a rapid evolving global environment, which is structured with electrifications, regulatory pressure, disruptions in supply chain and fluctuated demand of the consumer. In the United Kingdom this business is also facing additional financial pressure due to the regulatory scrutiny associated with the Motor Finance sector. 
Associated with the present operating positions in the following recommended financial restructuring options can be implemented to this business which will be convenient for the maintenance of stability and operating accountability for the longer period. 
[bookmark: _Toc225365850]Divestiture
The selling underperforming or non-strategic business units with the intentions of freeing up capital and improve the operation and focus. This type of implementation for the business will enable the expansion of mobility services and other experimental ventures in this business which will release capital for the investment associated with the EV and battery technology, reduce operational complexity and improve the return on investment capital (Akinsola, Kingsley Onu, 2025). Toyota owns significant physical assets globally and initiations of sale-and-leaseback strategy will unlock the liquidity without disturbing operations. 
[bookmark: _Toc225365851]Mergers
The initiative of merger or joint venture along with a UK or EU battery manufacturer will be a convenient approach for reducing the supply chain risk of this business and expansion initiation in a stable order (King, Prevost, 2025). A partnership with the UK based autonomous driving firms will be convenient for maintaining the ecosystem which will accelerate the overall technical capability of the business. The maintenance of operating flexibility in this type of engagement will be a convenient approach for long term progress in this business operation. 
[bookmark: _Toc225365852]Injections of Equity
An equity injection through the process of attracting strategic investors can be a convenient initiative for the capital maintenance in general. The presence of IPO indicates a proper volume of shareholder formulations including the minimal dilution for the long-term investors while the strategic investor placement will be potential through the sovereign wealth fund or ESG focused funds basis (Buchanan, 2025). The appearance of this type of engagement will improve the debt-to-equity position and maintain the liquidity structure of the business in the context of EV and hydrogen projects. 
[bookmark: _Toc225365853]Debt Restructuring
Associated with the present operating positions the business mainly maintains a strong level of credit rating which allows the business to manage the low-cost debt initiation. However, rising interest rates including the inflationary pressure generally require a re-assessment approach in relation to the debt structure. A financing approach with the high-cost definition including lower interest with longer maturity can be an approach for the cash flow initiative (Huang, Brautigam, 2025). Issuing green bonds will be a supportive approach for the maintenance of business financing options and manage a controlled position of business finance. Increasing the level of long-term debt will be a convenient approach for the maintenance of liquidity position and financial accountability. 
The general formulated engagement of impact assessment related to this business are mainly evaluated with the following aspects: 
[bookmark: _Toc225365854]Impact on Shareholder Value
With the initiative of both the divestitures and equity injection the volume of liquidity expansions including the reduction of financial rest can be initiated, which is equally optimal for merger and joint venture support for enhancing the long-term financial growth. However, it imposes the dilution enhancement with the equity engagement and reduction of EPS value which can be structured with the divestiture of profitable units that can reduce the overall revenue position. 
[bookmark: _Toc225365855]Impact on Debt Structure
With the development of leverage ratio position through managing both debt and equity capital a stable and optimal financing structure of the business can be implemented. Enhancing the maturity profile through refinancing short-term debt into long term bonds the overall liquidity risks can be declined as well (Yahaya, 2026). It is also used to increase the access related to the sustainable financing engagement which ultimately provides an optimal support for the ESG initiative. 
[bookmark: _Toc225365856]Impact on Operational Flexibility
The formulation structure of divestiture is used to reduce the operational complexity, while the joint ventures are used to expand the technical capability without any kind of additional capital burden. It is ultimately used to improve the liquidity formulations with a flexible structure. However, the merger can initiate a certain integration effort which is required for operating maintenance and stability. On the other hand, the equity investors may be in demand for the governance changes which may not be a supportive attribute for stability. 


[bookmark: _Toc225365857]International and Ethical Considerations
The primary position of UK corporate tax level currently expanded to 25% which ultimately imposes a negative impact over the profitability standard of this business. The primary alignment of Toyota along with the OECD BEPS rules are generally applied for avoiding the penalties and reputational damage, which is comprehensive for the stability and standardise performance of this business. Additionally, currency risk is the most challenging engagement for this business that need to be maintained properly for the optimal business operating structure. The present volume of inflations including the expanded interest rate are also initiating a significant level of challenging positions to this business that need to be controlled properly. 
[bookmark: _Toc225365858]CSR and Ethical Consideration
Toyota has already set aside substantial funding to compensate customers if any supreme court rules are imposed against these industrial changes. It basically demonstrates the ethical responsibility including the brand reputation of this business. The business also provides importance to the environment and responsibility through expansions of EV infrastructure along with alignment of the neutrality approach of carbon goals. The business is also engaged in managing some of the primary social responsibility through restructuring the large-scale layoffs specifically associated with the manufacturing plants in the United Kingdom to maintain a level of community trust.
[bookmark: _Toc225365859]Investment Appraisal and Capital Budgeting
The concept and understanding of investment appraisal defined as the form of initiative which has been formulated with accurate managerial decision. In relation to individual business operations with the intention of either business expansions, operating development, marketing initiative or based on any other strategic objectives while the management are used to initiate any kind of investment related decision that ultimately enhance the assets positions of the business are fallen under the category of investment appraisal (Putri et al., 2026). The same initiatives while applied for the purpose of formulating capital assets processing support are mainly identified under the standard of capital budgeting. 
The applications of general capital budgeting concept including the investment appraisal attribute are formulated while any kind of assets are basically structured in the business with the intentions of business development and for evaluating the feasibility of such investment for this business operation on long term perspectives (Kadam, Singh, 2025). The presence and identification of the capital budget can be defined as a type of investment appraisal related method where the management used to evaluate the different compatibility level of the project which will be suitable for the business operations and accountable to maintain the business strategic objective on a long term prospective. 
According to the present identified structure mainly the applicability of Payback period (PBP), accounting rate of return (ARR) and net present value (NPV) methods are mainly evaluated for the selected business in respect of which three different project related to project A, B and C are mainly valuated. The basic concept and understanding of each method represent different applicability which is equally formulative for the business position and project’s feasibility purpose.  
The recognition of the accounting rate of return is defined as the ratio of the average annual profit to the initial investment which has been expressed in terms of percentage to identify the accuracy of the position of the returning level of each project based on the profit structure (Sekhar, 2025). Net present value on the other side differentiates between the present value positions of the cash inflows and outflows over an investment’s life that are also discounted at required rate of return bases. 
In associated with the given details, the overall positions related to the cash inflows and outflows (Initial investment) for each project of the business are provided below:
	Year
	Project A (£M)
	Project B (£M)
	Project C (£M)

	Based Year (0)
	-50
	-50
	-50

	1st Year
	10
	11
	5

	2nd Year
	12
	11
	10

	3rd Year
	14
	11
	20

	4th Year
	10
	11
	25

	5th Year
	8
	11
	5



For each project the application of 10% discounting factor is mainly considered which is applied for the recognition of cash flow formulation support. Additionally, the presence of straight-line depreciation methods is also formulated for the period of five financial terms. 
In association with the above details and based on the selected method the evaluations of each project are mainly measured, so that overall accountability associated with the present business positions and performances can be identified. A detail of such computations is given below. 
Pay-Back period; Based on the uneven cash flow positions related to this business project, the applicability of cumulative cash flow engagement is mainly profit for each project so that the overall duration related to the project positions can be identified. Such detailed values are given below:
	Year
	A’s Cumulative (£M)
	B’s Cumulative (£M)
	C’s Cumulative (£M)

	1st Year
	10
	11
	5

	2nd Year
	22
	22
	15

	3rd Year
	36
	33
	35

	4th Year
	46
	44
	60

	5th Year
	54
	55
	65



Formula; “Year before full recovery + (Unrecovered amount / Cash flow in recovery year)”
Project A: [ 4 years + (4 / 8)] = 4.5 years 
Project B: [ 4 years + (6 / 11)] = 4.55 years 
Project C: [ 3 years + (15 / 25)] = 3.60 years 
Based on the above analysis, the performance of Project C represents a faster recovery approach compared to the other project’s positions in the present operating standard. 
Accounting rate of return; In respect of the volume of depreciation, which is around £50 million / 5 years that is £10 million per year and average investment for each project, the following measurements are provided. 
ARR = “Average annual profit / Initial investment” 
[bookmark: _Toc225365860]Project A:
	Year
	Cash Flow
	Depreciation
	Accounting Profit

	1st Year
	10
	10
	0

	2nd Year
	12
	10
	2

	3rd Year
	14
	10
	4

	4th Year
	10
	10
	0

	5th Year
	8
	10
	-2



Total profit = (0+2+4+0-2) = 4 million 
Average annual profit = (4 / 5) = 0.8 million 
ARR = 0.8 million / 50 million = 0.016 or 1.6% 
[bookmark: _Toc225365861]Project B:
	Year
	Cash Flow
	Depreciation
	Accounting Profit

	1st Year
	11
	10
	1

	2nd Year
	11
	10
	1

	3rd Year
	11
	10
	1

	4th Year
	11
	10
	1

	5th Year
	11
	10
	1



Total profit = (1+1+1+1+1) = 5 million 
Average annual profit = (5 / 5) = 1.0 million 
ARR = 1.0 million / 50 million = 0.02 or 2.0%
[bookmark: _Toc225365862]Project C:
	Year
	Cash Flow
	Depreciation
	Accounting Profit

	1st Year
	5
	10
	-5

	2nd Year
	10
	10
	0

	3rd Year
	20
	10
	10

	4th Year
	25
	10
	15

	5th Year
	5
	10
	-5



Total profit = (-5+0+10+15-5) = 15 million 
Average annual profit = (15 / 5) = 3.0million 
ARR = 3.0 million / 50 million = 0.06 or 6.0% 
Based on the above project analysis the performance of project C presents a comparatively highest volume of ARR structure which indicates the strongest profitability initiation structure and returning ability of the project compared to the others. 
Net present value: With the presence of 10% discounting factor and the formulated cash includes the identification of net present value in an absolute form for each project has been given:
Project A
	Year
	Cash Inflow
	10% Discounting 
	Present Value

	1st Year
	10
	0.909
	9.09

	2nd Year
	12
	0.826
	9.912

	3rd Year
	14
	0.751
	10.514

	4th Year
	10
	0.683
	6.83

	5th Year
	8
	0.621
	4.968

	
	
	Total Present Value
	41.314

	
	
	Less: Initial Investment
	50

	
	
	Net Present Value
	-8.686



Project B
	Year
	Cash Inflow
	10% Discounting 
	Present Value

	1st Year
	11
	0.909
	9.999

	2nd Year
	11
	0.826
	9.086

	3rd Year
	11
	0.751
	8.261

	4th Year
	11
	0.683
	7.513

	5th Year
	11
	0.621
	6.831

	
	
	Total Present Value
	41.69

	
	
	Less: Initial Investment
	50

	
	
	Net Present Value
	-8.31



Project C
	Year
	Cash Inflow
	10% Discounting 
	Present Value

	1st Year
	5
	0.909
	4.545

	2nd Year
	10
	0.826
	8.26

	3rd Year
	20
	0.751
	15.02

	4th Year
	25
	0.683
	17.075

	5th Year
	5
	0.621
	3.105

	
	
	Total Present Value
	48.005

	
	
	Less: Initial Investment
	50

	
	
	Net Present Value
	-1.995



Based on the above analysis the result related to project C representing a comparatively favourable approach compared to the other two projects. However, associated with the general positions the net present value represent the absolute liquidity position as it will be derived from the project with discounting support and as per the present analysis, each projects are mainly presenting negative cash flows approach that is indicated based on the life spans, each project is not accountable for the business operation in the present marketing standard. Therefore, in the context of financial terms the investment approach related to project C is comparatively favourable based on the business performance and project initiation. 
The financial metrics individually cannot capture the full risk profile of this business and its operations and based on general attributes for this business which is incorporated in the United Kingdom the following level of non-financial factors are commonly noticed. Those include:
[bookmark: _Toc225365863]Political and Economic Risk:
In the present situation the ongoing regulatory divergence from the European Union may impact over the supply chain positions and the trade cost structure and under this scenario the project with longer payback period may not be a fruitful approach for proper exposure with the future policy. The primary position of expanded inflations in the United Kingdom including the expanded interest rate are also initiating a certain volume of challenging attributes for project cost including the discounting factors as well which is also not accountable in relation to business positioning. The government policies including the taxation engagement can impose incompetence over the profitability standard of the project in the long run. 
[bookmark: _Toc225365864]Regulatory and Compliance Risk: 
In the United Kingdom the regulatory compliance mainly represents a streak approach specifically in relation to finance, energy and technology. A project with long term regulatory approval is generally considered as the rescue approach if the generated cash flows volume is slower. In the United Kingdom the primary engagement of sustainability initiatives is constantly expanding and initiate certain challenging positions also in the form of additional financial burden. 
[bookmark: _Toc225365865]Labour Market and Operational Risks: 
The post Brexit immigration challenge imposed the circumstances of labour supply issues related to the construction, hospitality and logistic business which ultimately increased the operational cost positions of business rapidly. The inflation in wage is initiating a certain challenging position to the business operating values. 
[bookmark: _Toc225365866]Customer Behaviour and Market Demand: 
According to the present competitive market structure and the fluctuated positioning engagement in customer demand the formulations of economic uncertainty generally initiate a certain challenging position for the business operating values and a proper profit initiation engagement purpose. Even the digitalised presence and the supply chain positions with the social media influences related to the promotional engagement also formatting a competitive challenging approach for this type of business positioning purpose. 
[bookmark: _Toc225365867]Recommendation
For evaluating the capital rationing with the budgeting level of £100 million, mainly a combination of two different projects is considered with the formulations of which a proper financial attributes and project accountability can be established. To initiate this type of analysis the applications of net present value (with 10% discounting) are mainly considered as it can provide the excellent financial returning ability for each project.
	Projects
	Total Present Value
	Initial Investment
	Total NPV

	Project A and B
	(41.314 + 41.69) = 83.004
	100
	-16.996

	Project B and C
	(41.69 + 48.005) = 89.695
	100
	-10.305

	Project A and C
	(41.314 + 48.005) = 89.319
	100
	-10.681



Associated with the present analysis structure, it can be recognized that in the presence situation initiating and investment over the project B and project C will be accountable for the operating growth and stability in a long term prospective in the form of absolute liquidity return compared to the general combinations of other project performances generally with the consideration of £100 million as initial investment value. Although the presence of such general cash flows represents the negative financial engagement, the positioning yield of both the projects indicates the optimal position with the diversified cash flows with the reduced level of risk engagement in the liquidity approach under the project C’s structure.
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