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[bookmark: _n2hd6uiu5h4o][bookmark: _Toc224723157]1. Introduction
Toyota Motor Corporation is a large automobile company in the world and a key player in the global automotive and electric vehicle (EV) market. The company was founded in 1937 in Japan and has established a good reputation due to its innovativeness, efficiency in production and international markets. The growing environmental policies and the need to adopt greener transport are contributing to the growing pace of switching to electric predominance, and financial resources would also be vital in supporting technological investment.
The present report has analysed the FY2021-2025 financial performance of Toyota through financial statements and ratio analysis. It also studies working capital management, suggests financial restructuring policies, and also uses investment appraisal methods to evaluate future capital investment procedures.
[bookmark: _7cm4gqq9wi56][bookmark: _Toc224723158]2. Financial Health Check
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Table 1: Ratios analysis 
(Source: Self-Created)
[bookmark: _t0dh29yook03][bookmark: _Toc224723159]2.1 Overview of Toyota Financial Performance
Financial report FY2021-2025 Toyota financial report indicates a good growth in company revenue, profitability and assets. The net sales in FY2021 improved to 2,118,302 million which, as compared to 2025, improved to 4,084,984 million which shows a growth in the global demand and market growth. There was also an improvement in the gross profit and operating profit which is indicative of efficient operation and control of cost (Xinyao et al., 2023). The net profit increased to 271,247 million as compared to 141,435 million within the same period. The total assets grew to ¥9,403,481 million that is increased by ¥6,503,986 million, and the equity also grew, which points to the improved shareholder value. But the operating cash flow decreased to 171,578 million as compared to 382,386 million and this is an indication that there is a possibility of difficulties in the management of working capital although there was an increase in profitability.
[bookmark: _g3t9p7pw1il8][bookmark: _Toc224723160]2.2 Profitability Analysis
Profitability ratios will balance whether Toyota is able to make profits off of its sales, assets, and shareholder investments. During the five years Toyota recorded relatively steady gross profit margins that ranged between 22-23. The gross profit margin changed marginally into 23.29 in FY2025 as compared to FY2021 which was 23.15. This stability shows that the firm has been successful in controlling the production cost and staying in charge in the international car market (Putra and Daryanto, 2026).
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Figure 1: Profitability Ratios
(Source: Self-Created)
The operating profit margin varied at an average rate within the period. The ratio was 5.58 percent in FY2021 and 5.88 percent in FY2022 and then reduced to 5.03 percent in FY2023. It then increased to 5.43 percent by FY2025. These results indicate that profitability has been affected by operational costs, as well as external market elements but the trend is relatively steady.
Net profit margin had the same fluctuations. The ratio was slightly higher than that of FY2021 (6.68%), and then higher than FY2022 (6.85%), and lower in FY2023 (5.88%). In 2025, the net profit margin has gone back to 6.64, which means that the company has shown better results in the last couple of years.
The Return on Assets (ROA) went up to 2.88 in FY2025 compared to 2.17 in FY2021, which is an indication of efficiency in the usage of assets to make a profit. This growth implies that the asset base of Toyota has improved in the course of the years (Mishra and Celestin, 2025).
Also in overall Return on Equity (ROE) growth was positive. The ROE of FY2021 was 4.26% and decreased to a transitory period of 3.85% in FY2024 before rising to 5.41% in FY2025. The increase in ROE shows that Toyota has been in a position to raise returns to shareholders by growing profitability and retained earnings.
All in all, Toyota profitability ratios indicate a comparatively stable financial performance with slow increase in proportion of asset utilisation and returns to shareholders.
[bookmark: _bcuaskgjfily][bookmark: _Toc224723161]2.3 Liquidity Analysis
Liquidity ratios are used in examining how a company can meet its short term financial commitments. The current ratio of Toyota has been above 1 during the five years showing that current assets were always greater than current liabilities (Babo et al., 2024). The current ratio has also improved by increasing to 1.64 in the FY2021 year and stood at 1.92 in the FY2025 year, which indicates a progressive check on the short-term fiscal transparency of the firm.
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Figure 2: Liquidity Ratios
(Source: Self-Created)
The current ratio that is more conservative is the quick ratio that is not inclusive of inventories as current assets. Toyota has an increment of 1.39 in FY2021 to 1.53 in FY2025. This is an improvement which means that the company has enough liquid assets to finance its short term obligations without substantial liquidation of inventory (Mojumder, 2025).
The improving liquidity position is an indication that Toyota has had a very good financial management and the working capital base is stable. The fact that both liquidity ratios have steadily improved is a pointer that the company is in a good position in terms of covering short term financial commitments.
[bookmark: _vy4c9fbjhdxr][bookmark: _Toc224723162]2.4 Efficiency Analysis
Efficiency ratios are the ratios used to analyse effectiveness of the company in using its assets and operational resources. The asset turnover ratio of Toyota was also on the rise with 0.33 in FY2021 to 0.43 FY2025, which indicates that the company has become more effective in converting its assets into revenues (Vahedi et al., 2026).
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Figure 3: Efficiency Ratios
(Source: Self-Created)
The performance in inventory management had moderate changes throughout the period. The inventory days grew to 66 days in FY2021 and approximated 77 days in FY2024 and then decreased slightly to 72 days in FY2025. The short-run upsurge means that the inventory levels increased compared to the cost of sales which could be an indication of disruption in the supply chain or higher production capacity.
Days of receivables were relatively high during the period and went between 150 days and 150 days. The amount of receivable days decreased compared to the 166 days in FY2021 to around 154 days in FY 2025, which shows some positive progression in credit management practices at the company (Jia, 2026). The rather prolonged collection period, however, tells that Toyota offers prolonged credit conditions to the customers and distributors.
The number of payable days reduced dramatically to an estimated 102 days in FY2025 as compared to 138 days in FY2021. This decrease shows that Toyota is paying suppliers faster which can improve relationships with suppliers and also pressure on working capital.
Generally, efficiency ratios indicate that Toyota has enhanced the use of assets but it might experience difficulties with regard to the management of working capital.
[bookmark: _izn0b4pmxeif][bookmark: _Toc224723163]2.5 Gearing and Financial Risk
The gearing ratios are used to assess the degree of dependence on debt by a company. The debt-to-equity ratio of Toyota was lower than 1, as it was during the period, which means that the debt has the same share with equity (Bhattacheryay, 2023). The ratio has dropped down to 0.87 in FY2025 compared to 0.96 in FY2021, implying that the company has been cutting down progressively on the debt ratio vis-a-vis equity.
Interest coverage ratios show that the company can fulfil interest payments of operating profits. The interest coverage ratio of Toyota has risen significantly to 21.84 times during FY2022 compared to 12.02 times during FY2021 and going down to 9.37 times during FY2024. It again increased to 13.97 times in FY2025. Although it has fluctuated, the ratio is still well above the normal risk limits, which means that Toyota has a high ability to service its debt factors.
All in all, the financial profile of the company seems to be financially healthy with moderate leverage and strong interest coverage.
[bookmark: _a3tq0711n378][bookmark: _Toc224723164]2.6 Cash Flow Performance
Cash flow ratios help one understand how a company can make cash out of operations. Toyota operational cash flow ratio has fallen to 0.11 in FY2025 as compared to 0.32 of FY2021. This reduction of cash flows implies that the operating cash flows are dwindling in comparison with current liabilities (Okanga, 2022).
Equally, the cash flow to debt ratio improved to 0.12 in FY2021, and 0.04 in FY2025 meaning that the company has lost its capacity to cover up total liabilities with help of operating cash flows.
Cash coverage of interest also decreased greatly, that is, 71.38 times in FY2021 reduced to 16.45 times in FY2025. Despite the ratio being comparatively healthy, the negative style reveals that the performance of cash flow is worse than it used to be in the past years (Lee and Raschke, 2023).
These dynamics indicate that the profitability of Toyota has been getting better, and the rate of increase of the operational cash generation has not been equal.
[bookmark: _kfr80mlghmkr][bookmark: _Toc224723165]2.7 Key Financial Strengths and Threats
The financial analysis shows that there are a number of strengths in the financial position of Toyota. The company has shown high increase in revenue, better profitability and consistent capital structure. The liquidity ratios show that Toyota has enough current assets to fulfil the short-term liabilities, and the medium level of leverage minimises the risk of financing.
Nonetheless, a number of possible threats can be identified as well. Cash conversion cycle is increasing; this means that working capital is becoming inefficient. Increased level of inventory and length of receivable days can put extra strain on the liquidity unless handled efficiently (Shmelev and Gilardi, 2025). Moreover, the ratios of operating cash flows have been on the decline, and it means that the generation of cash flows in the company through its operating activities has decreased in comparison to its liabilities.
On the whole, the financial position of Toyota is good, yet the working capital management and operational cash flows performance can be better to maintain the long-term financial stability.
[bookmark: _iweo7c1ouhrm][bookmark: _Toc224723166]3. Working Capital Management Analysis
[bookmark: _ji1kae4681vz][bookmark: _Toc224723167]3.1 Cash Operating Cycle
The management of working capital is important in the automobile industry due to the fact that there is a lot of production on a large scale, the large number of suppliers and credit sales that may put up considerable amounts of cash in their daily operations (Simamora et al., 2025). The cash operating cycle of Toyota can be measured by the use of inventory days, receivable days and payable days and the general cash conversion cycle which are a combination of all these days to the overall cash conversion cycle that is a measure of how well its operations are transformed into cash.
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Figure 4: Cash conversion cycle
(Source: Self-Created)
Inventory days of Toyota improved to 75.28 days in 2022 (an increase of 75.28 days compared to 66 days in 2021), however with steady drop in inventory it continued to increase to 72.07 days in 2024 and then 72.20 days in 2025. This means that the average inventory held was higher as per FY2021 implying that greater amount of capital was represented in the sale of its vehicles, parts, and raw materials (Pratama et al., 2022). Receivable days had also been elevated and stood at 166 days in FY2021 and slightly worse to approximately 151 days in FY2022 and FY2023 and then improved to 156.07 days in FY2024 and 153.74 days in FY2025. The long collection period is an indication that a high level of working capital is being held as customer credit.
In the meantime, the payable days dropped as well, as FY2021 showed 138 days and FY2025 was 102.37 days. This means that Toyota has been paying suppliers faster. This led to an increase in cash conversion cycle of 94 days to 123.56 days indicating lower working capital efficiency and an increased burden on operating cash flow.
[bookmark: _rqm9j2vrx4sh][bookmark: _Toc224723168]3.2 Working Capital Problems
There are two key working capital issues. To begin with, the Toyota receivable period is abnormally high. The number of collection days exceeding 150 days will imply that large amounts of money were tied up in customer credit. This undermines cash to reinvest and use it in payment of debts and flexibility on operations. It can also expose it to credit risk in case the customers forward payments further.
Second, the company has increased inventory holding as compared to FY2021. Increased inventory can contribute to preventing production disruption, particularly in a business subject to periodic supply disruption, but increased spaces, insurance, and obsolescence. A high inventory in a dynamic automotive market would lead to high risk (Mazur, 2026). Once the demand among the consumers changes or the technology changes at a rapid rate. Collectively, the prolonged cash conversion cycle is placed by high receivables and increasing inventory into obesity of operating cash flow efficiency.
[bookmark: _wmwi7zg31zwc][bookmark: _Toc224723169]3.3 Strategies to Improve Liquidity
Toyota has a stronger working capital to enhance liquidity. The first is to manage its receivables better. This may involve stricter credit screening, better payment conditions, stricter enforcement of the follow-up and the selective provision of early payment discounts. Quick collection would mean less cash is carried in the receivables and better the operating cash flow.
The second strategy is supplier credit negotiation. Despite the importance of good relations with suppliers, Toyota might also revise the conditions to pay and have a more balanced value between commercial goodwill and maintaining liquidity (Ali Khan and Siddiqui, 2023). The moderate extension of the payable period without the harm to the confidence of suppliers would allow extra short-term funding and less strain on the cash reserves.
The third strategy is inventory optimization. Unnecessary stockholding can be minimised by improving demand forecasting, tight control of inventory, and improving coordination of procurement and production. This would free up the cash that would be in the inventories and enhance the overall operating cycle. Such reforms would enable a stronger liquidity without making significant alterations to the capital structure of the company.
[bookmark: _evyejak6njjk][bookmark: _Toc224723170]3.4 Short-Term vs Long-Term Financing
Bank overdrafts and trade credit are temporary financing methods that are beneficial to meet temporary liquidity shortages. Bank overdraft gives flexibility and fast access to cash hence it is apt when it comes to seasonal or unplanned working capital. Nevertheless, it may be costly when interest rates increase and cause a pressure of refinancing in case it is utilised in full (García-Cutrín and Rodríguez-García, 2024). Although trade credit is less expensive and of course associated with business activity, over reliance may cause poor supplier relationships in case payment is made after negotiated time.
There is long-term finance (bonds and equity financing) provision. Bonds would supply huge sums of capital with a comparatively low predictable cost and they are suitable in strategic investment or restructuring. They however add to the fixed financial commitments and expose the company to interest rate and refinancing risk. Equity financing also enhances the balance sheet and is not accompanied by an obligatory interest payment, nevertheless, it can weaken the dominance of the existing shareholders and lower the earnings per share.
In the case of Toyota, short term finance proves to be more efficient in temporary working capital demands whereas long-term finance is used when the investment in question entails a strategic aspect. A mixed financing system is thus required where working capital reforms are to be employed first in order to decrease unwarranted reliance on external funding.
[bookmark: _90z4vdvqg8fe][bookmark: _Toc224723171]4. Strategic Financial Restructuring Plan
[bookmark: _hv77pwx2rgb][bookmark: _Toc224723172]4.1 Need for Financial Restructuring
The financial analysis of Toyota is showing an essentially strong company with new tensions that are compelling it to acquire selective financial structuring. The net sales were growing between the FY2021-2025 as there was an increase in net sales by ¥2,118,302million to ¥4,084,984million and a rise in net profit by 141,435million to 271,247million. It was profitable and had gross profit margins ranging between 22-23 and net profit margins between 6-7 (Nwachukwu et al., 2024). The liquidity also has been enhanced because the current ratio has risen by 1.64 to 1.92, and the quick ratio has risen by 1.39 to 1.53, a good short-term liquidity.
Nevertheless, there are inefficiencies at the backdrop. The cash conversion cycle was improved as compared to FY2021 (94 days) with 123.56 days in FY2025, indicating that the company took longer to convert its operations into cash. The receivable days and inventory were above 150 and 70 days respectively, which is an indication of capital being tied in working capital. Meanwhile the operating cash flow has dropped sharply to 171,578 million cash flow as compared to 382,386 million and operating cash ratio has decreased to 0.11 compared to 0.32.
Such trends imply that financial restructuring is needed not because it is weak, but because they want to become more efficient, generate more cash, and invest in EV technologies and innovations over the long term.
[bookmark: _ib6w9z41prth][bookmark: _Toc224723173]4.2 Possible Restructuring Strategies
One of the restructuring strategies available to Toyota is selective asset divestiture. The company has a huge and varied asset portfolio, consisting of non-core investments which might not be relevant to its future EV-oriented expansion. The disposal of non-strategic or nonprofit-making assets will unlock funds to be reinvested in high-growth business units including battery technology, EV initiatives and digital mobility, as well as enhance asset efficiency and returns (Palhau et al., 2024).
Another significant strategy is strategic partnerships. Existence of collaboration in the field of semiconductors, batteries and mobility software will help in cutting the cost burden and speeding up the innovation. Joint ventures provide Toyota with the access to the new technologies and resolve the risks sharing without depending only on the internal investments, which are extremely important in a fast-developing EV market.
Long-term strategic projects that are highly uncertain can also be financed through equity. It consolidates the balance sheet and provides liquidity to the company at least financially, though it can dilute the shareholder ownership. Also, debt restructuring may enhance financial efficiencies because of refinancing and matching the debt maturity with the investment periods (Kumar et al., 2025).
In general, a selective and balanced restructuring would render Toyota more financially strong and it would favour long-term strategic development.
[bookmark: _m6ciqbf0rro3][bookmark: _Toc224723174]4.3 Impact on Shareholder Value
The restructuring decisions are to be measured in terms of influence on the shareholder value. Shareholder value has also improved by increasing retained earnings, profitability, and equity in the case of Toyota in the past five years. These gains can further be improved through effective restructuring which would work to increase capital efficiency and long term returns.
The value of asset divestiture is the redirection of the funds of low-performing assets into more lucrative investments, enhancing profitability and capital discipline. VSP also facilitates the value creation through minimising innovation expense, risk, and faster access to higher technology, especially in the EV industry (Hong, 2024). Even though equity financing may water down ownership, it may add value when it is utilised in ventures that yield returns at rates above cost of capital. Value can also be enhanced through debt restructuring which will lower financing cost and enhance stability of cash flow.
The balanced capital structure of Toyota implies that reorganisation must be directed towards improving the quality of capital instead of raising the leverage, which will preserve investor confidence and financial sustainability in the long run.
[bookmark: _sakovxg5yrcj][bookmark: _Toc224723175]4.4 Operational Flexibility
A significant advantage of financial restructuring is enhanced flexibility in terms of operations. Flexibility is required in a swift automotive market in order to sustain the capacity to invest and innovate. Toyota needs to invest in battery technologies, digital technologies, low-emission production, supply chain robustness, and customer-facing technology (Mayndarto et al., 2026). These investments need financial investments as well as managerial flexibility.
In case capital is trapped in working capital inefficiencies or assets of low returns, the efficiency of Toyota in responding to new market opportunities may be minimised. Working capital reform and asset divestiture would free up internal cash which can be reinvested into innovation. Flexibility would also be enhanced through the strategic partnerships since Toyota will be able to manage the risk sharing and access specialist capabilities more rapidly than in the case of in-house development (Burdak et al., 2025).
Restructuring debt allows flexibility in that the debt repaying requirement is adjusted to the timing of long-term project returns. Equally, selective equity financing can offer a stable source of funds to the transformational investments that may not yield direct cash flows. Financial restructuring thus promotes not only the balance sheet strength, but also the capacity of the company to take decisive action in a competitive and uncertain market.
[bookmark: _o901dqxi2ggj][bookmark: _Toc224723176]4.5 International and Ethical Considerations
Toyota has operations around the world and therefore, the restructure of finances should take into account both international and ethical concerns. Currency risk is one of its major factors. The revenues, costs, assets, and liabilities are distributed among a large number of countries, which puts the company at risk of fluctuations in exchange rates. 
Another pertinent matter is taxation. The company should also make sure that the restructuring decisions that can be made, like divestiture, forming partnerships or financing in another country, should be tax-efficient, but at the same time, transparent and legitimate (Süzen, 2023). Aggressive tax practice can cause damage to reputation and risk of increased regulation. Sustainable taxation policy is more in line with the creation of long-term values.
Inflation is also relevant. Increased inflation may increase the cost of production, interest rates and stock prices. This impacts on working capital requirements as well as the capital budgeting decisions. An adaptable financing system can make Toyota adapt to the inflationary pressure and have the ability to invest.
CSR should be of central concern to the restructuring. Environmental performance, labour practises, supply chain ethics and sustainable innovation have a direct impact on brand value and investor confidence in the automotive industry. Any reorganisation must then help uphold the larger customer, employee, supplier, regulatory, and societal-related accountability of Toyota (Redhu et al., 2026). Ethical standards and long-term sustainability should not be sacrificed in favour of financial efficiency.
[bookmark: _u7gfazwe7m57][bookmark: _Toc224723177]5. Investment Appraisal and Capital Budgeting
[bookmark: _yt0cun9drxy0][bookmark: _Toc224723178]5.1 Overview of Proposed Projects
Toyota must consider three alternative investment projects that will entail initial capital expenditure of £50 million. These projects vary with the time and amount of anticipated cash flow during five years and as such, comparative financial analysis is required.
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Table 2: Proposed projects 
(Source: Self-Created)
Project A offers inflows of cash amounting to 10 million pounds, 12 million pounds, 14 million pounds, 10 million pounds, and 8 million pounds within a period of five years. The present project has an average and quite stable returns with higher inflows in the middle period. Project B has a regular and expected pattern which helps bring a steady and predictable pattern which makes it earn £11 million on an annual basis within the five years. This standardised format will lower the risk of uncertainty but could limit potential upside (Nina et al., 2025). In Project C, the distribution is less steep with less initial returns of £5million and 10 million, and a lot higher inflows on the year two, three, and four of 20million and 25million respectively.
These differences point to the variation in the nature of investments. Project A represents balanced growth, Project B represents stability and Project C represents greater returns in the later periods. Based on these differences, an overall assessment based on various financial methods is required to ascertain the liquidity, profitability, and value creation aspects.
[bookmark: _3ko0xwgkruya][bookmark: _Toc224723179]5.2 Investment Appraisal Methods
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Table 3: Project Appraisal analysis 
(Source: Self-Created)
Payback period is a measure of the speed at which the initial investment can be repaid with cash inflows. The technique is especially applicable when determining liquidity risk and susceptibility to uncertainty. It however does not account for cash flows that are obtained after the break even point and it does not apply the time value of money, which diminishes its application as a decision tool in its own right.
Accounting Rate of return (ARR) is a measure of average accounting profit expressed as a percentage of the initial investment. It is a straightforward calculation of profitability using financial statements (Birsan, 2024). ARR however is based on accounting profit and not cash flow thus does not take into account timing of returns, which undermines its dependability when making capital budget decisions.
The Net Present Value (NPV) is the most popularly held as the most sound technique of appraisal. It is used to value future cash flows discounted at the level of required rate of return, which in this case is 10 percent and then compares the initial investment. A positive NPV would mean that it adds value whereas a negative NPV would mean that the project does not earn the needed back.
The Profitability Index (PI) is a report that represents the current value of the future inflows against the investment. A PI of over 1 means that the project is viable whereas a PI of less than 1 means that the project is rejected (Tóth et al., 2025). The method is most applicable in cases of capital rationing when funds available to invest in place are scanty.
The Internal Rate of Return (IRR) is used to show the discount rate at which NPV is zero. It offers a natural scale of return and this may be compared to the rate needed. But sometimes IRR will provide misleading ranking in cases when there is a great divergence in the size or timing of projects.
[bookmark: _dilxbyi8ryxu][bookmark: _Toc224723180]5.3 Project Evaluation Results
The payback outcomes indicate that Project C is the best with a payback period of 3.60 years. Project A is recovered in 4.50 years whereas Project B is recovered in 4.55 years. Project C will obviously be better on payback basis as it will settle the initial capital at a faster rate and this will eliminate loss of exposure to uncertainty and provide liquidity.
The results of ARR are also favourable to Project C, whereby the ARR is 1.60, 2.00 and 6.00 in Project A, Project B and Project C respectively (Kawai, 2024). This indicates that Project C is the one that creates the highest average accounting return.
The 10% discount rate analysis of NPV yields negative values in all three projects. The NPV of Project A, B and C is -8.7 million, -8.3 million and -2.0 million respectively. These outcomes suggest that no one of the projects can be profitable with regard to the necessary minimum. Project C is the best performer however since its NPV is the least negative.
PI and IRR also support the same conclusion. Project A PI = 0.826, Project B PI = 0.834 and Project C PI = 0.960. All values given are less than 1 and therefore none of the projects is viable at 10 percent discount rate (Ghelani, 2023). Project A, Project B, and Project C have IRRs of 2.72, 3.26 and 8.59 respectively. Once again, the best result is achieved on Project C yet all the IRRs are less than the 10% hurdle rate.
All in all, the appraisal outcomes indicate that Project C is the best project in terms of majority of the criteria, with no project being accepted in terms of finance at a 10 per cent cost of capital.
[bookmark: _33rx7ouqnbv2][bookmark: _Toc224723181]5.4 Investment Decision
The overall rule of decision to be used in capital budgeting is to accept a project where the NPV is positive and reject one where the NPV is negative. At the 10% discount rate, as all three projects produce negative NPVs, it would mean that financially the best decision to make is to remove all the options (Anuno et al., 2024). This will make sure that there is no capital invested in some investments that do not generate value to shareholders.
Nonetheless, in the real-life business world, investment decision-making processes will not always revolve around financial measures. The issues of market positioning, technological progress, and competitive advantage may be considered as strategic factors in decision-making. Toyota would be needed to choose one of the projects in the case of negative NPVs, and Project C will be the best choice (Piątek, 2023). It has minimum payback period, maximum ARR, maximum IRR and minimum negative NPV, resulting in preferable choice in consideration with other options which have high negative NPV.
[bookmark: _b3c3f4r2drag][bookmark: _Toc224723182]5.5 Capital Rationing Analysis
Toyota is only able to invest two out of the three projects under a capital limit of the three projects of up to £100 million. The combinations considered are A + B, A + C and B + C. To evaluate these combinations the combined NPVs and profitability indices are to be evaluated.
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Table 4: Capital Rationing Analysis
(Source: Self-Created)
The overall NPV of A + B equals - London business brokers would be the least appealing choice and is -17.0 million. A + C gives an equivalent NPV of - £10.7 million and B + C gives - £10.3 million. B + C is the most desirable of all these as it has the highest or the least negative NPV (Hasibuan et al., 2025).
The Profitability Index proves this conclusion further. The PI of A + B is 0.830, A + C is 0.893 and B + C is 0.897. As such, B + C is the optimal under capital constraint in terms of investment cost.
All the combinations yield negative NPVs despite this ranking meaning that none of the options results in the necessary return threshold. Financially speaking, the right option would be to reject all combinations (Baruwa et al., 2025). Nevertheless, in case investment should be done based on strategic reasons, B + C will be the most harmless.
[bookmark: _avor84o54qqu][bookmark: _Toc224723183]5.6 Strategic Justification
The investment decision that Toyota has made should be viewed in the wider perspective of its financial performance and the industry in which it operates. The company is highly profitable, has steady liquidity and an average leverage (Apu et al., 2022). Nevertheless, the cash flow operating has decreased greatly and the cash conversion cycle has risen signalling the presence of inefficiencies in the working capital management.
These reasons indicate that one should be careful when investing capital in new ventures. Investing in a project with a negative NPV would only add more pressure on the liquidity and lessen the financial flexibility. Thus, the decline of the proposed projects is in line with the financial discipline and shareholder value preservation.
Meanwhile, as the automotive industry and the EV industry are being characterised by the speed of technological change, regulatory demands, and fierce competition. A company can make such investments in such an environment where the payoffs of the investments are not necessarily financial but rather strategic. These can be the acquisition of technological knowledge and venturing into new markets or competitive positioning.
Assuming that such strategic considerations are applicable, the Project C will be the most appropriate alternative as it possesses a better relative performance and investment is recovered promptly (Widyantoro et al., 2026). In the case of capital rationing, the B + C combination would give the most appropriate balance of financial performance and strategic positioning.
Finally, although financial analysis can be used to reject all projects at the 10 percent discount rate, there can be strategic reasons to selectively invest. Any of such a decision must be well considered in line with the long-term goals of Toyota and such financial discipline must be upheld without compromising on innovation and competitive advantage.
[bookmark: _iyoyx21bsgt][bookmark: _Toc224723184]6. Conclusion
The financial performance of Toyota (FY2021-2025) shows that it has remarkable revenues, which has increased profitability and maintained a steady capital base. There are however working capital inefficiencies as high inventory and days outstanding receivables are adding to the cash conversion cycle and undermining operating cash flow. This puts strain on liquidity in the case of favourable operating profits trends.
The recommended process is selective financial restructuring, which involves the optimisation of assets, strategic partnerships, and better management of working capital. This policy is shown by the results of investment appraisal showing that all projects with a 10% discount rate will have negative NPVs. Thus, the projects are not to be accepted, but Project C or B + C can be regarded in case strategic investment should appear.
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Investment Appraisal (Projects A—C)

Discount Rate ‘ 10.0%| |Maximum Capital Budget (£m) ‘ 100.0
Project Cash Flows (£m)

Project / Year Year O |Year 1|Year2 Year 3 |Year 4 |Year 5

ProjectA (50.0)| 10.0| 12.0, 140, 10.0 8.0|
Project B (50.0)| 11.0 110, 1L0] 11.0] 11.0
Project C (50.0) 5.0| 10.0, 20.0; 25.0| 5.0|
Discount Factor @ 10% 1.0000| 0.9091 0.8264| 0.7513 0.6830 0.6209]

Present Value of Cash Flows (£m)
Project APV (50.0) 9.1 9.9 105 6.8| 5.0]
Project BPV (50.0)] 10.0] 9.1 8.3 7.5 6.8
Project CPV (50.0) 4.5 83| 15.0[ 17.1 3.1
Cumulative Cash Flows for Payback (£m)
Project A Cumulative (50.0)| (40.0) (28.0)| (14.0)| (4.0) 4.0]
Project B Cumulative (50.0)] (39.0) (28.0)| (17.0)| (6.0) 5.0|
Project C Cumulative (50.0)| (45.0) (35.0)| (15.0)] 10.0| 15.0
Annual Accounting Profit (£m) [Cash Inflow - Straight-line Depreciation]

Project A Accounting Profit |- - 2.0| 4.0| - (2.0)
Project B Accounting Profit |- 1.0| 1.0| 1.0| 1.0 1.0|
Project C Accounting Profit |- (5.0) -| 10.0] 15.0] (5.0)
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Project Appraisal Summary

Metric Formula Project A |Project B |Project C
Initial Investment (£m) ABS(Year 0 cash flow) 50.0 50.0 50.0
Total Net Cash Inflows (€m) |SUMI(Year 1:Year 5inflows) 54.0 55.0 65.0
Annual Depreciation (€m)  |Initial investment /5 10.0 10.0 10.0
Total Accounting Profit (Em) |Total inflows - initial investment 4.0| 5.0 15.0
Average Annual Profit (Em) |Total accounting profit /5 0.8| 1.0| 3.0|
Payback Period (years) Fractional year using cumulative cash flows 4.50 4.55 3.60
ARR Average annual profit / initial investment 1.60% 2.00% 6.00%
NPV @ 10% (£m) NPV(rate, inflows) + initial outflow (8.7) (8.3) (2.0)
Profitability Index (PI) PV of inflows / initial investment 0.826) 0.834 0.960
IRR IRR(all cash flows) 2.72% 3.26% 8.59%
Rank by NPV (1=best) RANK(NPV, all NPVs, 0) 3 2 1
Accept at 10%? IF(NPV>0, "Yes", "No") No No No
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Capital Rationing Analysis (£100m limit)

Maximum Capital Budget (£m) ‘ 100.0|

Combination Formula Total Initial Investment (£m) |Combined NPV (£m) |[Combined PI [Feasible? |Rank by NPV
A+B Sum of the two chosen projects 100.0] (17.0) 0.830] Yes 3
A+C Sum of the two chosen projects 100.0] (10.7) 0.893| Yes 2
B+C Sum of the two chosen projects 100.0] (10.3) 0.897| Yes 1

Best feasible combination by
NPV

Select the feasible combination with the highest NPV

Reject all at 10%/Budget not
binding

If forced to invest £100m

Choose highest-NPV pair even if all NPVs are negative

B+C
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Category Ratio Formula FY2021 FY2022 |FY2023 |FY2024 |FY2025
Gross Profit Margin (Gross Profit / Net Sales) x 100 23.15%| 22.46%| 22.37%| 23.51%| 23.29%
Operating Profit Margin (Operating Profit / Net Sales) x 100 5.58% 5.88% 5.03% 5.23% 5.43%
Profitability [Net Profit Margin (Net Profit / Net Sales) x 100 6.68% 6.85% 5.88% 6.18% 6.64%
Return on Assets (ROA) (Net Profit / Total Assets) x 100 2.17% 2.43% 2.54% 2.14% 2.88%
Return on Equity (ROE) (Net Profit/ Total Equity) x 100 4.26% 4.61% 5.05% 3.85% 5.41%
Liquidity Current Ratio Current Assets / Current Liabilities 1.64] 1.64] 1.76 1.91 1.92
Quick Ratio (Current Assets - Inventory) / Current Liabilities 1.39 1.33 1.42 1.53 1.53
Asset Turnover Net Sales / Total Assets 0.33 0.35 0.43 0.35 0.43
Efficiency Inventory Days (Inventory / Cost of Sales) x 365 66 75.52 72.95 77.07, 72.20]
Receivable Days (Trade Receivables / Net Sales) x 365 166 151.32 151.05 156.07 153.74
Payable Days (Trade Payables / Cost of Sales) x 365 138 129.74 112.33 109.16 102.37,
Gearing Debt-to-Equity Total Liabilities / Total Equity 0.96 0.90 0.99 0.80 0.87
Interest Coverage Operating Profit/ Interest Expense 12.02 21.84 12.16 9.37 13.97,
Operating Cash Flow Ratio  |Operating Cash Flow / Current Liabilities 0.32 0.23 0.13 0.27 0.11
Cash Flow Cash Flow to Debt Operating Cash Flow / Total Liabilities 0.12 0.09 0.05 0.09 0.04
Cash Interest Coverage (Operating Cash Flow +Interest Paid) / Interest Paid 71.38 65.23 20.66 25.50, 16.45
Working Capital |Cash Conversion Cycle Inventory Days +Receivable Days - Payable Days 94 97.10 111.67 123.97 123.56
Investment  |Earnings Per Share (EPS) Earnings Per Share (¥) 440.28|  580.73 621.17| 736.86| 856.96
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Liquidity Ratios
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