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Executive Summary
This report analyses the financial performance and strategic financial management of the Toyota Motor Corporation in the period FY20202024 as a Chief Financial Officer. The financial health analysis shows that there is a robust rebound following the COVID-19 recession that led to record revenues, profitability and better return on equity in FY2024 with favourable exchange rates and operational efficiencies. Liquidity is high as the company has high net liquid assets and management of working capital indicates competitive cash operating cycle as supported by Just-in-Time system and diversification of the value chain of Toyota. In the restructuring analysis, further dilution of cross-shareholdings, further development of strategic alliances as well as more emphasis on value chain revenues as recommended to enhance capital efficiency and shareholder returns without diminishing financial flexibility. Nevertheless, such risks as the volatility of the foreign exchange, the problem of governance, and the rapid shift to battery electric vehicles can be viewed as the most significant. The results of investment appraisal suggest that Project C is the most favourable option of all the evaluation techniques and the optimum mix of capital allocation with the budget limitations is a blend of Projects C and B.
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[bookmark: _Toc227550579]1. Introduction
The electric vehicle (EV) market in the global arena is evolving at a highly accelerated pace thus exerting a tremendous financial burden on conventional automobile manufacturers to make proper utilization of financial resources (Ja'afar and Zulkifli, 2025). As the biggest car manufacturer in terms of its sales volumes globally, Toyota Motor Corporation has consolidated auto-sales of 9,443 thousand units in the FY2024 (Toyota Motor Corporation, 2024), and is located in the Toyota City, Japan, and founded in 1937. Around the globe, Toyota recorded record-high sales revenues of ¥45,095.3 billion and net income of 4944.9 billion with 577 consolidated subsidiaries and 380793 employees (Kawai, 2022; Putra and Daryanto, 2024). This report was prepared as the Chief Financial Officer and the financial performance of Toyota during the period FY20202024 has been assessed based on the data only available in the Integrated Report 2024. It involves financial health check, working capital management, strategic financial restructuring and investment appraisal of three proposed projects using PBP, ARR, NPV, PI and IRR. 


[bookmark: _Toc227550583]2. Financial Health Check (FY2020–FY2024)
[bookmark: _Toc227550584]2.1 Overview of Five-Year Financial Statements
The five-year financial trend of Toyota under IFRS is the tale of recuperation, stability, and high profitability. The effect of the COVID-19 pandemic and semiconductor shortages limited the production, which in turn led to decreased sales revenues, ¥29,866.5 billion in FY2020 to ¥27,214.5 billion in FY2021 (Helmold et al., 2022). The recoveries in the revenues between FY2022 and FY2024 were strong with a figure of ¥45,095.3 billion being achieved partly due to the weakness of the yen (¥/$ average in FY2020 was 145, and in 2024, it was 109). The operating income fell to ¥2,197.7 billion in FY2021 and then rose to record levels of ¥5,352.9 billion in FY2024 - more than twice the levels in FY2021. The total assets grew to 90,114.2 billion out of 53,972.3 billion influenced by organic profits retention and FX translation (Kawai, 2020). The capital expenditure increased to ¥2,010.8 billion by investing in BEVs and batteries, which had increased to ¥1,372.3 billion (Toyota Motor Corporation, 2024).
[image: ]Table 1: Toyota Five-Year Key Financial Data (¥ Billions, IFRS)










Source: Toyota Motor Corporation Integrated Report 2024, Financial Summary (Consolidated).
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Figure 1: Sales Revenue FY2020–FY2024. Source: Toyota Motor Corporation Integrated Report 2024.
[bookmark: _Toc227550585]2.2 Comprehensive Ratio Analysis
Ratio analysis is an evaluation of the financial health of Toyota based on six dimensions which include profitability, liquidity, efficiency, gearing, investment and cash flow. Table 1 contains all of the ratios calculated. All the calculations are presented in Appendix B (Pietrzak, 2024).
Profitability Ratios
The operating profit margin has improved to an all-time high of 11.9% in FY2024 as compared to 8.0% in FY2020 due to positive foreign exchange, increased volumes, and structural cost reforms by the Toyota Production System (Hadid, 2019). The net profit margin had increased to 11.0 as compared to 6.8. The ROE increased to 15.8% (which is slightly lower than the Toyota objective of 17.5) and ROA rose to 6.0 percent (Toyota Motor Corporation, 2024). In comparison, in 2023, Volkswagen got an operating margin of about 3.4 and Hyundai about 8.3, which means that Toyota is exceptionally profitable in the group of its competitors (Helmold et al., 2022; Putra and Daryanto, 2024).


Table 2: Profitability Ratio Analysis (FY2020–FY2024)
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Source: Computed from Toyota Motor Corporation Integrated Report 2024. Formulae in Appendix B.
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Figure 2: Operating Income vs Net Income FY2020–FY2024. Source: Toyota Motor Corporation Integrated Report 2024.
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Figure 3: ROE and ROA FY2020–FY2024. Source: Computed from Toyota Motor Corporation Integrated Report 2024.
[bookmark: _Toc227550586]Liquidity Ratio Analysis
Formulae: The total liquid assets are included in the Financial Summary of Toyota. The net Liquid Assets (automotive) indicates the amount of cash, deposits and bonds in the automotive segment subtracted by the interest-bearing debt as reported by the CFO message of Toyota. They are utilized as a substitute of the current ratio since Toyota does not specifically document current assets and current liabilities in the summary of its integrated report (Toyota Motor Corporation, 2024; Ahkam and Alom, 2019).
Table A: Liquidity Analysis (FY2020–FY2024)
	Liquidity Metric
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	Total Liquid Assets (¥B)
	8,602.6
	11,579.4
	10,517.3
	11,313.7
	15,079.5

	YoY Change in Liquid Assets (¥B)
	—
	+2,976.8
	−1,062.1
	+796.4
	+3,765.8

	Net Liquid Assets – Automotive (¥T)
	8.1T
	8.3T
	9.0T
	12.6T
	13.1T

	Liquid Assets as % of Total Assets
	15.9%
	18.6%
	15.5%
	15.2%
	16.7%

	Policy Benchmark
	6-month fixed cost cover
	6-month fixed cost cover
	6-month fixed cost cover
	6-month fixed cost cover
	6-month fixed cost cover ✓


Source: Toyota Motor Corporation Integrated Report 2024
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Figure A: Liquidity – Total Liquid Assets vs Net Liquid Assets
The liquidity position of Toyota improved during the five years in a great way. Total liquid assets grew from ¥8,602.6 billion in FY2020 to ¥15,079.5 billion in FY2024, a 75.3% increase. The short-term drop in FY2022 (to ¥10,517.3 billion) was due to a higher capital expenditures investment in BEV infrastructure. By September 2024, net liquid assets within the automotive segment stood at ¥13.1 trillion, easily surpassing the six-month policy of Toyota, which stated that it would have six months of fixed cost cover (Toyota Motor Corporation, 2024). This places Toyota on a material multiplier over Volkswagen, which had a net liquidity of around 35 billion (=¥5.7 trillion) by 2023, highlighting the outstanding financial safety margin at Toyota (Ahkam and Alom, 2019).
Efficiency Ratio Analysis
Formulae: Asset Turnover = Sales Revenue ÷ Total Assets | CapEx-to-Depreciation Ratio = Capital Expenditures ÷ Depreciation Expenses | CapEx as % of Revenue = Capital Expenditures ÷ Sales Revenue × 100 | R&D as % of Revenue = R&D Expenses ÷ Sales Revenue × 100
Table B: Efficiency Ratio Analysis (FY2020–FY2024)
	Efficiency Ratio
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	Asset Turnover (×) [Revenue ÷ Total Assets]
	0.553×
	0.437×
	0.464×
	0.500×
	0.500×

	CapEx-to-Depreciation (×) [CapEx ÷ Depreciation]
	1.71×
	1.48×
	1.33×
	1.36×
	1.61×

	CapEx as % of Revenue [CapEx ÷ Revenue × 100]
	4.59%
	4.75%
	4.28%
	4.32%
	4.46%

	R&D Expenses as % of Revenue
	3.72%
	4.01%
	3.58%
	3.34%
	2.67%


Source: Computed from Toyota Motor Corporation Integrated Report 2024. Formula: Asset Turnover = Sales Revenue ÷ Total Assets.
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Figure B: Efficiency – Asset Turnover and CapEx-to-Depreciation Ratio, FY2020–FY2024.
The asset turnover decreased by 0.553 times in FY2020 and 0.437 times in FY2021 as the asset base increased and the revenue dropped in the period of the pandemic and returned to 0.500 times in FY2023-2024. This drop is indicative of the nature of automotive manufacturing that requires a lot of capital over operational inefficiency (Hadid, 2019). The CapEx to depreciation ratio of 1.61 times in FY2024 proves that Toyota is investing 61 times higher than the asset replacement rate, which indicates that Toyota is using growth-oriented capital strategy in line with the planned ¥5 trillion of BEV investment (Michelon et al., 2020). The intensity of R&D decreased to 2.67% and 3.72% with growth in revenue compared to growth in R&D spending, instead of a lack of innovation commitment, it would be described as disciplined cost control (Toyota Motor Corporation, 2024).
Gearing Ratio Analysis
Formulae: Equity Ratio = (Shareholders Equity/Total Assets) x100 = Shareholders Equity/Total Assets. Equity Growth = Current Year Equity. Note: Toyota does not provide a separate debt-to-equity ratio of the automotive segment of Toyota in relation to the financial services division. The main gearing indicators of the automotive business are thus the equity ratio and net liquid asset position (Iancu et al., 2017; Wang, 2024).


Table C: Gearing / Capital Structure Analysis (FY2020–FY2024)
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Source: Computed from Toyota Motor Corporation Integrated Report 2024. Net liquid assets disclosed in CFO Message, p.98.
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Figure C: Gearing – Shareholders' Equity and Equity Ratio, FY2020–FY2024.
The equity ratio was also extremely steady during the review period even though the total assets increased by 67% in ¥53,972.3 billion to 90,114.2 billion, the equity ratio stayed in a tight range between 37.6 and 38.8. This constancy shows that equity development (stimulated by retained earnings) was in synergy with expansion of the asset base. The automotive segment also had a net cash position within all years, with net liquid assets of ¥13.1 trillion as of September 2024 (Toyota Motor Corporation, 2024). This proves that Toyota has concentrated gearing in the financial services sector and is not representative of the financial risk profile of the manufacturing business (Iancu et al., 2017). The increase of ¥5,882.2billion in equity in FY2024 was due to high net income of ¥4944.9billion and positive gains of foreign exchange translation (Wang, 2024).
Investment Ratio Analysis
Formulas: Payout Ratio = Total Cash Dividends/ Net Income x 100 | Total Shareholder Return = Total Dividends + Share Repurchases/ DPS growth measured on post-split basis (five-for-one stock split made in October 2021) as reported by Toyota in its Financial Summary (Toyota Motor Corporation, 2024).
Table D: Investment / Shareholder Return Ratios (FY2020–FY2024)
	Investment Ratio
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	Cash Dividends Per Share (¥, post-split)
	¥44
	¥48
	¥52
	¥60
	¥75

	Total Dividends Paid (¥B)
	610.8
	671.0
	718.2
	816.9
	1,011.7

	Share Repurchases (¥B)
	199.9
	249.9
	435.6
	299.9
	1,099.9

	Total Shareholder Return (¥B)
	810.7
	920.9
	1,153.8
	1,116.8
	2,111.6

	Payout Ratio (%) [Dividends ÷ Net Income × 100]
	30.2%
	29.8%
	25.3%
	33.4%
	20.4%

	Return on Equity – ROE (%)
	10.0%
	10.2%
	11.5%
	9.0%
	15.8%

	Return on Assets – ROA (%)
	3.8%
	3.9%
	4.4%
	3.5%
	6.0%


Source: Toyota Motor Corporation Integrated Report 2024
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Figure D: Investment Ratios – Dividends & Share Repurchases (left); Dividends Per Share trend (right). Source: Toyota Motor Corporation Integrated Report 2024.
The investment ratios at Toyota have good and consistent investment on shareholder returns. FY2024 dividend per share increased 70.5 per cent compared to FY2020, ¥44 to ¥75, and overall dividends reached a record ¥1 trillion. The massive share buybacks of ¥1,099.9 billion in FY2024, the highest in Toyota history, brought total shareholder returns to ¥2,111.6 billion, over 2 times the amount of shareholder returns in FY2020 (Toyota Motor Corporation, 2024). The falling payout ratio (30.2 to 20.4) implies that net income is expanding at a much higher rate compared to dividend disbursements and is able to invest the retained earnings in investments of BEV. ROE increased to 15.8, compared to 10.0 years ago, and is moving towards the internal target of 17.5, whereas ROA was 6.0 years later in FY2024 (Rakhmawati, 2025; Kato and Takeuchi, 2016).

2.3 Trend Analysis: Strengths and Threats
The improvement of profitability in FY2024, which is dramatic, is the main strength of Toyota, as the operating income increased by more than twice the FY2021. HEVs, as 28% of the retail vehicle sales in FY2023, have disproportionately large unit economics to ICE vehicles, exemplifying the unit economics of the superior vehicles (Takeuchi et al., 2023). The net liquid asset position of 13.1 trillion and the increasing value chain income (stabilised over 100 billion a year since FY2020) gives resilience and recurrent revenues (Toyota Motor Corporation, 2024).
The major threats are FX sensitivity (an appreciation by 1 yen decreases operating income about by 45 billion yen) and the FY2024 performance is significantly supported by the weak yen. The Daihatsu certification crisis revealed the presence of a governance risk, as well as a temporary suspension of domestic production (Soliman, 2020). The slow BEV launch compared to BYD and Tesla also poses the risk to Toyota of losing market share in high-adoption countries, and the lack of a resolution to semiconductor dependencies also places the supply chain vulnerable to future shocks (Helmold et al., 2022).


[bookmark: _Toc227550587]2.4 Approach to the Financial Position.
The financial health of Toyota in FY2024 is good: ¥4,944.9 billion net income, ¥34,220.9 billion shareholders equity, ¥13.1 trillion net liquid asset and 2,111.6 billion total shareholder returns. But FX normalisation, the cost of BEV transition, the necessity to maintain 5 trillion profit’s frameworks in FY 2025 will challenge the ability of extraordinary FY 2024 tailwinds to be sustained without structural assistance (Kawai, 2022).
 


[bookmark: _Toc227550588]3. Working Capital Management Analysis.
[bookmark: _Toc227550589]3.1 Evaluation of the Cash Operating Cycle.
Liquidity and firm value heavily rely on the proper management of working capital especially in capital-intensive companies like in automotive manufacturing (Ren et al., 2019). The cash operating cycle (COC) is a measure that is used to determine the duration it takes a company to spend cash in order to create a vehicle and the time it takes to get the cash back in the hands of the customer. It is estimated to be: COC = Inventory Days + Receivables Days - Payables Days.
Toyota does not include separate current asset and liability line item in Integrated report financial summary. Nonetheless, based on the data on total assets base and revenues, and utilizing publicly disclosed balance sheet data on the annual filings of Toyota, estimates according to industry standards can be made to illustrate them. The message of the CFO of Toyota recognises it has inventory to supply to the global demand with its entire line of vehicles, and the TPS Just-in-Time system reduces excess inventory at the plant level to a minimum (Bhattacheryay, 2023; Hadid, 2019).
The studies on the multinational working capital management in Toyota show that the company has a typical inventory days of about 30-45 days, receivables days of about 40-55 days and payables days of about 50-70 days, which results in estimated COC of about 20-35 days (Bhattacheryay, 2023; Nurein and Din, 20 This is favourable compared to Volkswagen which had a cash conversion cycle of about 40-50 days, which indicated a longer supply chain and not so strict inventory management. Being a vertically integrated company with battery of its own, BYD has even shorter cycle times on battery component but with higher receivables in its dealer base. The working capital cycle of Hyundai is similar to that of Toyota which is about 25-40 days (Ren et al., 2019).


Table 3: Cash Operating Cycle Comparison 
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Source: Bhattacheryay (2023); Ren et al. (2019); Toyota Motor Corporation Integrated Report 2024. Estimates based on academic research.
[bookmark: _Toc227550590]3.2 Strategies to Improve Liquidity Through Working Capital Reform
Though, the working capital management of Toyota is already currently at a good level, liquidity can still be further reinforced with the help of targeted reforms. The AREA 35 project incorporates the development, production and sales to erase low-demand specifications on vehicles, which reduces the slow-moving inventory and shortens the cash cycle (Toyota Motor Corporation, 2024; Soliman, 2020). The J-SLIM AI-based demand forecasting system allows planning the production more accurately and minimizing the risk of overproduction - especially important in the unstable BEV market (Ja'afar and Zulkifli, 2025; Rajshekhar, n.d.; Zimon and Zimon, 2020).
The growing value chain of Toyota, its parts, accessories, maintenance packages and SAWA extended warranties result in less cyclical cash flows of recurrence that makes it less reliant on the timing of vehicle sale to obtain liquidity (Toyota Motor Corporation, 2024; Ren et al., 2019). Dalci and Ozyapici (2018) validate that recurrent revenues that are stable enhance working capital results. Also, an increase in supplier payables by only five days would, at the current revenue levels in FY2024, free up about ¥617 billion of working capital, a significant liquidity boost that could be part of the current TPS supplier relationships established by Toyota (Hadid, 2019; Chudzicki, 2025).
[bookmark: _Toc227550591]3.3 Long- vs Short-Term Financing.
Toyota has an extensive combination of both short term and long-term financing to assist with its working capital and capital investment. Commercial paper and revolving credit facilities allow managing the seasonal changes in vehicle production and inventory levels in the short term (Atere et al., 2019; Charupat and Sarkar, 2025). As an internal capital market, Toyota Financial Services (TFS) distributes the liquidity to the manufacturing unit when required and the liquidity reserve of six months in the automotive business provides the business with continuity in, not favourable, scenarios (Toyota Motor Corporation, 2024; Ritchken and Wu, 2021).
Toyota has increasingly moved towards sustainability-linked instruments to fund longer-term. Green bonds and sustainability-linked bonds allow setting financing cost and environmental commitments of the company, lowering the financing costs in the event of meeting the sustainability target (Rostami et al., 2025; Islam, 2024). Retained earnings will continue to be the main source of investment funded by long-term: in FY2024, Toyota had ¥4,944.9 million of net income, which allows the company to self-fund a significant portion of its planned ¥5 trillion BEV and battery investment without the need to issue new debt in quantity (Lai et al., 2023; Wang, 2024). The strategy maintains liquidity and maintains a low gearing in the car division - an essential benefit since investment in EVs is still a high-risk idea and market trends are still unclear (Iancu et al., 2017).

 


[bookmark: _Toc227550592]4. Structure financial Restructuring Plan.
[bookmark: _Toc227550593]4.1 The reasons why the finance should be restructured.
The shift of Toyota to the mobility company means that it has to reevaluate the capital structure, asset portfolio, and alliances (Takeuchi et al., 2023). The CFO has recognized that the operating income of FY2024 (¥5.3 trillion) had temporal elements - limited selling costs in order backlogs and extraordinary FX tail winds - that cannot be presupposed as happening again (Toyota Motor Corporation, 2024). This requires reorganization that will actively divert capital to the future mobility and shareholder returns should be maintained (Rostami et al., 2025).
[bookmark: _Toc227550594]4.2 Recommended Restructuring Options
Dis-calculation and Reduction Cross-Shareholding.
In June 2024, Toyota will decrease its number of cross-shareholdings by 126 companies (40 listed) compared to 189 companies (40 listed) at March 2018 (Toyota Motor Corporation, 2024). The cross-shareholding book value (listed 2,827.0 billion) is a large amount of capital that can be unlocked to invest in the BEV and SDV platforms through ongoing disposal towards a target of ¥500 billion asset replacement. This aligns with best practice of capital efficiency, because non-strategic shares of capital are a dilution of the amount of money invested (Kato and Takeuchi, 2016; Islam, 2024).
Strategic Alliances and Joint Ventures.
Instead of absorbing all the development expenses of BEV, Toyota has chosen a "Home and Away" strategy of cooperating with OEMs and CASE technology companies (Toyota Motor Corporation, 2024). An example of this strategy can be the US$894 million investment in Joby Aviation (US$394 million in January 2020 and US$500 million in October 2024) (Takeuchi et al., 2023). Woven by Toyota is the developer of the Arene OS vehicle operating system to license the SDV software in the future. Capital demands are also dispensed by joint ventures in battery and semiconductor supply (Ritchken and Wu, 2021; Lai et al., 2023).
Share Buybacks and Equity Management.
In FY2024, Toyota undertook a 1,099.9 billion share buyback (the largest in Japanese history) to limit dilution by buying back 520 million treasury shares (market value 400bn) and limiting this to 1 trillion (Toyota Motor Corporation, 2024). This enhances the earnings per share and propels ROE to the 17.5% target. Charupat and Sarkar (2025) attest that the proactive buyback programmes are especially useful to companies that possess great operating flexibility.
Value Chain Revenue Growth.
Value chain operating income including parts, accessories, insurance, finance and new SDV upgrade services has been over 100 billion a year since FY2020, and is expected to be increased to 140 330 billion. This diversification will change the earnings mix of Toyota towards recurrent, less capital-intensive revenues (Toyota Motor Corporation, 2024; Nurein and Din, 2017; Chudzicki, 2025).
[bookmark: _Toc227550595]4.3 Effect on Shareholder Value, Debt Structure and Operational Flexibility.
The restructuring of the business will maximize shareholder value in three ways: increased dividends (DPS increased by ¥44 to ¥75 during five years), active buybacks (¥1,099.9 billion during FY2024), and increased ROE. The target of Toyota is to achieve ROE of 17.5%, and the above actions, such as reduction of cross-shareholding, equity buybacks, and increased value chain income growth, are all aimed to speed up the achievement of this target (Kato and Takeuchi, 2016). The decrease in cross-shareholdings and the sale of non-core assets enhance the quality of the balance sheet as the low yield financial assets are replaced by productive operational assets. This will enhance the asset turnover and ROA in the middle term (Iancu et al., 2017; Wang, 2024).
On debt structure front, the division of the automotive and financial services segments would make sure that the manufacturing entity gearing is conservative (Charupat and Sarkar, 2025). The net liquid asset position of 13.1 trillion by September 2024 implies that the automotive business is essentially net debt-free to allow it to have the highest level of operational flexibility to absorb demand shocks, increase BEV manufacturing or make opportunistic acquisitions without distress (Iancu et al., 2017; Ritchken and Wu, 2021). Flexibility in operations is also backed by multi-pathway production capability of Toyota - the same assembly plants can be used to manufacture ICE, HEV, PHEV, and BEV vehicles - which lowers the risk of stranded assets due to the changes in the balance of powertrains during their lifetime (Lai et al., 2023).


[bookmark: _Toc227550596]4.4 International and Ethical considerations.
Currency Risk: Toyota is extremely sensitive to the currency exchange rates of its revenues. As 85% of the vehicle sales are made outside Japan, the company can be significantly impacted by ¥/$$ and 41/yen and 41/euro, on yen-denominated earnings. In the CFO message, it is stated that a one-yen shift against the dollar would have an impact of ¥45 billion on the operating income. The main risk mitigation tool employed by Toyota is natural hedging, i.e., production of the vehicle in the market where the company is operating, where the company has 54 assembly plants worldwide in all the major markets (Toyota Motor Corporation, 2024). Residual FX exposure is addressed with the help of financial derivatives as an adjunct (Helmold et al., 2022).
Taxation: Toyota has to deal with complicated taxation procedures operating in 577 consolidated subsidiaries in various jurisdictions. One of the implications of the implementation of the OECD Pillar Two global minimum tax rate of 15% is the effect on some of the lower-tax jurisdictions in which Toyota operates, but the company has a global presence, so no single jurisdiction is predominant in its tax structure (Toyota Motor Corporation, 2024; Kato and Takeuchi, 2016). Reputational insurance against aggressive tax planning claims is that Toyota pays taxes as a contribution to the community in the area of its establishment according to its original philosophy (Toyota Motor Corporation, 2024).
CSR and ESG: In April 2019, Toyota supported the recommendation of TCFD and provides comprehensive financing disclosures related to climate risks, including scenario analysis at 1.5°C and 4°C of warming (Toyota Motor Corporation, 2024). The 5 trillion commitments to BEV, battery and hydrogen investment portrays the magnitude of resources needed to achieve regulatory carbon target in the global markets of Toyota (Rakhmawati, 2025). The Daihatsu scandal highlights the role of governance as one of the financial risk factors: on top of the reputational damage, the production halts directly equate to revenue loss and the further dilution of fixed costs (Soliman, 2020; Rostami et al., 2025). 



[bookmark: _Toc227550597]5. Capital Budgeting and Investment Appraisal.
[bookmark: _Toc227550598]5.1 The Introduction of Capital Budgeting to the strategic context of Toyota.
Capital budgeting picks long-term investments that are likely to yield returns in the long run (Kengatharan, 2016). In the case of Toyota, capital budgeting is critical to the implementation of the ¥5 trillion BEV and software pledge and operating income discipline (Michelon et al., 2020). PBP, ARR, NPV, PI, and IRR are applied to assess three projects below at a 10% discount rate with a straight-line depreciation to zero (Oki and Sivaruban, 2016). Full workings are in Appendix B. Project A: £10m, £12m, £14m, £10m, £8m | Project B: £11m, £11m, £11m, £11m, £11m | Project C: £5m, £10m, £20m, £25m, £5m (each: initial investment £50m, 5-year horizon).
[bookmark: _Toc227550599]5.2 Assessment in all five ways.
[bookmark: _Toc227550600]Payback Period (PBP)
PBP is the period during which the initial investment is recovered after the cumulative net cash inflows (Al-Mutairi et al., 2018). Project A, Project B and Project C take 4.50 years, 4.55 years and 3.60 years respectively to recover as indicated in Table 4. Project C has the highest payback and, hence, appears first in the criteria. Details of full cumulative cash flow are given in Appendix B.
Accounting Rate of Return (ARR).
ARR compares the annual average accounting profit to the original investment, straight-line depreciation of £10 million annually (i.e. £50m/5 years). Project A achieves an ARR of 1.6%, Project B 2.0%, and Project C 6.0% (Oki and Sivaruban, 2016). Project C has the highest ARR and is in the first position. All ARR operation is in Appendix B.
NPV at 10%
NPV discounts all future gains and losses taking into account the 10% cost of capital to identify net value creation beyond the required return (Kengatharan, 2016; Bakri, 2019). As shown in Table 5, Project A yields an NPV of −£8.677m, Project B −£8.301m, and Project C −£1.984m. Although the three projects present negative NPV at 10 percent, Project C has the lowest negative NPV hence it takes the first position. Appendix B contains the works of full discounted cash flow.
Profitability Index (PI)
PI = Sum of the present values of cash inflows/initial investment. It shows the value created each pound invested, which is especially applicable in capital rationing choices (Al-Mutairi et al., 2018; Oki and Sivaruban, 2016). Project A achieves a PI of 0.826, Project B 0.834, and Project C 0.960. A PI of less than 1.0 over all projects is indicative that none of them complies with the 10% hurdle rate; nonetheless, project C produces the best value of a pound of capital expended, and is in the lead.
Internal rate of Return (IRR)
IRR is the interest rate at which NPV would be zero and it is calculated with the use of linear interpolation between the rates of 5 and 10 percent (Kengatharan, 2016; Bakri, 2019). At 5% NPV of Projects A and B is negative implying that IRR of the project will be less than 5% and even less than 10% hurdle rate. Project C has a positive NPV of 5 percent of +1594m and a negative NPV of -1984m, giving an interpolated IRR of about 8.69 percent - the greatest out of the three projects and nearest to the hurdle rate of 10 percent. Full IRR interpolation works in Appendix B.
5.3 Project Recommendation
The recommended single investment is project C. The recommendation is unambiguous, as it beats all five appraisal criteria: it has the shortest payback period (3.60 years), highest ARR (6.0%), the least negative NPV (− £1.984m), the highest profitability index (0.960), and the highest IRR (approximately 8.69%).
The back-loaded cash flow chart, where the highest inflows are in Years 3 (£20m) and 4 (£25m) is appropriate to the high financial position of Toyota. Even though its initial years inflows are lower (£5m in Year 1, £10m in Year 2), Toyota has enough liquid assets to fund the project during the low-return period without the risk of liquidity issues due to its total liquid assets of ¥15,079.5 billion and net liquid automotive assets of ¥13.1 trillion (Toyota Motor Corporation, 2024;
The ARR of 6.0% of Project C directly aligns with the profitability of Toyota of 6.0% FY2024 and contributes to the ROE trend of reaching the goal of 17.5% (Rakhmawati, 2025). The choice between Project A and B, which has ARRs of 1.6 percent and 2.0 percent, respectively, is significantly below these values and would dilute the performance of Toyota on capital efficiency in a medium-term perspective (Kato and Takeuchi, 2016; Islam, 2024).
Project C has a cash flow pattern consistent with the HEV experience of Toyota in which an initial low-profit investment increased proportionally to operating income share (Kawai, 2022; Takeuchi et al., 2023). In terms of non-financial risks, Toyota has reduced political risk by having 54 assembly plants worldwide, so the company can relocate its production to different locations (Helmold et al., 2022). The expanding value chain of maintenance packages, extended warranty, and SAWA services is another factor leading to customer loyalty risk, which ensures permanent cash flows regardless of any new vehicle sales (Toyota Motor Corporation, 2024). Technological risk can be restricted by the ability of Toyota to produce on multi-pathways, which enables platforms to shift between ICE, HEV, PHEV, and BEV without any wasted assets (Kawai, 2022).
Finally, Project C will be chosen due to its quantitative performance, preference to the financial standards of Toyota, and positive non-financial risk profile.
[bookmark: _Toc227550601]5.4 Capital Rationing: optimum combination with £100 Million Budget.
The maximum number of projects that can be selected is two since the budget available was only £100 million, and each project will cost 50 million. The priority is that under the PI-based capital rationing (ranking projects by the value created per pound invested) Project C (PI = 0.960) will be prioritized first, followed by Project B (PI = 0.834), and finally Project A (PI = 0.826) (Al-Mutairi et al., 2018; Zhang, 2023). The most desirable combination is then Project C + Project B which requires the entire budget of £100 million.
Table 7: Capital Rationing — Optimal Project Selection
[image: ]


Projects C + B are chosen as the optimal portfolio subject to capital of £100 million. The PI-based capital rationing method is a ranking method that relies on the value created per pound of capital invested in a project to rank the projects and the top-ranked projects are then selected until the budget is exhausted (Al-Mutairi et al., 2018; Zhang, 2023). The first project chosen is project C, whose PI is 0.960, and plans to commit £50 million. The second choice is project B, which has a next-highest PI of 0.834, and in which the rest of the 50 million is deployed. Project A, which is not that bad with the PI of 0.826, slightly lower than that of Project B, is ruled out since the budget is completely depleted, having chosen C and B.
The only alternative C + A is not as economical as C + B. NPV C + B = -10.285m is lower in value than NPV C + A = -11.354m and this verifies that C + B destroys less value at the 10% hurdle rate. All three projects have negative NPV at the value of 10, but that the PI-based ranking is the correct tool of selection in capital rationing since it does not just rank the highest value of the total NPV of the project; rather, it measures the proportion of the amount of scarce capital that specific projects will generate (Oki and Sivaruban, 2016; Kengatharan, 201
Complementary cash flow profile Strategy, the C + B portfolio provides a complementary cash flow profile. The predictable, steady inflows of Project B of £11m per year over the five years makes up the low early cash flows of Project C in Years 1 and 2 (5m in Year 1 and 10m in Year 2 respectively). This balance minimizes the overall portfolio cash flow volatility, and it is aligned with the financial strategy provided by Toyota of creating stability of earnings and forward-looking growth investment at the same time (Toyota Motor Corporation, 2024; Ja'afar and Zulkifli, 2025). 

[bookmark: _Toc227550602]5.5 Investment Appraisal Methods: Limitations.
PBP does not put into consideration the cash flows beyond recovery and time value of money (Oki and Sivaruban, 2016). ARR is an accounting-based methodology that is prone to depreciation policy options (Al-Mutairi et al., 2018). NPV and PI are also sensitive to the discount rate. IRR might provide numerous solutions to non-conventional cash flows and might not be consistent with NPV when used alongside capital rationing (Kengatharan, 2016; Bakri, 2019). These five methods should be complemented by sensitivity analysis and scenario testing in practice due to the volatility of the market in EV (Ja'afar and Zulkifli, 2025; Michelon et al., 2020).
 


[bookmark: _Toc227550603]6. Conclusion
In this report, financial performance has been analysed based on the data provided by the Integrated Report 2024 and has been done on four dimensions on Toyota Motor Corporation. Toyota has recorded outstanding FY2024 performances of revenues of ¥45,095.3 billion, operating income of ¥5,352.9 billion, net income of ¥4,944.9 billion, and ROE of 15.8% although one-off FX tailwinds helped (Kawai, 2022; Toyota Motor Corporation, 20 The analysis of working capital ensures that the operating cycle in terms of cash is competitive (23 days) with the proposed improvements in overall liquidity (AREA 35 optimisation) and AI forecasting J-SLIM (Bhattacheryay, 2023; Hadid, 2019). Restructuring plan proposes reduction of cross-shareholding, Home and Away alliances and value chain income increase to push ROE to 17.5% (Takeuchi et al., 2023; Charupat and Sarkar, 2025). Project C represents the best single investment, and the C + B combination is the best 100 million pounds portfolio, with the project C producing the quickest payback (3.60 years), the greatest ARR (6.0%), and the IRR of about 8.69% (Kengatharan, 2016; Michelon et al., 2020). The rigorous capital budgeting and initiative-taking restructuring are key to keeping Toyota as the most financially resilient automaker in the world (Soliman, 2020; Islam, 2024).
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[bookmark: _Toc227550606]Appendix A: Ratio Tables and Graphs
All these ratios are calculations made using information in the Integrated Report 2024 (Financial Summary, Consolidated, pp.133135) of Toyota Motor Corporation. The figures use the IFRS of FY2020 to FY2024. In case there is a need to use average values (ROE, ROA), the previous balance at the year’s end is based on the historical data series of the same report. Detailed source information can be found in Table A1.
Table A1: Toyota Motor Corporation – Key Consolidated Financial Data (¥ Billions, IFRS)
	Financial Metric
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	Sales Revenue (¥B)
	29,866.5
	27,214.5
	31,379.5
	37,154.2
	45,095.3

	Operating Income (¥B)
	2,399.2
	2,197.7
	2,995.6
	2,725.0
	5,352.9

	Net Income (¥B)
	2,036.1
	2,245.2
	2,850.1
	2,451.3
	4,944.9

	Income Before Tax (¥B)
	2,792.9
	2,932.3
	3,990.5
	3,668.7
	6,965.0

	Total Assets (¥B)
	53,972.3
	62,267.1
	67,688.7
	74,303.1
	90,114.2

	Shareholders' Equity (¥B)
	20,618.8
	23,404.5
	26,245.9
	28,338.7
	34,220.9

	Total Liquid Assets (¥B)
	8,602.6
	11,579.4
	10,517.3
	11,313.7
	15,079.5

	Capital Expenditures (¥B)
	1,372.3
	1,293.2
	1,343.0
	1,605.8
	2,010.8

	Depreciation Expenses (¥B)
	803.3
	876.9
	1,007.2
	1,185.0
	1,248.4

	R&D Expenses (¥B)
	1,110.3
	1,090.4
	1,124.2
	1,241.6
	1,202.3

	Cash Dividends (¥B)
	610.8
	671.0
	718.2
	816.9
	1,011.7

	DPS (¥ per share)
	44
	48
	52
	60
	75

	Share Repurchases (¥B)
	199.9
	249.9
	435.6
	299.9
	1,099.9

	Payout Ratio (%)
	30.2%
	29.8%
	25.3%
	33.4%
	20.4%

	Vehicle Sales (000 units)
	8,955
	7,646
	8,230
	8,822
	9,443

	¥/USD Average Rate
	109
	106
	112
	135
	145


Source: Toyota Motor Corporation Integrated Report 2024, Financial Summary (Consolidated), pp.133–135.
Table A2: Profitability Ratio Analysis (FY2020–FY2024)
Formulae: Operating Profit Margin = Operating Income ÷ Sales Revenue × 100 | Net Profit Margin = Net Income ÷ Sales Revenue × 100 | ROE = Net Income ÷ Average Shareholders' Equity × 100 | ROA = Net Income ÷ Average Total Assets × 100
	Ratio
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024
	Trend

	Operating Profit Margin (%)
	8.03%
	8.08%
	9.55%
	7.33%
	11.87%
	▲ Record high FY2024

	Net Profit Margin (%)
	6.82%
	8.25%
	9.08%
	6.60%
	10.97%
	▲ Strong FY2021–22 & FY2024

	Return on Equity – ROE (%)
	10.01%
	10.20%
	11.48%
	8.98%
	15.81%
	▲ Target = 17.5%

	Return on Assets – ROA (%)
	3.82%
	3.86%
	4.39%
	3.45%
	6.02%
	▲ Consistent improvement


Calculation workings: ROE (FY2024) = ¥4,944.9B ÷ [(¥28,338.7B + ¥34,220.9B) ÷ 2] × 100 = 15.81% | ROA (FY2024) = ¥4,944.9B ÷ [(¥74,303.1B + ¥90,114.2B) ÷ 2] × 100 = 6.02%
Source: Computed from Toyota Motor Corporation Integrated Report 2024.
Table A3: Efficiency Ratio Analysis (FY2020–FY2024)
Formulae: Asset Turnover = Sales Revenue ÷ Total Assets | CapEx-to-Depreciation = Capital Expenditures ÷ Depreciation | CapEx % Revenue = CapEx ÷ Revenue × 100 | R&D % Revenue = R&D ÷ Revenue × 100
	Efficiency Ratio
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	Asset Turnover (×)
	0.55×
	0.44×
	0.46×
	0.50×
	0.50×

	CapEx-to-Depreciation (×)
	1.71×
	1.48×
	1.33×
	1.36×
	1.61×

	CapEx as % of Revenue
	4.59%
	4.75%
	4.28%
	4.32%
	4.46%

	R&D as % of Revenue
	3.72%
	4.01%
	3.58%
	3.34%
	2.67%

	Net Liquid Assets (¥ Trillion, automotive)
	8.1T
	8.3T
	9.0T
	12.6T
	13.1T



Table A4: Gearing and Investment / Shareholder Return Ratios (FY2020–FY2024)
Formulae: Equity Ratio = Shareholders' Equity ÷ Total Assets × 100 | Payout Ratio = Total Dividends ÷ Net Income × 100 | Total Shareholder Return = Dividends Paid + Share Repurchases
	Ratio
	FY2020
	FY2021
	FY2022
	FY2023
	FY2024

	GEARING / CAPITAL STRUCTURE
	
	
	
	
	

	Shareholders' Equity (¥B)
	20,618.8
	23,404.5
	26,245.9
	28,338.7
	34,220.9

	Total Assets (¥B)
	53,972.3
	62,267.1
	67,688.7
	74,303.1
	90,114.2

	Equity Ratio (%)
	38.2%
	37.6%
	38.8%
	38.1%
	38.0%

	Net Liquid Position (¥T, automotive)
	8.1T
	8.3T
	9.0T
	12.6T
	13.1T

	INVESTMENT / SHAREHOLDER RETURNS
	
	
	
	
	

	Cash Dividends Per Share (¥)
	¥44
	¥48
	¥52
	¥60
	¥75

	Total Dividends Paid (¥B)
	610.8
	671.0
	718.2
	816.9
	1,011.7

	Share Repurchases (¥B)
	199.9
	249.9
	435.6
	299.9
	1,099.9

	Total Shareholder Return (¥B)
	810.7
	920.9
	1,153.8
	1,116.8
	2,111.6

	Payout Ratio (%)
	30.2%
	29.8%
	25.3%
	33.4%
	20.4%

	ROE (%)
	10.01%
	10.20%
	11.48%
	8.98%
	15.81%

	ROA (%)
	3.82%
	3.86%
	4.39%
	3.45%
	6.02%




Graphs: Ratio and Financial Data Visualisation
Figure A1: Profitability Ratios (FY2020–FY2024)
[image: ]
Figure A1: Operating and Net Profit Margin (left); ROE and ROA (right). Source: Toyota Motor Corporation Integrated Report 2024.
Figure A2: Revenue and Income Trends (FY2020–FY2024)
[image: ]
Figure A2: Sales Revenue trend (left); Operating Income vs Net Income (right). Source: Toyota Motor Corporation Integrated Report 2024.
Figure A3: Efficiency and Shareholder Return (FY2020–FY2024)
[image: ]
Figure A3: Capital Expenditures vs Depreciation (left); Dividends and Share Repurchases (right). Source: Toyota Motor Corporation Integrated Report 2024.


[bookmark: _Toc227550607]Appendix B: Investment Appraisal Calculations
The entire calculation of the investment appraisal of the projects (A, B, and C) is provided in this appendix and is as follows: Each project is initially invested in at 50 million pounds, the projects have a life span of five years, the discount rate is 10 percent and the projects will be depreciated on straight-line basis to zero residual value. There are 5 appraisal techniques used: Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI) and Internal Rate of Return (IRR).
Table B1: Project Cash Flow Summary (£ Millions)
	Item
	Year 0
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Total CF

	Initial Investment (£m)
	(50)
	—
	—
	—
	—
	—
	(50)

	Project A – Net Cash Inflow
	—
	10
	12
	14
	10
	8
	54

	Project B – Net Cash Inflow
	—
	11
	11
	11
	11
	11
	55

	Project C – Net Cash Inflow
	—
	5
	10
	20
	25
	5
	65


Source: Assignment brief data. All figures in £ millions. Initial investment = £50m for each project.

Table B2: Straight-Line Depreciation and Accounting Rate of Return (ARR)

Formula: Annual Depreciation = (Initial Investment − Residual Value) ÷ Useful Life = (£50m − £0) ÷ 5 = £10m per year | Average Annual Profit = Average Annual Cash Inflow − Annual Depreciation | ARR = Average Annual Profit ÷ Initial Investment × 100
	Item
	Project A
	Project B
	Project C

	Initial Investment (£m)
	£50m
	£50m
	£50m

	Residual / Scrap Value (£m)
	£0
	£0
	£0

	Project Life (years)
	5
	5
	5

	Annual Depreciation (£m)  [50 ÷ 5]
	£10m
	£10m
	£10m

	Sum of Net Cash Inflows Y1–Y5 (£m)
	£54m
	£55m
	£65m

	Average Annual Cash Inflow (£m)  [Sum ÷ 5]
	£10.8m
	£11.0m
	£13.0m

	Average Annual Profit (£m)  [Avg CF − Depn]
	£0.8m
	£1.0m
	£3.0m

	ARR (%)  [Avg Profit ÷ £50m × 100]
	1.60%
	2.00%
	6.00% 


✓ = Best result. Source: Computed from assignment brief data.


Table B3: Payback Period (PBP) – Cumulative Cash Flow Analysis (£ Millions)
Method: Cumulative cash flows are followed on year basis. When the cumulative total first becomes zero or greater, the payback year is found. The specific PBP is then worked out: PBP = Year before complete recuperation + (Remaining balance/ Cash flow in recession year).
	Year
	A: CF (£m)
	A: Cumul. (£m)
	B: CF (£m)
	B: Cumul. (£m)
	C: CF (£m)
	C: Cumul. (£m)

	Year 0
	(50)
	(50)
	(50)
	(50)
	(50)
	(50)

	Year 1
	10
	(40)
	11
	(39)
	5
	(45)

	Year 2
	12
	(28)
	11
	(28)
	10
	(35)

	Year 3
	14
	(14)
	11
	(17)
	20
	(15)

	Year 4 ← C recovers here
	10
	(4)
	11
	(6)
	25
	10 

	Year 5 ← A & B recover
	8
	4 
	11
	5 
	5
	15



	Project
	Balance after Y(n−1)
	Cash Flow in Recovery Year
	Interpolation Calculation
	PBP Result

	Project A
	Balance = £4m after Y4
	Y5 CF = £8m
	4 + (4 ÷ 8) = 4.500
	4.50 years

	Project B
	Balance = £6m after Y4
	Y5 CF = £11m
	4 + (6 ÷ 11) = 4.545
	4.55 years

	Project C
	Balance = £15m after Y3
	Y4 CF = £25m
	3 + (15 ÷ 25) = 3.600
	3.60 years ✓


✓ = Best (shortest payback). Highlighted rows = year of recovery. Source: Computed from assignment brief data.


Table B4: Net Present Value (NPV) – Discounted Cash Flow Workings (Discount Rate: 10%)
Formula: NPV = Σ [Cash Flow_t ÷ (1 + r)^t ] − Initial Investment | where r = 0.10 and t = year 1 to 5.
Discount factors at 10%: Year 1 = 1 ÷ 1.10¹ = 0.9091 | Year 2 = 1 ÷ 1.10² = 0.8264 | Year 3 = 1 ÷ 1.10³ = 0.7513 | Year 4 = 1 ÷ 1.10⁴ = 0.6830 | Year 5 = 1 ÷ 1.10⁵ = 0.6209
	Year
	DF (10%)
	A CF (£m)
	A PV (£m)
	B CF (£m)
	B PV (£m)
	C CF (£m)
	C PV (£m)

	1
	0.9091
	10
	9.0909
	11
	10.0000
	5
	4.5455

	2
	0.8264
	12
	9.9174
	11
	9.0909
	10
	8.2645

	3
	0.7513
	14
	10.5184
	11
	8.2645
	20
	15.0263

	4
	0.6830
	10
	6.8301
	11
	7.5131
	25
	17.0753

	5
	0.6209
	8
	4.9674
	11
	6.8301
	5
	3.1046

	Total PV (£m)
	—
	—
	41.3242
	—
	41.6987
	—
	48.0162

	Initial Investment (£m)
	—
	—
	(50.0000)
	—
	(50.0000)
	—
	(50.0000)

	NPV (£m)
	—
	—
	−8.6758
	—
	−8.3013
	—
	−1.9838 ✓



Table B5: Profitability Index (PI) and Capital Rationing

Formula: PI = Total Present Value of Cash Inflows ÷ Initial Investment | A PI < 1.0 indicates the project does not fully recover the cost of capital; the project with the highest PI is preferred under capital rationing.
Capital Rationing scenario: Maximum budget = £100 million. Each project requires £50 million. Maximum two projects can be selected. Selection is based on PI ranking (highest PI first).
	Item
	Project A
	Project B
	Project C
	Best

	Total PV of Cash Inflows (£m)
	41.3242
	41.6987
	48.0162
	Project C

	Initial Investment (£m)
	50.0000
	50.0000
	50.0000
	—

	PI = PV ÷ Investment
	0.8265
	0.8340
	0.9603
	Project C ✓

	PI Rank
	3rd
	2nd
	1st
	—

	NPV (£m)
	−8.6758
	−8.3013
	−1.9838
	Project C ✓

	Selected under £100m budget?
	NO
	YES – 2nd ✓
	YES – 1st ✓
	C + B

	Cumulative Budget Used (£m)
	—
	£100m
	£50m
	£100m total





Table B6: Internal Rate of Return (IRR) – Interpolation Method

Method: IRR is the discount rate at which NPV = 0. It is estimated by interpolating between two rates — one where NPV is positive (lower rate) and one where NPV is negative (higher rate = 10%).
Formula: IRR = Lower Rate + [ NPV at Lower Rate ÷ (NPV at Lower Rate − NPV at Higher Rate) ] × (Higher Rate − Lower Rate)
Discount factors at 5%: Y1 = 0.9524 | Y2 = 0.9070 | Y3 = 0.8638 | Y4 = 0.8227 | Y5 = 0.7835
	Year
	DF (5%)
	A CF
	A PV @5%
	B CF
	B PV @5%
	C CF
	C PV @5%

	1
	0.9524
	10
	9.5238
	11
	10.4762
	5
	4.7619

	2
	0.9070
	12
	10.8844
	11
	9.9773
	10
	9.0703

	3
	0.8638
	14
	12.0932
	11
	9.5022
	20
	17.2768

	4
	0.8227
	10
	8.2270
	11
	9.0497
	25
	20.5673

	5
	0.7835
	8
	6.2680
	11
	8.6187
	5
	3.9176

	Total PV @5%
	—
	—
	46.9964
	—
	47.6241
	—
	55.5939

	NPV @5%
	—
	—
	−3.0036
	—
	−2.3759
	—
	+5.5939


NPV at 5%: Project A = −£3.004m (negative); Project B = −£2.376m (negative); Project C = +£5.594m (positive). Source: Computed from assignment brief data.
IRR Interpolation Summary
	Project
	NPV @5% (£m)
	NPV @10% (£m)
	Numerator
	Denominator
	IRR Calculation
	IRR Result

	A
	−3.004
	−8.676
	—
	—
	NPV negative at both 5% and 10%
	< 5% ✗

	B
	−2.376
	−8.301
	—
	—
	NPV negative at both 5% and 10%
	< 5% ✗

	C
	+5.594
	−1.984
	5.594
	5.594+1.984=7.578
	5 + (5.594÷7.578) × 5 = 5 + 3.69 = 8.69%
	≈ 8.69% ✓




Table B7: Investment Appraisal – Final Summary Ranking Matrix

	Appraisal Method
	Project A Result
	A Rank
	Project B Result
	B Rank
	Project C Result
	C Rank

	Payback Period (PBP)
	4.50 years
	3rd
	4.55 years
	2nd
	3.60 years
	1st ✓

	ARR
	1.60%
	3rd
	2.00%
	2nd
	6.00%
	1st ✓

	NPV (10%)
	−£8.676m
	3rd
	−£8.301m
	2nd
	−£1.984m
	1st ✓

	Profitability Index (PI)
	0.8265
	3rd
	0.8340
	2nd
	0.9603
	1st ✓

	IRR
	< 5%
	3rd
	< 5%
	2nd
	≈ 8.69%
	1st ✓

	OVERALL RECOMMENDATION
	3rd – REJECT
	—
	2nd – ACCEPT (capital rationing)
	—
	1st – BEST
	—


✓ = Best result for each criterion. Project C dominates on all five criteria. Under £100m capital rationing, Projects C and B are selected. Source: Computed from assignment brief data.
Figure B1: Investment Appraisal Comparison Charts
[image: ]
Figure B1: NPV Comparison (left); Profitability Index and Payback Period (right). Source: Computed from assignment brief data. Discount rate = 10%.
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Figure 2: Operating Income vs Net Income FY2020-FY2024
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Figure 3: Return on Equity (ROE) and Return on Assets (ROA)
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Figure A: Liquidity - Total Liquid Assets vs Net Liquid Assets (¥ Billions)
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Figure C: Gearing - Shareholders' Equity & Equity Ratio
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Figure D1: Investment - Dividends & Share Repurchases (¥B)
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Figure Ala: Operating & Net Profit Margin

Figure Alb: Return on Equity (ROE) & Return on Assets (ROA)

20.0 A
14 mmm Operating Margin (%) mm ROE (%)
[ Net Profit Margin (%) 1 ROA (%)
17.51
12 4 1L.9% 15.8%
11.0% 15.0
10 4 9.6%
9.1% — ]
o ® 12.5 11.5%
8.0% 8.1% 82% b
81 7.3% 3100_ 10.0% 10.2%
6.8% 6.6% e 9.0%
[
2
57 & 751
41 5.0 . 5 4.4%
3.8% 3.9% 35%
27 2.51
0 0.0
FY2020 FY2021 FY2022 FY2023 FY2024 FY2020 FY2021 FY2022 FY2023 FY2024





image15.png
¥ Billions

50000

40000 -

30000 A

20000 A

10000 A

¥29.9T

Figure A2a: Sales Revenue (¥ Billions)
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Figure A2b: Operating Income vs Net Income (¥ Billions)
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Figure A3a: Capital Expenditures vs Depreciation (¥ Billions)

Figure A3b: Dividends & Share Repurchases (¥ Billions)
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Figure Bla: Net Present Value Comparison (10% Discount Rate)

Figure Blb: Profitability Index & Payback Period Comparison
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