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Toyota Motor Corporation Strategic CFO Challenge: Financial Performance and Management Report
[bookmark: _Toc227883997]Introduction
This report conducts as a financial diagnosis of the performance of Toyota Motor Corporation in the past five fiscal years (FY2021 to FY2025, including trailing twelve months to 31 December 2025), core financial issues and a viable plan to turnaround: scalable internationally, ethically sound, in response to a strategic directive of the Board. Being one of the major auto manufacturers, Toyota is on a shaky course of deserting internal combustion engines and hybrid supremacy to go all-electric, and competition is increasing with dedicated electric vehicle manufacturers, such as Tesla and BYD (IEA, 2024).
The demand of electric vehicles has grown exponentially worldwide, but the majority of traditional automakers are not profitable because of the large capital outlay, unstable supply chains of batteries, and continuous low prices (Mazurova et al., 2023). In this context, the financial statements of Toyota contain a paradox: the strong increase of revenue 3 times ¥27.2 trillion (FY2021) to 3 times 50.5 trillion  and the decrease of operating margins and negative free cash flow in three out of five years. These signals imply inherent flaws in efficiency of working capital, discipline in investment and capital structure.
The report is divided into four sections of analysis. To begin with a thorough ratio analysis, which analyzes profitability, liquidity, efficiency, gearing, investment and cash flow trends. Second, the working capital management is evaluated and recommendations are given to optimise the cash operating cycle. Third, strategic financial restructuring plan looks at the options of divestiture, equity injection and strategic alliance taking into consideration international risks like currency exposure and taxation. Fourth, payback period, accounting rate of return, net present value, profitability index, and internal rate of return are used to appraise three hypothetical investment projects and capital rationing recommendation is provided. This analysis as a whole offers a financial strategy that is evidence-based to enhance the resilience of Toyota and its shareholder value throughout its capital-intensive electric vehicle transformation.




[bookmark: _Toc227883998]Section 1: Toyota Motor Corporation (FY2021–TTM) Financial Health Check
[bookmark: _Toc227883999]Introduction to Financial Analysis
This part assesses the financial performance of Toyota in five fiscal years (ending 31 March 2021 to 2025) and the trailing twelve months ending 31 December 2025. Ratio analysis is used to measure profitability, liquidity, efficiency, gearing, returns on investments, and cash flow generation (Berk and DeMarzo, 2020). The analysis reveals the trends, strengths and threats to provide strategic recommendations on how Toyota can transition into complete electrification.
[bookmark: _Toc227884000] Profitability Ratios
Profitability ratios are calculated to assess the capacity of Toyota to earn profits using revenue and assets (Atrill and McLaney, 2017).
Table 1: Profitability Ratios
	Year
	Gross Margin (%)
	Operating Margin (%)
	Net Profit Margin (%)
	EBITDA Margin (%)
	ROCE (%)

	FY2021
	17.76
	8.08
	8.25
	14.12
	5.39

	FY2022
	19.03
	9.55
	9.08
	15.35
	6.53

	FY2023
	16.99
	7.33
	6.60
	12.82
	5.41

	FY2024
	20.77
	11.87
	10.97
	16.50
	8.78

	FY2025
	19.94
	9.98
	9.92
	14.67
	7.47

	TTM
	17.62
	8.55
	7.33
	13.13
	6.18




The gross margin grew to its highest point of 20.77% (FY2024) before decreasing to 17.62% showing increasing cost burdens in the latest period. Operating margin also showed a similar pattern, with the highest point of 11.87% (FY2024), and the lowest point of 8.55%, which indicates a decline in operational efficiency. The net profit margin decreased by 364 basis points to 7.33% as compared to 10.97% (FY2024). The highest level of return on capital employed was 8.78% (FY2024) but dropped to 6.18% which depicts less returns on capital employed (Tsujimoto et al., 2025).
With a high margin recovery after FY2023, and all profitability indicators increasing significantly in FY2024, the strengths that can be identified based on this analysis are strong. Effective cost management and pricing power is shown by the gross margin of over 19% in FY2024 and FY2025. Nevertheless, the risks are high: the decrease in TTM in all profitability indicators has indicated increasing material, logistics, and research and development expenses related to the electric car transition. The strengthening price competition with BYD and Tesla is also affecting the margins within the industry (IEA, 2024; McKinsey and Company, 2023).
[bookmark: _Toc227884001]Liquidity Ratios
Liquidity ratios determine the capacity of Toyota to pay off in the short term (Keown, Martin and Petty, 2024). 
Table 2: Liquidity Ratios
	Year
	Current Ratio
	Quick Ratio
	Cash Ratio

	FY2021
	1.06
	0.93
	0.24

	FY2022
	1.09
	0.91
	0.28

	FY2023
	1.10
	0.93
	0.31

	FY2024
	1.19
	1.03
	0.32

	FY2025
	1.26
	1.10
	0.31

	TTM
	1.26
	1.12
	0.24


Current ratio has been increasing steadily since it was 1.06 (FY2021) to 1.26 (FY2025 to TTM) with the company being in a better position in terms of its short-term solvency. This quick ratio was above the 1.0 level beginning with FY2024 and was in the range of 1.12 in TTM, indicating sufficient liquid assets not including inventory. The cash ratio peaked at 0.32 (FY2024) but fell to 0.24.
Liquidity ratios are all above the traditional levels, which means that there is no acute liquidity crisis. Toyota has a high cash reserve of 7.92 trillion at TTM. Nevertheless, cash ratio decreases between 0.32 and 0.24 in TTM imply a decrease in cash buffer. The current liabilities were increasing (¥21.46 trillion (FY 2021)) to 32.55 trillion, which amplified short-term payment pressure (Berger and Bouwman, 2009).
[bookmark: _Toc227884002]Efficiency Ratios
Efficiency ratios are used to evaluate the efficiency with which Toyota exploits resources to create revenue (Berk and DeMarzo, 2020).
Table 3. Efficiency Ratios
	Year
	Asset Turnover
	Fixed Asset Turnover

	FY2021
	0.44
	2.31

	FY2022
	0.46
	2.46

	FY2023
	0.50
	2.83

	FY2024
	0.50
	3.05

	FY2025
	0.51
	3.02

	TTM
	0.49
	2.94




The asset turnover has risen to 0.51 (FY2025) showing an improvement in the amount of revenue generated per unit of assets. The fixed asset turnover increased greatly to 3.05 compared to 2.31 (FY2024), which showed that more property, plant and equipment were utilised. These enhancements indicate the capability of capacity utilisation and production optimisation after the recovery after the pandemic.
The TTM decrease in both ratios is however, an indicator of an overcapacity or deceleration in revenue growth. The total assets increased very quickly by ¥62.3 trillion (FY2021) to ¥102.3 trillion, in part due to the investments in the electric vehicle and battery manufacturing plants.
[bookmark: _Toc227884003]Gearing Ratios
Gearing ratios evaluate the levels of debt and financial risk of Toyota (Atrill and McLaney, 2017). 
Table 4: Gearing Ratios
	Year
	Debt-to-Equity
	Interest Coverage (x)
	Net Debt (¥ million)

	FY2021
	1.10
	46.23
	20,558,740

	FY2022
	1.01
	68.09
	20,382,740

	FY2023
	1.04
	21.78
	21,863,330

	FY2024
	1.07
	51.61
	27,149,740

	FY2025
	1.08
	25.15
	29,810,500

	TTM
	1.08
	46.73
	34,208,790


The debt-to-equity ratio was between 1.01 and 1.10 which implies moderate and controlled leverage. The interest coverage ratio varied but was still healthy with its peak at 68.09 times (FY2022) and its lowest point at 21.78 times (FY2023), which is still a far better number compared to the five times mark. Net debt rose considerably by 66% over five years as it rose to ¥34.2 trillion, up by 66% since 2006.


Interest coverage is quite high, which means that Toyota can effortlessly cover its debt even in a stressful situation. But a fast-growing net debt is a solvency concern. The total debt increased to ¥42.1 trillion compared to ¥25.7 trillion. Higher interest rates in the world will lead to high interest payments (Iskandar et al., 2020).
[bookmark: _Toc227884004]Investment Ratios
Investment ratios assess the returns to shareholders (Keown, Martin and Petty, 2024). 
Table 5: Investment Ratios
	Year
	ROE (%)
	ROA (%)
	P/E Ratio
	Dividend Payout Ratio (%)

	FY2021
	9.59
	3.61
	8.71
	27.86

	FY2022
	10.86
	4.21
	7.07
	24.91

	FY2023
	8.65
	3.30
	7.52
	29.70

	FY2024
	14.45
	5.49
	4.92
	17.80

	FY2025
	13.26
	5.09
	4.73
	23.76

	TTM
	9.48
	3.61
	5.63
	33.53



The highest value was 14.45% in FY2024 and 9.48% in TTM (return on equity). The same trend was observed in return on assets that dropped by 5.49% to 3.61%. The price earnings ratio is low (4.73 to 8.71) and this may indicate potential under-pricing or the market may have doubts about future earnings. The payout ratio rose to 33.53%, which shows that it is devoted to earnings to its shareholders, despite facing pressure.
FY2024 shows strong returns on equity and assets, which shows efficient capital usage. Earnings per share grew substantially from ¥1,606 to ¥3,659 (FY2024). Nevertheless, its falling TTM returns represent profitability constraints. The low price-to-earnings ratio could indicate the market skepticism regarding the cost of transitioning to electric vehicles and competitive placement of Toyota versus pure-play electric vehicle companies.
[bookmark: _Toc227884005]Cash Flow Ratios
The liquidity ratios (cash flows) are measures of operations liquidity (Berk and DeMarzo, 2020). 
Table 6: Cash Flow Ratios
	Year
	Operating CF Ratio
	Cash Flow Margin (%)
	FCF Margin (%)

	FY2021
	0.13
	10.02
	-2.80

	FY2022
	0.17
	11.86
	0.76

	FY2023
	0.12
	7.95
	-1.08

	FY2024
	0.14
	9.33
	-1.13

	FY2025
	0.13
	7.70
	-2.51

	TTM
	0.14
	9.20
	0.80


Source: The calculation of the author based on Toyota financial data.


The operating cash flow ratio was moderate with the value between 0.12 and 0.17, which shows that it covers the current liabilities moderately. Only in FY2022, (0.76%) and TTM (0.80%) were the free cash flow margin positive with large negative free cash flow in FY2025 (negative 2.51%). The average capital expenditure was ¥4 trillion per year and was spent mostly in electric vehicle and battery facilities.
The cash flow is still positive and increasing, ¥2.73 trillion to 4.64 trillion TTM. These TTM restored to positive free cash flow ratio is promising. The negative free cash flow remained in three out of five years, however, which indicates that there is a substantial capital spending surpassing operating cash flow (Brush et al., 2000). This trend is common with capital-intensive transitions but presents refinancing risks when it is long-lasting.
[bookmark: _Toc227884006]Overview of Financial Health
Toyota is showing good liquidity, enhancement of efficient operations and good interest coverage. Nevertheless, the decreasing TTM profitability, the increasing net debt (66% in five years) and the constant negative free cash flow in the three out of five years is a big financial threat (Håkansson and Åberg, 2012). Electric vehicle transition involves a significant capital requirement and Toyota needs to strike a balance between expansion and financial discipline in order to maintain shareholder value. As indicated by the low price-to-earnings ratio of 5.63, equity markets are factoring in execution risks relating to the electrification strategy of Toyota.
[bookmark: _Toc227884007]Section 2: Working Capital Management Analysis
[bookmark: _Toc227884008]Introduction to Working Capital Management
Working capital management is a process by which current liabilities and current assets are managed to ensure that there is enough liquidity to support day-to-day operations at the lowest possible cost of capital (Hill, Kelly and Highfield, 2010).). In the case of a capital-intensive manufacturer, such as Toyota, the working capital management is of paramount importance to finance the switch to the electric vehicles without affecting operational solvency. This part evaluates cash operating cycle of Toyota, proposes working capital reforms and compares short term versus long term financing options.
[bookmark: _Toc227884009]Cash Operating Cycle Analysis
The cash operating cycle is an indicator that evaluates the duration of money spent on stock and the duration taken to receive cash as a result of sales to customers (Berk and DeMarzo, 2020). It is computed as the inventory days and receivables days less the payables days. Table 7 has the elements of Toyota between FY2021 and TTM (Asman et al., 2022).
Table 7. COC
	Year
	Inventory Days
	Receivables Days
	Payables Days
	Cash Operating Cycle

	FY2021
	47.1
	130.3
	66.0
	111.4

	FY2022
	54.9
	120.1
	61.7
	113.3

	FY2023
	50.4
	116.6
	59.0
	107.9

	FY2024
	47.1
	120.2
	53.6
	113.6

	FY2025
	43.6
	115.0
	52.5
	106.2

	TTM
	40.6
	121.6
	46.8
	115.4



Toyota has also had a consistently long cash operating cycle that has been between 106.2 to 115.4 days. Better inventory management practices are reflected in increased inventory days of 40.6 compared to 47.1 (FY2021). There was slow collection of customer payment in terms of receivables days, which varied between 115.0 and 130.3 days. The payables days went down to 46.8 and 66.0 indicating that Toyota is paying suppliers faster hence less cash is being held (Wang et al., 2014).
Typically, the automotive manufacturers have a cash operating cycle of about 60 to 80 days on average (Deloitte, 2024). The cycle time of 115.4 days of Toyota is considerably longer meaning that there is a lot of cash in working capital. The difference of 45.4 days is higher than industry average, which is a competitive disadvantage. In context, Tesla has a negative cash operating cycle as a structural strength (Mazurova, Hämäläinen and Penttinen, 2023).
The working capital is bound up in excess cash of 45.4 days with the daily revenue of the company of ¥138,221 million, that is, 45.4 days x 138,221 million = about ¥6,269.5 billion. A one-day decrease in the cash operating cycle liberates some ¥138.2 billion of cash.
[bookmark: _Toc227884010]Working Capital Reforms and Liquidity Improvement Strategies
The inventory days at Toyota were refined to 40.6  although this could still be optimised. Inventory days can be brought down to 30 or 35 with the implementation of just-in-time 2.0, which is improved by the artificial intelligence-driven demand forecasting (Christopher, 2022). Regional inventory pooling to centralise battery inventory of electric vehicles across the Asian markets, co-location of suppliers to motivate the key battery and semiconductor suppliers to move close to the assembly plants and a faster pace in disposing of the old internal combustion engine parts are some of the specific recommendations (Lemke, 2015).
The value of receivables days of 121.6 days  are too high given the size of Toyota a manufacturer. Similar car manufacturers have 60 to 80 days (PwC, 2024). It is recommended to use dynamic discounting with a discount of 1 to 2% on gifts to dealers in the form of ten days, factoring arrangements to sell a selective number of receivables to financial institutions, tighter dealer credit scoring, and use blockchain-based systems to reduce the billing cycle of fifteen days to five days (EY, 2022).
The payables days of Toyota fell to 46.8 to 66.0 and cash retention deteriorated. Although ethical supplier relations are valued, Toyota can lengthen its payment terms without straining its relationships with suppliers by financing its supply chain through bank loans that enable suppliers to be paid by the banks at its credit rating as Toyota pays after ninety days (CHUDZICKI, 2025). Cash retention would also be enhanced by tiered payment terms of large strategic suppliers (60 days), smaller suppliers (45 days) and commodity suppliers (90 days).
Table 8. Working Capital
	Measurement
	Current
	Target
	Reduction/Extension
	Cash Release (¥ billion)

	Inventory Days
	40.6 days
	30 days
	10.6 days reduction
	1,465

	Receivables Days
	121.6 days
	75 days
	46.6 days reduction
	6,441

	Payables Days
	46.8 days
	70 days
	23.2 days extension
	3,207

	Net Cash Release
	
	
	
	11,113




The net cash release of ¥11.1 trillion is about 28% of the total debt (¥42.1 trillion) at Toyota and this would go a long way in enhancing the liquidity position of the company.
[bookmark: _Toc227884011]Short-term vs Long-term Financing
According to TTM, Toyota has both short-term debt of ¥17,063 billion (40.5% of debt) and long-term debt of ¥25,065 billion (59.5%). Net debt is ¥34,209 billion.
Bank overdrafts, commercial paper, and trade credit are short-term financing (Keown, Martin and Petty, 2024). The strengths are an interest rate of 1.2% (at present, in Japan), seasonal adjustability, and no binding obligation. The drawbacks are that there is the risk of refinancing should credit markets become tight, interest rates may fluctuate and long-term electric vehicle capital expenditure cannot be funded.
Corporate bonds, term loans and issue of equity are considered long term finance. The benefits are the ability to match electric vehicle plant investments with a five to ten year horizon, fixed interest rates which minimise uncertainty and maintenance of liquidity to conduct business. The disadvantages are increased interest rates (2.5% of Japanese corporate bonds), restrictions on operational flexibility by covenants, and a dilution risk in case of issuing equity.
Table 9. Short Term Vs Long Term
	Type of Financing
	Target Proportion
	Annual Amount (¥ billion)
	Rationale

	Green bonds, long term
	50%
	2,250
	Reduced ESG cost of capital, matching EV asset life

	Retained earnings
	30%
	1,350
	Maintain financial discipline

	Short term commercial paper
	15%
	675
	Seasonal working capital requirements

	Equity (rights issue)
	5%
	225
	Contingency buffer



This combination minimizes refinancing risk and keeps it flexible. Toyota should not be excessively dependent on short-term debt as this has rollover risk in increasing interest rate conditions since it constitutes 40.5% of the total debt.
[bookmark: _Toc227884012]Working Capital Analysis Conclusion
The cash operating cycle of 115.4 days is much higher than the industry average of 70 days and keeping about ¥6.3 trillion in excess working capital tied up. Introduction of inventory optimisation, reducing receivables and financing the supply chain would free up ¥11.1 trillion in cash without having to borrow. In terms of financing, Toyota needs to change its short term debt exposure of 40.5% towards long term green bonds to adjust its assets to reflect the assets life and decreasing refinancing risk. Such reforms would increase liquidity, lower the yearly interest payments and augment the financial capacity during the electric vehicle transition, which would be capital intensive.
[bookmark: _Toc227884013]Section 3: Strategic Financial Restructuring Plan
[bookmark: _Toc227884014]Introduction
Toyota has entered a crossroads of hybrid leadership to complete electrification. Having a total debt of ¥42.1 trillion and net debt of ¥34.2 trillion and debt-to-equity ratio of 1.08 at TTM, the company balance sheet needs restructuring in terms of strategies to finance electric vehicle capital expenditure without affecting its financial stability (Berk and DeMarzo, 2020). This section compares three restructuring alternatives: divestiture, strategic alliance, and equity injection and measures their effects on shareholder value and debt structure and their effects on the flexibility of operations. There are also international considerations and ethical considerations.
[bookmark: _Toc227884015]Current Financial Position Analysis
By TTM, Toyota has a total financial position of ¥102.3 trillion total assets, ¥42.1 trillion total debt, ¥39.0 trillion total equity, a debt-to-equity ratio of 1.08, net debt of ¥34.2 trillion and a return on equity of 9.5%. The high ratio of short-term debts 40.5% poses a refinancing risk in the current environment of increasing interest rates. Moreover, negative free cash flow over the past three years and negative cash flow in the past five years suggests that operating cash production is not adequate to sustain the current capital expenditure rates (Damodaran, 2022).
[bookmark: _Toc227884016]Restructuring Alternative One: Divestiture of Non-Core Assets
Divestiture refers to the process of selling non-strategic business units or assets to capitalize on funds (Keown, Martin and Petty, 2024). In the case of Toyota, non-core operations such as legacy parts production, non-strategic real estate, and old internal combustion engine components plants comprise about 5 to 10% of total assets.
Table 10. Divestiture of Non-Core Assets
	Divestiture %
	Proceeds (¥ tn)
	Debt Reduction (¥ tn)
	New D/E Ratio
	Interest Savings (¥ bn)

	5%
	5.1
	2.1
	1.03
	105

	6%
	6.1
	2.5
	1.02
	126

	7%
	7.2
	2.9
	1.01
	147

	8%
	8.2
	3.4
	0.99
	168

	9%
	9.2
	3.8
	0.98
	189

	10%
	10.2
	4.2
	0.97
	210


The sale of 8% of non-core assets would increase ¥8.2 trillion, lowering the debt-to-equity ratio by 0.10 to 0.99, putting Toyota below the 1.0 mark, and saving ¥168 billion per year in interest cost. Priority divestiture candidates are mature internal combustion engine component facilities and non strategic real estate holdings. This alternative is not dilutive of the shareholders and is immediate liquidity.
[bookmark: _Toc227884017]Restructuring Alternative Two: Strategic Alliance with Battery Manufacturer
A strategic partnership with an electric vehicle battery manufacturer would ensure the battery supply chain of Toyota and possibly lead to cost synergies (Christopher, 2022). The following analysis is a hypothetical merger with a battery manufacturer of ¥3 trillion (Mueller et al., 2010).
Table 11: Strategic Alliance with Battery Manufacturer
	Financing Method
	New Debt (¥ tn)
	New Shares (mio)
	Dilution (%)
	Pro
	Con

	All-Cash
	3.0
	0
	0
	No dilution, quick execution
	Adds leverage

	Stock-for-Stock
	0
	188
	14.4
	No debt increase
	Significant dilution

	Mixed (50/50)
	1.5
	94
	7.2
	Balanced approach
	Moderate dilution and debt



It is suggested to have mixed financing 50% debt and 50% stock to maintain flexibility of the balance sheet and reduce dilution. The incremental cost of interest would be partially countered by estimated annual savings of synergy of ¥450 billion. An alliance instead of a complete merger can be a better option to remain flexible and not to risk integration (Mazurova, Hämäläinen and Penttinen, 2023).
[bookmark: _Toc227884018]Restructuring Alternative Three: Equity Injection (Rights Issue)
A rights issue would tighten the balance sheets at Toyota and lower the leverage, and would be able to invest in electric vehicles without taking on additional debt (Hill, Kelly and Highfield, 2010).
Table 12: Three: Equity Injection (Rights Issue)
	New Equity (¥ tn)
	New Shares (millions)
	Dilution (%)
	New D/E Ratio
	Interest Saving (¥ bn)

	0.5
	31
	2.4
	1.05
	12

	1.0
	63
	4.8
	1.01
	25

	1.5
	94
	7.2
	0.98
	38

	2.0
	125
	9.6
	0.96
	50



A ¥1 trillion rights issue, at 4.8% dilution, would reduce the debt-equity ratio to 1.01, and save the company ¥25 billion of annual interest. This is a moderately dilutive, which is acceptable considering the better balance sheet strength and lower refinancing risk.
[bookmark: _Toc227884019]Impact on Shareholder Value
Table 13: Impact on Shareholder Value
	Scenario
	EPS (Yen)
	ROE (%)
	D/E Ratio
	Shareholder Impact

	Base Case
	2,842
	9.5
	1.08
	Neutral

	Divestiture Only
	2,984
	9.8
	0.99
	Positive

	Merger (Mixed)
	2,614
	8.5
	1.03
	Negative short-term

	Equity Injection
	2,643
	8.7
	0.99
	Negative dilution

	Combined Strategy
	2,898
	9.0
	0.92
	Positive long-term



The overall plan of divestiture, equity injection, and debt refinance is the most favourable in the long-run, the earnings per share are 2% above base (¥2,898), the return on equity is 9.0% and the debt-to-equity is 0.92. Although, the rights issue causes short-term dilution, the better balance sheet underpins better valuation multiples in the long-term.
[bookmark: _Toc227884020]International Considerations
Toyota earns about 45% of its revenues outside Japan, of which 30% is North America and 15% Europe, which exposes the company to a large United States dollar and European exposure (Gibrilla et al., 20230. This would be hedged 70% under forward contracts as part of the recommended hedging programme and the estimated cost of hedging is ¥50 to ¥80 billion per year and the approximate benefit is a 30% to 40% reduction in the volatility of earnings.
The effective tax rate of Toyota stands at 25.48% . Tax optimisation opportunities are intellectual property licensing in Ireland with a corporate rate of 12.5% and the debt push-down strategies in the high-tax countries. Potential tax savings are estimated to be between ¥150 and ¥200 billion per year.
Japan has inflation rate of 2.5 to 3.0% and the global inflation of electric vehicle battery materials is 15 to 20%. Mediation plans involve long term supply contracts and integrating vertically in manufacturing batteries.
[bookmark: _Toc227884021]Ethical and CSR Considerations
Table 14: Ethical and CSR Considerations
	Factor
	Risk Level
	Mitigation Strategy

	Supplies Labour
	Medium
	Supplier audits, living wage commitment

	Battery Raw Materials
	High
	Recycling, sourcing of cobalt without conflict

	Plant Closures
	Medium
	Just transition fund, retraining programmes

	Executive Compensation
	Low
	Pay-for-performance, clawback provisions

	Tax Transparency
	Medium
	Country-by-country reporting

	Environmental
	High
	Carbon neutrality 2050, renewable energy


Table 15: Annual Budget vs Key Performance
	Initiative
	Annual Budget (¥ bn)
	Key Performance Indicator

	EV Battery Recycling Programme
	50
	90% of recycling by 2030

	Supplier Labour Audits
	20
	100% Tier 1 audited yearly

	Just Transition Fund
	30
	10,000 retrained workers

	Renewable Energy Certificate
	40
	50% by 2030



Such investments are in line with the corporate values of Toyota and reduce regulatory and reputational risks related to the transition to electric vehicles (Deloitte, 2024).
[bookmark: _Toc227884022]Recommended Restructuring Plan
	Action
	Timeline
	Impact Expected
	Priority

	Sale of non-core assets (8%)
	Months 0-6
	¥8.2 tn proceeds, ¥168 bn interest saving
	High

	Strategic partnership with battery producer
	Months 6-12
	Guaranteed supply of batteries, economies of scale
	High

	Rights issue (¥1 trillion)
	Month 3
	4.8% dilution, D/E 0.99
	Medium

	Debt refinancing (ST to LT bonds)
	Months 0-12
	Minimize refinancing risk
	High

	Currency hedging programme
	Month 0
	Minimise volatility by 35%
	Medium

	Corporate social responsibility investment
	Continuing
	Add value to the brand, mitigate risk
	Medium



[bookmark: _Toc227884023]Financial Projections Post-Restructuring
Table 16: Financial Projections
	Measurement
	Pre-Restructuring
	Post Year 1
	Post Year 3
	Improvement

	Net Debt (¥ trillion)
	34.2
	26.0
	23.0
	-32%

	Debt-to-Equity Ratio
	1.08
	0.85
	0.72
	-33%

	Interest Coverage (x)
	25.0
	35.0
	45.0
	+80%

	ROE (%)
	9.5
	13.5
	15.0
	+58%

	EPS (¥)
	2,842
	3,100
	3,500
	+23%

	Free Cash Flow Margin (%)
	-2.5
	1.5
	3.5
	+240%



[bookmark: _Toc227884024]Restructuring Plan Conclusion
Toyota needs a multi-dimensional restructuring solution that will allow it to finance its transition to electric vehicles, without losing financial stability. The suggested strategy involves the sale of 8% of non-core assets, ¥1 trillion rights issue, strategic partnership with a battery maker and refinancing of debts by converting short-term debts into long-term ones. Such a mix will drive the debt to equity ratio down to 0.72 by Year 3, the return on equity will increase to 15.0% by then, and the free cash flow will be positive. The restructuring is not only financially viable but also morally sound because of international currency hedging and tax optimisation, as well as a ¥140 billion yearly budget on corporate social responsibility. The implementation of the benefits in six to twelve months is essential to reap the benefits before the second wave of capital expenditure on electric vehicles (Sindi, 2016).
[bookmark: _Toc227884025]Section 4: Investment Appraisal and Capital Budgeting
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This section compares three hypothetical investment projects based on five appraisal techniques; payback period, accounting rate of return, net present value, profitability index and internal rate of return (Brealey, Myers and Allen 2020)
Every project has a starting investment of £50 million and yields five years of net cash flows. The discount rate is 10%, and straight-line depreciation to zero. The analysis ends with a recommendation of one project and best combination within a limit of capital rationing of less than £100 million considering the financial performance and non-financial risks at Toyota.
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	Year
	Project A (£m)
	Project B (£m)
	Project C (£m)

	0
	-50
	-50
	-50

	1
	10
	11
	5

	2
	12
	11
	10

	3
	14
	11
	20

	4
	10
	11
	25

	5
	8
	11
	5



[bookmark: _Toc227884028]Payback Period
	Project
	Payback Period (Years)

	Project A
	4.50

	Project B
	4.55

	Project C
	3.60




Project C breaks even on the investment of £50 million in 3.60 years as compared to Project A (4.50 years) and Project B (4.55 years). This is mainly because of significant cash inflows of £20 million and £25 million in Years 3 and 4 respectively.

[bookmark: _Toc227884029]Accounting Rate of Return (ARR)
	Project
	ARR (%)

	Project A
	3.20

	Project B
	4.00

	Project C
	12.00



Project C has an accounting rate of return of 12.00%, which is much greater than Project B (4.00%) and Project A (3.20%). This is higher than the current 9.5% Toyota return on equity and this means that Project C would yield higher returns than the current company equity performance.

[bookmark: _Toc227884030]Net Present Value (NPV)
	Project
	NPV (£ million)

	Project A
	-8.68

	Project B
	-8.30

	Project C
	-1.98



The net present value of all three projects is negative given a 10% discounting rate. Project C records the lowest negative NPV of -£1.98 million compared to Project B (-£8.30 million) and Project A (-£8.68 million) (Koller, Goedhart and Wessels, 2020).

	Year
	Project A
	Project B
	Project C
	DF (10%)
	PV A
	PV B
	PV C

	0
	-50
	-50
	-50
	1.0000
	-50.00
	-50.00
	-50.00

	1
	10
	11
	5
	0.9091
	9.09
	10.00
	4.55

	2
	12
	11
	10
	0.8264
	9.92
	9.09
	8.26

	3
	14
	11
	20
	0.7513
	10.52
	8.26
	15.03

	4
	10
	11
	25
	0.6830
	6.83
	7.51
	17.08

	5
	8
	11
	5
	0.6209
	4.97
	6.83
	3.10

	Total PV Inflows
	
	
	
	
	41.33
	41.69
	48.02

	NPV
	
	
	
	
	-8.67
	-8.31
	-1.98


[bookmark: _Toc227884031]Profitability Index (PI)
	Project
	Profitability Index

	Project A
	0.826

	Project B
	0.834

	Project C
	0.960



All three projects have a profitability index less than 1.0, confirming the negative NPV results. Project C (0.960) is closest to the breakeven threshold.
[bookmark: _Toc227884032]Internal Rate of Return (IRR)
	Project
	IRR (%)

	Project A
	2.72

	Project B
	3.26

	Project C
	8.59


Project C has an IRR of 8.59% which is lower than Toyota's cost of capital of 10%. Projects A and B have IRRs of only 2.72% and 3.26% respectively.

[bookmark: _Toc227884033]Investment Appraisal Metrics Summary
	Measurement
	Project A
	Project B
	Project C

	Payback Period (years)
	4.50
	4.55
	3.60

	ARR (%)
	3.20
	4.00
	12.00

	NPV (£ million)
	-8.68
	-8.30
	-1.98

	Profitability Index
	0.826
	0.834
	0.960

	IRR (%)
	2.72
	3.26
	8.59



Project C is best in all five metrics when compared to the alternatives. However, the negative NPV and IRR below 10% suggests that none of the projects will generate positive value at Toyota's current cost of capital Fernández (2015).
[bookmark: _Toc227884034]Capital Rationing Analysis
With a capital budget constraint of £100 million, Toyota must select the optimal combination of projects.
	Combination
	Total Cost (£m)
	Total NPV (£m)
	Remaining Budget (£m)

	Project C Only
	50
	-1.98
	50

	Project B Only
	50
	-8.30
	50

	Project A Only
	50
	-8.68
	50

	Projects B + C
	100
	-10.28
	0

	Projects A + C
	100
	-10.66
	0

	Projects A + B
	100
	-16.98
	0



	Combination
	Total Cost (£m)
	Total NPV (£m)
	NPV per £

	Project C Only
	50
	-1.98
	-0.040

	Project B Only
	50
	-8.30
	-0.166

	Project A Only
	50
	-8.68
	-0.174

	Projects B + C
	100
	-10.28
	-0.103

	Projects A + C
	100
	-10.66
	-0.107

	Projects A + B
	100
	-16.98
	-0.170


Projects B+C (NPV -£10.28 million) is the combination that is least value-destructive should Toyota need to invest £100 million. Nevertheless, the most financially sound move would be to invest in Project C (£50 million) only and save the rest of the 50 million to invest in more lucrative projects.
[bookmark: _Toc227884035] Link to Toyota's Financial Position
	Metric 
	Value
	Implication

	Current Ratio
	1.26
	Good liquidity to finance projects

	Quick Ratio
	1.12
	Good short-term solvency

	Debt-to-Equity
	1.08
	Moderate leverage, may take more debt

	ROE
	9.5%
	Below required return for projects

	Free Cash Flow Margin
	0.80%
	Recently positive but fragile

	Operating Cash Flow
	¥4.64 tn
	Excellent operating cash generation


The unfavorable NPV values are alarming considering the financial status of Toyota. The IRR of project C is 8.59%, which is lower than the current ROE at Toyota of 9.5 and hence this project would dilute the shareholders. Toyota is just coming back to positive free cash flow; investing in value-destructive projects would roll back this achievement.
[bookmark: _Toc227884036]Non-Financial Risk Assessment
	Risk Factor
	Project A
	Project B
	Project C
	Mitigation Strategy

	Political Risk
	Low
	Low
	High
	Geographic diversification

	Regulatory Risk
	Low
	Low
	High (EV regulations)
	Regulatory compliance team

	Customer Loyalty
	Medium
	Low
	High (brand dependent)
	Loyalty programmes

	Technological Risk
	Low
	Low
	High (battery tech)
	R&D partnerships

	Supply Chain Risk
	Low
	Low
	High (raw materials)
	Vertical integration

	Competitive Risk
	Medium
	Low
	High (Tesla/BYD)
	Cost leadership strategy


Project C carries significantly higher non-financial risks including Chinese political risk, EV regulatory changes, brand loyalty dependence, battery technology uncertainty, raw material supply chain vulnerabilities, and intense competition from Tesla and BYD. Project B has the lowest overall risk profile.
[bookmark: _Toc227884037]Investment Appraisal Conclusion
The best single project is Project C as it has the highest NPV (-£1.98 million vs -£8.68 million for Project A), highest IRR (8.59% vs 2.72%), and shortest payback period (3.60 years vs 4.50 years). However, all three projects have negative NPV and IRRs below Toyota's 10% cost of capital.
In case Toyota needs to commit to investing £100 million, the least value-destructive combination is Projects B and C (NPV -£10.28 million). The best financial decision to make, though, is to invest only in Project C (£50 million) and keep the rest of the money (£50 million) to make higher returns (Fairey et al., 2004).
The current rate of 10% hurdle rate means that Toyota should decline all the three projects and either: (1) renegotiate the terms of the projects with improved cash flows, (2) obtain a lower cost financing like green bonds at 6-7 per cent, or (3) find other projects that can be above the 10 per cent hurdle rate. With a ROE of 9.5% and a low free cash flow margin of only 0.80, Toyota cannot make value-destroying investments as it transitions to capital-intensive EVs.
[bookmark: _Toc227884038]Conclusion
This report has given an elaborate financial analysis of Toyota Motor Corporation in the past five financial years with strengths and key weaknesses. Financial health check demonstrated good liquidity, growing operational efficiency, and good interest coverage, yet worsening TTM profitability, soaring net debt (66% growth over five years) and continuing negative free cash flow over three of five years. Such results indicate that Toyota is not in danger of going out of business in the short-term but has high risks over the long-term sustainability because of the capital needs of the EV transition.
The working capital analysis revealed cash operating cycle in 115.4 days - by far worse than that of the industry at 70 days - with an idle working capital of ¥6.3 trillion. Inventory optimisation, receivables reduction, and implementing supply chain financing would free ¥11.1 trillion of cash without any outside borrowing. The proposed barbell financing approach would help the Toyota to be out of the present situation of 40.5% short-term debt to long-term green bonds, lowering the refinancing risk.
The strategic financial restructuring plan proposes 8% (¥8.2 trillion) non-core asset divestiture, 4.8% dilutive ¥1 trillion rights issue, strategic battery manufacturer alliance and debt refinancing. This would be a hybrid strategy that would result in a debt-to-equity ratio of 0.72 by Year 3, an ROE of 15.0, rather than 9.5%, and a positive free cash flow margin. The reorganisation is economically feasible and ethical, and it includes the hedging of the international currency, tax optimization and 140 billion of the CSR budget annually.
The analysis of the investment appraisal indicated that all three proposed projects have negative NPV and IRR is lower than that of Toyota of 10 percent cost of capital. Although Project C is the least value-destructive alternative, the best financial choice would be to turn down all three projects at the present level of the hurdle rate and find improved project terms, cheaper financing or alternative investments.
Toyota is at a crossroad. The high liquidity and efficiency in the operations of the company is an opportunity to change but, increasing net debt and negative free cash flows necessitate urgent measures. The suggested reorganization, working capital enhancements, and stringent investment standards will help Toyota to go through the capital-hungry EV migration without annihilating shareholder value and remain afloat.
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Efficiency Ratios

Asset Turnover	
FY2021	FY2022	FY2023	FY2024	FY2025	TTM	0.44	0.46	0.5	0.5	0.51	0.49	Fixed Asset Turnover	
FY2021	FY2022	FY2023	FY2024	FY2025	TTM	2.31	2.46	2.83	3.05	3.02	2.94	


Gearing Rations

Debt-to-Equity	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	1.1000000000000001	1.01	1.04	1.07	1.08	1.08	Interest Coverage (x)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	46.23	68.09	21.78	51.61	25.15	46.73	Net Debt (¥ million)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	20558740	20382740	21863330	27149740	29810500	34208790	



Cash Flow Ratios

Operating CF Ratio	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	0.13	0.17	0.12	0.14000000000000001	0.13	0.14000000000000001	Cash Flow Margin (%)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	10.02	11.86	7.95	9.33	7.7	9.1999999999999993	FCF Margin (%)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	-2.8	0.76	-1.08	-1.1299999999999999	-2.5099999999999998	0.8	



Working Capital 

Inventory Days	Current	Target	Reduction/Extension	Cash Release (¥ billion)	0	0	0	1465	Receivables Days	Current	Target	Reduction/Extension	Cash Release (¥ billion)	0	0	0	6441	Payables Days	Current	Target	Reduction/Extension	Cash Release (¥ billion)	0	0	0	3207	Net Cash Release	Current	Target	Reduction/Extension	Cash Release (¥ billion)	11113	




Payback Period (Years)	
Project A	Project B	Project C	4.5	4.55	3.6	


Profitability Ratios

Gross Margin (%)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	17.760000000000002	19.03	16.989999999999998	20.77	19.940000000000001	17.62	Operating Margin (%)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	8.08	9.5500000000000007	7.33	11.87	9.98	8.5500000000000007	Net Profit Margin (%)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	8.25	9.08	6.6	10.97	9.92	7.33	EBITDA Margin (%)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	14.12	15.35	12.82	16.5	14.67	13.13	ROCE (%)	FY2021	FY2022	FY2023	FY2024	FY2025	TTM	5.39	6.53	5.41	8.7799999999999994	7.47	6.18	
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