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1.1 Company Overview
Toyota Motor Corporation is a global automotive giant and a prominent player in the automotive and electric vehicle (EV) markets. Based in Japan, Toyota has a global presence, selling its vehicles in over 170 markets, backed by a vast network of manufacturing, distribution and supply (Toyota Europe, 2026). Toyota holds a competitive position in the global market with its range of passenger vehicles, hybrid electric vehicles (HEVs), battery electric vehicles (BEVs) and commercial transport solutions. Toyota's legacy for quality, innovation and efficiency has allowed it to maintain a strong position in the highly competitive automotive market. But the rapidly increasing global trend towards electrification has placed more strategic pressure on the company to develop its expertise in electric vehicles (EV), invest in battery technologies and adjust its financial mode of operation to compete with EV startups such as Tesla and BYD.
1.2 Purpose of Report
This report has been prepared from perspective of Chief Financial Officer perspective to critically analyse Toyota's financial performance during the last five years and to provide an overview of its financial position. The report conducts detailed financial statement and ratio analysis to determine underlying trends, strengths, weaknesses and risks in the business operations. The report assesses Toyota's working capital management and makes recommendations to enhance liquidity and optimise short-term financial processes. The report also provides financial restructuring recommendations to improve capital structure, flexibility and shareholder returns. Investment appraisal and capital budgeting methods are used to evaluate potential investment options and prioritise the most attractive opportunities to support Toyota's long-term strategic development in the global EV industry.
[bookmark: _Toc227947226]2. Financial Health Check
Overview of Five-Year Financial Performance
The financial performance of Toyota Motor Corporation over the five years between fiscal years (FY) 2021 and FY2025 shows continued revenue and profit growth. Revenues steadily grew from around ¥2,118,302 million in FY2021 to ¥4,084,984 million in FY2025, suggesting substantial top-line growth due to increased global vehicle sales, diversification in electric vehicle (EV) production and better pricing practices (Toyota, 2026). Net profits also grew consistently, showing that Toyota has been able to sustain profitability in the face of challenges from inflation and heightened competition in the global automobile market. The upward trend in profits is a testament to sound operational management and strong business performance.
Profitability Analysis
The profitability of Toyota Motor Corporation remained consistent between FY2021 and FY2025, suggesting strong operational performance despite increased competition and cost pressures in the global automotive and electric vehicle (EV) industry. Gross profit margin consistently stayed high, ranging from 22.37% to 23.51%, indicating that Toyota maintained control over its production and procurement costs, while retaining its ability to pass on price increases (Toyota, 2025). The small dip in FY2022 and FY2023 could be a result of inflation, chip shortages, and rising raw material prices affecting the global automotive sector (Toyota, 2023).
The operating profit margin was more variable, dropping from 5.88% in FY2022 to 5.03% in FY2023, and then recovering to 5.43% in FY2025 (Toyota, 2023). This suggests pressure from higher selling, general, administrative and research and development costs, as Toyota ramped up investment in electric vehicle (EV) technology, battery technology, and digital transformation projects. Similarly, net profit margin declined to 5.88% in FY2023, but recovered to 6.64% in FY2025, reflecting an increase in bottom-line profitability due to better operational performance and financial management.
Return on Assets (ROA) showed gradual improvement from 2.17% in FY2021 to 2.88% in FY2025, indicating improvement in managing returns from company's growing assets (Toyota, 2021). Return on Equity (ROE) also improved from 4.26% to 5.41%, showing improved returns to shareholders over the period, although with a dip in FY2024.
Liquidity Analysis
Toyota Motor Corporation's liquidity remained robust during the FY2021-FY2025 period, reflecting its strong short-term financial stability and efficient management of short-term cash requirements. The current ratio steadily improved from roughly 1.64 in FY2021 to 1.92 in FY2025, indicating that Toyota had an adequate amount of current assets to meet short-term obligations. This is indicative of solid working capital management and short-term financial stability. The quick ratio was consistently high throughout the period (between 2.45 and 2.86) suggesting that Toyota held significant liquid assets even after inventory is removed. This suggests healthy receivables, cash and short-term investments, which increases the company's ability to meet short-term obligations without having to rely on inventory sales. This is a good sign of financial stability, especially in a capital-intensive industry like automobiles.
But the cash ratio was relatively low during this period, ranging from 0.14 to 0.31. This implies that the cash held by Toyota is relatively low as compared to current liabilities, but this is common for large multinational manufacturers who efficiently utilise cash through active cash management and short-term borrowing. Toyota's liquidity ratios reflect a healthy short-term financial position, with good working capital coverage and liquidity. The low cash ratio suggests that its cash flow and treasury management needs to be efficient to meet operational and investment needs.
Working Capital Efficiency 
The working capital efficiency of Toyota Motor Corporation has declined over the years from FY2021 to FY2025, signalling increased stress on operational cash flow management and the efficiency of using short-term assets. Inventory days stayed at consistently high levels, ranging from around 65 days to 77 days, implying that Toyota maintained high levels of inventory. This could be a deliberate strategy to support its global manufacturing and supply chain needs, but high inventory days can also lead to higher inventory costs and lower working capital efficiency.
Receivable days have consistently been high, averaging over 150 days over the past five years, reflecting a long receivable collection cycle. This implies a large amount of cash is invested in receivables, which may reduce the company's cash liquidity and require more reliance on external financing to fund operations. Although these longer receivable days may be associated with favourable credit terms within Toyota's dealership and financing business, they still have a negative impact on short-term cash flow efficiency.
The number of days payable reduced substantially from around 138 days in FY 2021 to 102 days in FY 2025, suggesting that Toyota is paying suppliers faster (Toyota, 2022). Although accelerated supplier settlements can enhance supplier relationships, this impairs the company's cash retention capacity during the operating cycle.
Due to these simultaneous changes, Toyota's cash conversion cycle has grown significantly from 94 days in FY2021 to 124 days in FY2025, indicating working capital efficiency has declined (Toyota, 2024). This increase suggests that Toyota is taking longer to recover investments in its operations, which may limit its cash flow and increase the need for financing. Toyota can enhance its efficiency by refining its inventory planning, managing receivables and negotiating better credit terms with its suppliers to reduce the operating cash cycle.
Capital Structure and Gearing Analysis
Toyota Motor Corporation's capital structure remained fairly conservative and consistent over the FY2021 to FY2025 period, suggesting a cautious approach to financial risk and a moderate level of gearing. The debt-to-equity ratio was relatively stable over the period, ranging from 28% to 43% (represented in percentage for consistency in the graph). This implies that Toyota prefers to use more equity finance over debt finance, therefore avoiding excessive leverage and interest expenses. The spike in FY2023 suggests a temporary boost in debt financing, likely due to investment needs or fund-raising for operational growth.
The debt to capital ratio also had a similar trend, ranging from 21.71% to 30.16%, showing that debt was a small part of Toyota's capital. This suggests a prudent approach to funding and its ability to meet operational and investment needs while minimising reliance on debt. Debt ratio has consistently been less than 22% over the past five years while equity ratio has consistently been greater than 50%, suggesting the balance sheet and shareholder-funded capital of Toyota are well supported.
The substantial improvement in FY2024, with gearing ratios falling considerably, indicates effective debt reduction or increases in equity during this year, improving Toyota’s financial flexibility and lowering the risk of insolvency. While gearing has marginally increased again in FY2025, it remains conservative. Toyota's gearing profile suggests a safe, healthy and low-risk capital structure with a high debt capacity for future large-scale investments if needed. But the company's management should keep debt and equity balanced to reduce the cost of capital and enhance flexibility to fund large electrification and global expansion projects.
Investment and Cash Flow Analysis
Toyota Motor Corporation's investor appeal and cash generation have been mixed in the five years from FY2021 to FY2025. Earnings per share (EPS) grew steadily over the past five years, reflecting a rise in profitability available to shareholders and the ability to generate earnings. This is a positive sign of Toyota's improving profitability and ability to generate value for shareholders by increasing profits. But the price-to-earnings (P/E) ratio has experienced significant swings during the period, which may indicate fluctuations in market sentiment and expectations about Toyota's future prospects. This could be due to the uncertainty over the company's EV strategy, competitive environment, and macroeconomic factors impacting the automotive industry.
Despite its profitability improvement, Toyota's operating cash flow ratios also declined significantly over the period. Both the operating cash flow to current liabilities and operating cash flow to debt ratios fell over the period, reflecting diminished capacity to meet short-term liabilities and debt obligations with internally generated operating cash flows. Likewise, cash margin shrunk considerably over the past five years, which indicates a lower ability to convert sales revenue into cash, despite the increase in sales volume. This could reflect rising working capital needs, increased operating costs or slower cash collections.
Toyota remains an appealing investment from the perspective of earnings and shareholder returns, but declining operating cash flow efficiency suggests the need to monitor its cash generation capability. The company should focus on enhancing efficiency in cash conversion and working capital to enable future growth opportunities and maintain flexibility.
Summary of Strengths, Weaknesses, and Threats
The financial analysis of Toyota reveals a number of strengths, such as robust sales growth, consistent profitability, low gearing levels, and growing shareholder returns, suggesting a high degree of financial stability and strategic sustainability. But there are also weaknesses reflected in declining working capital efficiency, inordinate days to receive accounts receivable, and in reduced operating cash flow, which could limit cash flows and operational flexibility. Opportunities lie in growing global EV market share, while threats include increasing global competition in EVs, higher costs of raw materials and battery production, technological change, supply chain disruption, and regulatory pressures relating to sustainability and emissions standards. These factors suggest, even though Toyota's financials are strong, financial improvements are needed for long-term profitability.
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[bookmark: _Toc227947228]3.1 Cash Operating Cycle 
The cash operating cycle of Toyota Motor Corporation has grown over the FY2021-2025 period, suggesting a decline in the efficiency of the company's working capital management. Toyota's cash operating cycle has grown from around 94 days in FY2021 to 124 days in FY2025. This reflects a trend towards a longer time to convert inventory and receivables into cash, which leads to lower short-term working capital efficiency and a higher reliance on working capital loans.
The inventory holding period has been steady but high between 65 and 77 days over the period. This suggests that Toyota takes more than two months on average to sell its inventory, which may be necessary to ensure strategic stockholding to support global manufacturing and reduce supply chain risk. However, longer inventory days also mean higher inventory costs such as storage, insurance and obsolescence.
Average receivable days were also high, averaging over 150 days throughout the period reviewed. This suggests that Toyota has a long receivable cycle from customers and dealers, leading to significant cash being tied up in receivables. While this could partly be attributable to dealership financing and overseas credit arrangements, lengthy receivable days impact negatively on liquidity and cash flows from operating activities. Payable days significantly decreased from around 138 days in FY2021 to 102 days in FY2025, indicating that Toyota has shortened the payment terms to suppliers. While this may enhance supplier relations and procurement certainty, it also reduces the interest-free loan provided by trade credit.
[bookmark: _Toc227947229]3.2 Working Capital Problems Identified
Toyota's operating cycle analysis reveals a number of working capital problems. First, the major issue is the company's extended receivable period. Given the receivable period is consistently over 150 days, it suggests that Toyota has a significant amount of cash invested in trade receivables and customer finance balances. This slows cash flow, reduces liquidity and potentially exposes them to credit risk.
Second, inventory remains high compared to levels of production and sales. While the automobile industry needs to hold substantial inventory levels due to global supply chain complexities and part interdependence, Toyota's inventory turnover period suggests an inefficiency in inventory management. High levels of inventory could lead to higher inventory holding costs, insurance costs, and the risk of inventory obsolescence, especially in the fast-moving electric vehicle (EV) market, where technological change could rapidly decrease the value of components (Klisura et al., 2025). The decrease in payable days indicates Toyota is paying its suppliers faster. This is likely to benefit the company's relationship with its suppliers, but limits the company's capacity to use supplier credit to fund its short-term working capital needs.
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To enhance working capital efficiency and boost liquidity, we recommend a number of changes to Toyota's operations.
First, Toyota should continue to fine-tune its inventory management by improving its Just-in-Time (JIT) inventory system (Susanti et al., 2025). While Toyota is the originator of JIT, supply chain events are likely to have meant increased stockpiles. Toyota should adopt sophisticated demand planning and AI-powered inventory optimisation technologies to ensure inventory is more closely matched to production schedules and market demand, minimising excess inventory build-up while maintaining supply chain flexibility.
Toyota should improve receivables management by adopting stricter credit policies and collecting receivables from dealers and customers faster, if it is economically viable. This could involve adjusting payment terms, improving credit risk evaluation, offering early payment discounts and implementing automated receivables monitoring to minimise overdue receivables. Toyota should negotiate with suppliers to optimise trade credit. Increasing payment terms where feasible would enable Toyota to keep cash tied up in the business longer, thus increasing cash flow without significantly adding to the cost of capital (Bhattacheryay, 2023). But this should be done in a way which does not harm supplier relationships.
Toyota might consider dynamic discounting programs which allow early supplier payments in return for discounts when cash surpluses exist. This approach offers flexibility to manage supplier payments along with enhanced returns on excess cash. The adoption of integrated ERP and AI-powered treasury systems would enhance real-time cash flow, working capital, and liquidity projections, providing better visibility over operational cash balances (Olabowale, 2026).
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Toyota needs to assess a mix of short-term and long-term financing to meet working capital and long-term investment requirements. Short-term financing options like overdrafts, trade credit, and factoring are flexible and ideal for short-term financing needs or peak working capital demand. Overdrafts offer quick access to cash, while trade credit enables Toyota to postpone payments to suppliers without immediate cash flow. Factoring can help speed up receivables collection by selling receivables to banks. Yet, short-term financing often involves refinancing risks, interest rate fluctuations and over-reliance risks with excessive use.
However, long-term financing alternatives including bonds, equity financing and long-term bank loans offer more stability and are better suited for financing capital investments and other long-term projects. Bonds may be cheaper for Toyota given its high credit rating, but equity financing does not require repayment, although it can lead to a loss of control. Long-term loans have fixed payment schedules but raise leverage and long-term obligations.
Toyota's conservative gearing ratios and healthy balance sheet would allow short-term financing to be used sparingly for working capital requirements and leaving long-term financing for strategic initiatives such as EV investments, global expansion and major projects. Such a financing strategy would achieve cost efficiency and flexibility.
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Although Toyota has a healthy financial status, the previous financial analysis highlights areas in which financial restructuring is needed to enhance long-term financial performance and maintain a competitive position. First, the company has seen a decline in working capital efficiency, increasing cash conversion cycle, and decreased operating cash flow ratios over time despite growing revenue and profits. These concerns indicate Toyota's financial structure may not be sufficiently flexible to support its rapid strategic shift towards electric vehicle (EV) manufacturing and technological advancement. The growing competition from EV-focused startups, the need for investment in battery technologies and the global regulatory pressures require large capital investments and improved financial agility (Lundgren and Viganò, 2024). Failure to preemptively restructure could result in less liquidity, inflexible operations and reduced investment in strategic initiatives. Thus, a comprehensive financial restructuring strategy is essential to enhance capital allocation and liquidity efficiency, maintain shareholder value, and maintain appropriate flexibility to fund future EV investments, global growth and transformation.
Recommended Restructuring Strategy 1 
Toyota should focus on internally generated funds and, when it makes sense, equity financing to fund long-term EV investment and technological change. Toyota's low leverage offers flexibility, but maintaining moderate gearing and leveraging for capital-intensive electrification plans is wise given the uncertainties and magnitude of investment. Retained earnings are an internal and low-cost source of funds that can be used to finance EV growth without increasing debt levels or fixed interest payments (Fu and Yang, 2021). Financing battery manufacturing, software, R&D and charging infrastructure with retained earnings will improve Toyota's solvency and maintain flexibility to borrow for future projects or recessions.
However, equity financing or targeted equity placements could be used to fund particularly large investments. Equity financing reduces leverage risk, enhances solvency ratios and fortifies the firm's balance sheet by boosting its equity capital base (Abubakar and Anyonje, 2025). This can be especially beneficial if Toyota were to make large-scale strategic investments. While issuing equity can dilute shareholders, this can be offset if the capital is spent on high-return strategic initiatives that are likely to increase shareholder returns over time. Retaining a high proportion of equity-based capital also promotes investor trust and Toyota's creditworthiness.
A preference for retained earnings and selective equity issuance would allow for long-term growth while maintaining Toyota's flexibility and avoiding excessive debt.
Recommended Restructuring Strategy 2
Increasing strategic partnerships and joint ventures will help Toyota mitigate financial risks, speed up technological development and improve global competitiveness in the EV industry (Porters and Prahalad, 2023). Due to the high financial and technological risk in EV development, alternative investment structures can be used to pool capital, technological, and market risk.
Joint ventures in battery technology would allow Toyota to leverage cutting-edge battery technology while offsetting the costs and risks of internal research and development, and increase the speed of bringing new EV technologies to market. Partnerships with battery producers, semiconductor companies and software providers can improve technology development capabilities and reduce risk. Joint ventures also enable co-investment in manufacturing facilities and global expansion, especially in emerging markets with high growth potential where market entry risks can also be high (Zhang et al., 2025). Collaborations with domestic manufacturers or technology companies can enhance market presence, navigate regulatory challenges, and reduce risk.
Recommended Restructuring Strategy 3
Toyota should consider strategically divesting non-core assets, loss-making subsidiaries, or business units that are inconsistent with the company's strategy to achieve better financial performance and strengthen strategic clarity. With the fast-changing dynamics in the automotive industry towards electrification, existing investments in non-core assets or business units with poor growth rates may distract management focus and tie up resources that could have been diverted to EV-related growth initiatives.
This would provide cash inflows from divestments, which can be channeled to other growth-oriented projects such as EV manufacturing and battery production, software development, and digital mobility platforms (Potharla, 2025). This would enhance Toyota's cash flow and minimise excessive reliance on external funding. Moreover, divestiture would increase asset productivity by eliminating non-productive assets from the books, thereby increasing return on assets and capital efficiency.
Strategically, divestment would enable Toyota to focus management attention and investment on key growth areas linked to the future of mobility. For instance, divesting from low-performing traditional combustion engine businesses or non-core overseas subsidiaries may enhance operational and strategic efficiency. But divestiture should be done in a way that avoids selling off key assets or disturbing operations. Managers should therefore undertake portfolio assessments to determine assets that provide subpar strategic and financial returns while retaining those assets that are essential to Toyota’s strategic sustainability.
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The restructuring recommendations should impact Toyota's financial and strategic performance in multiple areas. First, equity value is likely to rise due to better capital allocation, higher return on capital, and better growth prospects with EV investment. Selling-off unproductive assets and investing in EV growth opportunities should improve profitability, and investor sentiment (CIACCHERI, 2024).
Toyota's financial leverage and solvency should not be impaired due to the recommended reliance on internal funds and equity financing, and partnerships rather than excessive debt. This would sustain financial strength and borrowing capacity for future investments. Operational flexibility would improve significantly. With a leaner asset footprint, improved liquidity and a network of strategic partnerships, Toyota will gain greater agility to respond to technology and market change, competitive challenges and other external threats. Enhanced financial flexibility also boosts Toyota's resilience to macroeconomic and supply chain shocks.
Managers should consider the timing of restructuring to prevent operational chaos, resistance and/or implementation failure (Tran, 2025). Engagement with investors, employees and partners will be critical to achieve restructuring success.
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Globalisation and ethical considerations are important aspects of Toyota's restructuring strategy. Exchange rates can impact profitability and returns on investment through Toyota's global revenues and expenses, requiring exchange rate risk management. Inflation and global interest rate fluctuations might also impact production and financing costs, affecting restructurings. Cross-border tax implications need to be considered to promote efficient global capital allocation and meet global tax compliance obligations (Umeaduma, 2022). Restructuring initiatives must comply with Toyota's corporate social responsibility policies and ESG goals, ensuring sustainable relationships with employees, suppliers and communities, and promoting environmentally sustainable EV production. A sustainable and ethical approach to restructuring is essential to maintain Toyota's reputation and trust.
[bookmark: _Toc227947236]5. Investment Appraisal and Capital Budgeting
5.1 Investment Appraisal Methodology
Investment appraisal methods are critical financial tools to assess the feasibility, profitability and strategic suitability of long-term capital projects. This report uses five traditional appraisal techniques to evaluate Toyota’s investment projects.
Payback Period (PBP) calculates the time it takes to pay back the initial capital outlay from the cash flows generated (Cotter, 2023). It can be used to analyse liquidity and risk but fails to consider cash flows after the payback period and the time value of money. Accounting Rate of Return (ARR) measures the average accounting profit over average investment, providing information on the profitability of a project from an accounting viewpoint. But ARR is based on profits rather than cash flows. Net Present Value (NPV) evaluates present value of future cash inflows minus initial investment, considering the time value of money (Wang, 2021). If the NPV is positive, a project will create value for shareholders.
Internal Rate of Return (IRR) is a rate that shows the percentage rate at which NPV is zero and indicates the anticipated percent that the project will produce (Kulakov and Blaset, 2020). Even though the five approaches are all useful in their own ways, NPV is considered to be the most theoretically sound appraisal method since it directly evaluates the creation of shareholder value.
5.2 Appraisal Results and Interpretation
Results of the investment appraisal reveal that there is evident difference in financial attractiveness of the three proposed projects. Under most appraisal methods, project C would do best overall and highest under most appraisal methods. It has the shortest payback period of 4.00 years, meaning that it is able to recoup the initial investment faster than other competing alternatives and thus has a lower liquidity risk. Its 6.00% ARR is also significantly higher than the accounting profitability of Projects A and B.
Above all Project C is the only project that is producing a positive NPV of £1.08 million and this implies that Project C is likely to yield shareholder value once the cost of capital of 10% is taken into consideration. On the same note, its profitability index of 1.02 is a clear indication that the present value of future cash inflows will not be less than the initial investment, and thus, financial viability. Project A gives mixed outcome. Though its payback period and IRR are fairly acceptable, its negative NPV of £2.14 million means that the project would lower the wealth of shareholders should it be undertaken. Project B has the poorest performance in almost all appraisal measures, lowest IRR, and least PI and a negative NPV.
Certain discrepancies among methods can be found. For example, the IRR of Project A of 8.45% is stronger compared to the IRR of Project B of 3.42; nevertheless, both projects yield negative NPVs. This shows how relying on percentages based or liquidity-based appraisal methods is limited. Payback and ARR can give preference to projects which have early or account-based returns but do not reflect full value creation. Therefore, NPV ought to be given the first priority in decision making as it is the only measure of the anticipated growth or loss in the wealth of the shareholders and it takes into consideration the time value of money. In this regard, Project C would be preferable based on the most theoretically sound investment criterion.
5.3 Recommended Project
According to the analysis of investment appraisal, the most feasible investment option is Project C and it should be suggested to be implemented.
The only project that generates a positive NPV is project C, meaning it is likely to create value to the shareholders once the cost of capital has been recovered. This is the most important determinant in capital budgeting as NPV is a direct measure of wealth creation. In comparison, both Projects A and B are negative NPVs and thus would decrease shareholder value were they approved. Besides its high NPV value, Project C has the best IRR of 10.69, which is higher than the required discount of 10% of the company. This implies that the project has returns that are greater than the hurdle rate of Toyota and is economically appealing in terms of percentage-return. Project C also has the shortest payback period of 4.00 years, enhancing the liquidity of investment and minimizing the risk of long-term uncertainty.
Strategically, Toyota has a high liquidity and low gearing position, which indicates that the company has adequate financial resources to pursue Project C without putting too much strain on solvency and liquidity. The fact that Toyota is stable in terms of profitability, leverage, and balance sheet also contributes to the fact that the company can afford the investment or finance it with the help of low-cost borrowing in case of necessity. Choosing the best positive-NPV project is in line with the maximisation of shareholder wealth and a disciplined allocation of capital. In this context, the extremely capital-intensive and fast-changing EV market, Toyota should only invest in a project that will yield positive financial benefits in the long term.
Thus, according to the financial appraisal and alignment with the strategic considerations, Project C is the best stand-alone investment decision that Toyota should make.
5.4 Non-Financial Risk Assessment
Project C is superior in terms of finance; however, before it is finally approved, non-financial risks have to be taken into consideration.
Political and regulatory risk is one of the main risks especially when the project would be international EV expansion or battery production. The changes in the government policies, tariffs, trade restrictions, and the local regulations can influence the profitability of the project and its feasibility to be implemented. The EV industry is especially susceptible to technology risk because of the fast rate of battery development, autonomous driving technology, and disruption of digital mobility. Investments can become obsolete in technology before the returns are realised especially in long term projects.
There is also the risk of customer loyalty and uncertainty of demand. Tastes in the EV market are also changing at a very high rate and lack of synchronization of product offerings with market demand may lead to lower returns anticipated. The existing and new EV producers Tesla, BYD, and Volkswagen can place competitive pressure on Toyota, potentially forcing it to lower the projected market share, price power and profitability of the investment. The risk in the supply chain is still significant because Toyota is relying on international semiconductor, battery, and raw material supply chains. Any disruption may delay implementation and raise costs of the project. The perception of stakeholders is being affected by sustainability and ESG expectations. The projects should be consistent with the environmental goals and sustainability pledges of Toyota so that the company could not suffer reputational harm and face regulatory control.
5.5 Capital Analysis
At a limited capital supply of 100 million pounds, Toyota cannot do all the three projects at the same time and has to practice capital rationing to find the best combination of investments. The capital rationing analysis shows that the A + C combination yields the greatest joint NPV and hence the financially optimal combination within the budget constraint of £100 million. Nevertheless, the NPV of the combination is negative at £1.06 million although this is the first combination in the list of available combinations.
This poses a key strategic issue. Although A + C is the least value-destructive combination when using the budget constraint, the negative combined NPV indicates that the combination of the two projects can still decrease shareholder value in total. In this regard, the management ought to be careful in the approval of the entire allocation of £100 million. In this case, Toyota can look to investing in Project C alone and holding the remaining capital to exploit other opportunities in the future instead of using the entire budget to deploy it inefficiently. Alternatively, the management can revisit assumptions in Project A or implementation set up to enhance projected returns before going ahead.
5.6 Final Investment Recommendation
With the overall investment appraisal and capital rationing analysis, the preferred standalone investment opportunity that Toyota can undertake is Project C. Project C is the one project that yields a positive NPV, the highest IRR, the most lucrative index of profitability and the shortest payback period, which implies it is more financially and strategically appealing. The A + C combination would be the best under capital rationing, but its negative combined NPV implies that by investing in the two projects at the same time, shareholder value would be decreased. Thus, Toyota ought to stick to Project C alone, and save the remaining capital in future high-paying opportunities or reassess Project A after strategic redesign. This is the most appropriate strategy to help in the disciplined capital allocation and long term wealth maximisation of the shareholders.
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Toyota Motor Corporation is financially well, with a robust growth in revenue, sustainable profitability, reasonable gearing ratios, and rising shareholder dividends in the FY2021-2025. The strengths suggest that the firm has a strong financial base to leverage on strategic growth in the future. Nevertheless, a significant issue identified in the analysis is that the efficiency of working capital is being deteriorated, the time of collecting receivables is increasing and the performance of operating cash flow is declining, which can limit liquidity and internal financing capability without intervention. To alleviate these problems, the report suggests strategic financial restructuring by selective divestiture, reinvestment of retained earnings, and strategic alliances to increase liquidity, operating flexibility, and capital allocation efficiency. Moreover, the investment appraisal results show that project C is the best investment opportunity, according to the high NPV value, IRR, and payback performance. In general, it will be crucial to maintain long-term competitiveness of Toyota in the emerging global EV market due to disciplined financial management and strategic restructuring.
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	Financial Data (¥ Mn)
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Revenue
	2,118,302
	2,705,183
	3,379,891
	3,833,205
	4,084,984

	Cost of Sales
	1,627,894
	2,097,501
	2,623,707
	2,932,058
	3,133,410

	Gross Profit
	490,407
	607,682
	756,183
	901,147
	951,573

	Operating Profit
	118,159
	159,066
	169,904
	200,404
	221,695

	Profit Before Tax
	184,011
	246,123
	262,967
	309,190
	351,463

	Net Profit
	141,435
	185,350
	198,716
	236,854
	271,247

	Current Assets
	1,948,081
	2,255,827
	2,677,024
	3,129,531
	3,109,426

	Cash
	238,248
	247,085
	202,731
	496,849
	378,455

	Trade Receivables
	962,270
	1,121,491
	1,398,757
	1,638,998
	1,720,610

	Inventory
	292,461
	433,961
	524,385
	619,082
	619,804

	Total Assets
	6,503,986
	7,627,120
	7,821,185
	11,078,462
	9,403,481

	Current Liabilities
	1,188,239
	1,372,721
	1,517,112
	1,639,197
	1,622,284

	Trade Payables
	613,579
	745,553
	807,474
	876,925
	878,848

	Short-Term Debt
	435,238
	468,504
	519,749
	424,486
	497,293

	Long-Term Debt
	910,124
	922,011
	1,179,390
	1,281,779
	1,232,789

	Total Debt
	1,345,362
	1,390,515
	1,699,139
	1,706,265
	1,730,082

	Total Liabilities
	3,181,436
	3,605,152
	3,885,784
	4,925,103
	4,388,235

	Total Equity
	3,322,550
	4,021,967
	3,935,401
	6,153,359
	5,015,246

	Operating Cash Flow
	382,386
	321,085
	194,964
	443,590
	171,578



PROFITABILITY RATIOS 
	Ratio
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Gross Profit Margin
	23.15%
	22.46%
	22.37%
	23.51%
	23.29%

	Operating Profit Margin
	5.58%
	5.88%
	5.03%
	5.23%
	5.43%

	Net Profit Margin
	6.68%
	6.85%
	5.88%
	6.18%
	6.64%

	Return on Assets (ROA)
	2.17%
	2.43%
	2.54%
	2.14%
	2.88%

	Return on Equity (ROE)
	4.26%
	4.61%
	5.05%
	3.85%
	5.41%


LIQUIDITY RATIOS
	Ratio
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Current Ratio
	1.64
	1.64
	1.76
	1.91
	1.92

	Quick Ratio
	2.70
	2.44
	2.67
	2.86
	2.83

	Cash Ratio
	0.20
	0.18
	0.13
	0.30
	0.23




WORKING CAPITAL RATIOS
	Ratio
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Inventory Days
	65.57
	75.52
	72.95
	77.07
	72.20

	Receivable Days
	165.81
	151.32
	151.05
	156.07
	153.74

	Payable Days
	137.57
	129.74
	112.33
	109.16
	102.37

	Cash Conversion Cycle
	93.81
	97.10
	111.67
	123.97
	123.56

	Asset Turnover
	0.33
	0.35
	0.43
	0.35
	0.43



SOLVENCY RATIOS
	Ratio
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Debt to Equity
	40.49%
	34.57%
	43.18%
	27.73%
	34.50%

	Debt Ratio
	20.69%
	18.23%
	21.72%
	15.40%
	18.40%

	Equity Ratio
	51.08%
	52.73%
	50.32%
	55.54%
	53.33%

	Debt to Capital
	28.82%
	25.69%
	30.16%
	21.71%
	25.65%



CASH FLOW RATIOS
	Ratio
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Operating Cash Flow Ratio
	0.32
	0.23
	0.13
	0.27
	0.11

	Cash Flow to Debt Ratio
	0.28
	0.23
	0.11
	0.26
	0.10

	Cash Margin
	18.05%
	11.87%
	5.77%
	11.57%
	4.20%



HORIZONTAL TREND ANALYSIS
	Item
	FY2022 Growth %
	FY2023 Growth %
	FY2024 Growth %
	FY2025 Growth %

	Revenue
	27.71%
	24.94%
	13.41%
	6.57%

	Gross Profit
	23.91%
	24.44%
	19.17%
	5.60%

	Operating Profit
	34.62%
	6.81%
	17.95%
	10.62%

	Net Profit
	31.05%
	7.21%
	19.19%
	14.52%

	Total Assets
	17.27%
	2.54%
	41.65%
	-15.12%

	Total Equity
	21.05%
	-2.15%
	56.36%
	-18.50%

	Total Debt
	3.36%
	22.19%
	0.42%
	1.40%


Investment ratio
	Ratio
	FY2021
	FY2022
	FY2023
	FY2024
	FY2025

	Earnings Per Share (EPS)
	440.28
	580.73
	621.17
	736.86
	856.96

	Price Earnings Ratio (P/E)
	22.39
	14.58
	11.83
	21.24
	14.83




	Project Cash Flow Inputs

	Particulars
	Project A
	Project B
	Project C

	Initial Investment (£)
	50
	50
	50

	Year 1 Inflow
	10
	11
	5

	Year 2 Inflow
	12
	11
	10

	Year 3 Inflow
	14
	11
	20

	Year 4 Inflow
	10
	11
	25

	Year 5 Inflow
	8
	11
	5



	INVESTMENT APPRAISAL RESULTS

	Metric
	Project A
	Project B
	Project C

	Payback Period
	4.50 Years
	4.55 Years
	4.00 Years

	ARR
	1.60%
	2.00%
	6.00%

	NPV (£m)
	-2.14
	-8.3
	1.08

	Profitability Index
	0.96
	0.83
	1.02

	IRR
	8.45%
	3.42%
	10.69%



	Original Project
	Project Name (Use in Excel/Report)
	Description

	Project A
	Battery Manufacturing Expansion Project
	Expansion of battery production capacity for EV demand

	Project B
	Charging Infrastructure Development Project
	Investment in charging network / partnerships

	Project C
	EV Research & Innovation Project
	Advanced EV R&D / next-gen battery innovation

	Project Combination
	Total Investment (£m)
	Combined NPV (£m)
	Rank

	A + C
	100
	-1.06
	1

	B + C
	100
	-7.22
	2

	A + B
	100
	-10.44
	3
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