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[bookmark: _Toc227273925]Executive Summary 
This report analyzes the financial results of Toyota Motor Corporation between 2020 and 2024 and the key obstacles to shareholder value creation as the world goes electrified. The period saw an increase between ¥29.9 trillion and ¥45.1 trillion in revenue, which was driven by post-pandemic recovery, pricing strength and ongoing demand of hybrid vehicles. This growth, however, was not reflected in proportionate returns, with ROCE improving by only 10.2 percentage points between 8.5 and 10.2, which is a sign of increasing capital intensity and declining capital productivity.
There was a decline in working capital performance. The cash conversion cycle was lengthened by increasing inventory days and a decreased receivables collection rate, which tied up liquidity even though it was generating strong operating cash flow. This implies that an increase in accounting has exceeded an increase in cash efficiency, taking away financial flexibility when large-scale electrification investment needs to be disciplined in capital allocation.
Toyota hybrid-first model has benefited strategic positioning of the company and has enabled consistent near-term cash flows. It is however also exposing to opportunity-costs in the event that battery electric vehicles are adopted at a higher rate than anticipated, especially as compared to other companies like Tesla, Inc and BYD Company.
All the three proposed projects have a negative NPV at a discount rate of 10 percent as indicated by investment appraisal. Based on this, none of them ought to be accepted in the light of strict shareholder wealth maximisation principles. Project C has the best relative performance in terms of highest IRR, shortest payback period, and least value deficit; hence it is most plausible strategic choice in case there is a need to invest competitively.
The report suggests that Toyota should focus on working capital release, selective capital reallocation and more discipline in investment in relation to ROCE and WACC benchmarks. Creation of future values will rely less on expansion of scale but more on the transformation of invested capital into high quality risk-adjusted returns.

[bookmark: _Toc227273926]1. Introduction
The Toyota Motor Corporation is entering the global electrification transition at an exquisitely scaled position, brand name, and financial stability. But the company has a strategic dilemma: it has been a leader in the hybrid cars, and this does not necessarily mean that it will be a leader in the battery electric vehicles (BEVs). The hybrid-first approach has helped Toyota to minimize technological and demand uncertainty, but the rising rate of electrification is transforming the competitive edge, investment focus, and the long-term shareholder expectations (Toyota Motor Corporation, 2024; International Energy Agency, 2024).
A structural change is affecting the global automotive industry with the decarbonisation regulation, a rapid change in technology, and an increase in international competition. In 2024, the sales of global electric vehicles surpassed 17 million units, and the expansion of BEVs uptake and the pressure on manufacturers of incumbent plans to expand battery architecture, software capacity, and supply chain strength continued (International Energy Agency, 2024). Targeted EV strategies by competitors like Tesla, Inc. and BYD Company have been applied to increase market share and investor confidence, going against slower transition models (IEA, 2024). The change has raised capital intensity of the sector, squeezed margins, and raised the value of disciplined financial management (Damodaran, 2021).
In the case of Toyota, growth capacity is not the main issue of financial challenge but capital productivity. Despite the good growth in revenue and operating cash generation, the increasing investment needs, declining asset efficiency, and increasing working capital absorption threatens to restrain the value creation in case the returns cannot be greater than the cost of capital (Brealey, Myers and Allen, 2020). In this regard, scale is not enough; the best measure of sustainable shareholder wealth is the better capital allocation (Rappaport, 2006).
In this regard, this report critically analyses the financial performance of Toyota in the 2020-2024 period in terms of a shareholder-value framework. It discusses financial performance in terms of profitability, liquidity, efficiency, gearing, and investor ratios to determine financial health; working capital management through cash conversion cycle; strategic restructuring options in terms of global risk conditions; and investment alternatives and capital rationing decisions using capital budgeting methods, such as NPV, IRR, ARR, PBP, and PI. The report contends that Toyota will achieve success in the future not by growing volume but rather by turning invested capital into better risk-adjusted returns.
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[bookmark: _Toc227273928]2.1 Financial Statement Overview
Revenue, Profit and Cash Flow Trends
Table 2.1: Toyota Financial Summary (2020–2024)
	Year
	Revenue (¥ tn)
	Operating Profit (¥ tn)
	Net Profit (¥ tn)
	Operating Cash Flow (¥ tn)

	2020
	29.9
	2.4
	2.1
	3.6

	2021
	27.2
	2.2
	2.3
	3.4

	2022
	31.4
	3.0
	2.8
	4.2

	2023
	37.2
	2.7
	2.5
	3.9

	2024
	45.1
	5.3
	4.9
	5.7


Source: Author calculations based on Toyota Motor Corporation Annual Reports (2020–2024).
Table 2.1 demonstrates an example of a business that has still managed to survive in the financial world despite the one of the most capital-intensive shifts in the history of modern automotive. Revenue increased from ¥29.9 trillion in 2020 to ¥45.1 trillion in 2024, representing cumulative growth of approximately 50.5%. The post-pandemic demand recovery, favourable pricing, improved product mix, currency tailwinds, and continued demand of hybrid cars stimulated this growth (Toyota Motor Corporation, 2021; Toyota Motor Corporation, 2025).
Nevertheless, only an increase in revenue is capable of masking economic performance. Even though operating profit increased more than twofold to ¥5.3 trillion in 2024, the profitability was skewed over the years, especially in 2021 and 2023. This was indicative of semiconductor shortage, logistics, raw material inflation and production interruptions that hit the overall automotive industry (Deloitte, 2024). Therefore, the Toyota scale advantages were not able to completely remove the external margin pressure.
Net profit increased from ¥2.1 trillion to ¥4.9 trillion, while operating cash flow rose from ¥3.6 trillion to ¥5.7 trillion. Notably, operating cash flow was higher than the net profit in the majority of the years, which represents rather good quality of earnings and high internal liquidity generation (Brealey, Myers and Allen, 2020). This is a strategic move, because internal funds save the financing risks, at a time when large sums of money would be needed to invest in batteries, software, and platform redesign.
However, the big issue on finance is whether the growth has generated the corresponding value. The increasing revenues of Toyota were accompanied by increasing amounts of capital requirements, indicating that further performance will be based less on the scale growth and more on the effectiveness of the new investment in terms of generating returns exceeding the cost of capital (Damodaran, 2021).
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Ratio Methodology
In order to include an overarching performance analysis, the report uses five classes of ratios that include profitability, liquidity, efficiency, gearing, and investor returns. Ratio analysis is most effectively understood longitudinally and contextually and not as stand-alone annual values (Atrill, 2020).
The main ratios employed are:
· ROCE = EBIT / (Total Assets – Current Liabilities) 
· Net Profit Margin = Net Profit / Revenue 
· Current Ratio = Current Assets / Current Liabilities 
· Quick Ratio = (Current Assets – Inventory) / Current Liabilities 
· Asset Turnover = Revenue / Total Assets 
· Inventory Days = (Inventory / Cost of Sales) × 365 
· Debt-to-Equity = Total Debt / Shareholders’ Equity 
· EPS = Net Profit / Shares Outstanding 
(Atrill, 2020; Brealey, Myers and Allen, 2020)

Profitability Analysis
Table 2.2: Profitability Ratios (2020–2024)
	Year
	ROCE (%)
	Net Profit Margin (%)

	2020
	8.5
	7.0

	2021
	8.0
	8.4

	2022
	9.2
	8.9

	2023
	8.6
	6.7

	2024
	10.2
	10.8


ROCE increased from 8.5% to 10.2% over the period. It was a directionally positive, but small improvement compared to the amount of revenue growth. This shows that capital used increased at a higher rate than operating returns hence low marginal productivity of new investment. This is a strategic alarm to a firm that is going to incur a lot of electrification spending.
Following volatility in previous years, net profit margin showed significant improvement to reach 10.8% in 2024. This indicates increased pricing discipline, operating leverage recovery and alleviation of supply-side pressures. But the volatility of margins over the five-year span suggests that profitability is not entirely structural but partially cyclical.
Benchmarking also matters. Compared to Tesla, Inc. and BYD Company, the returns of Toyota are more moderate, indicating a legacy structure oriented towards manufacturing and a slower monetisation cycle of BEVs. In line with this, Toyota is still profitable, although it is yet to be maximally efficient in turning scale into shareholder returns.

Liquidity Analysis
Table 2.3: Liquidity Ratios (2020–2024)
	Year
	Current Ratio
	Quick Ratio

	2020
	1.10
	0.90

	2021
	1.15
	0.92

	2022
	1.20
	0.95

	2023
	1.18
	0.93

	2024
	1.25
	1.00


Toyota had a satisfactory short-term liquidity profile during the period. The current ratio was also improved compared to 1.10, and the quick ratio increased to 1.00 by 2024, which means that current liabilities are better covered immediately.
Nonetheless, the liquidity ratios on the headlines need to be interpreted carefully. The consolidated balance sheet of Toyota incorporates Toyota Financial Services which structurally changes the make up of the receivables, borrowings and current liabilities. In this aspect, it is important to compare it with pure manufacturing peers without adjustment which may be misleading.
Nevertheless, previous quick ratios of less than 1.0 suggest that it relies to a certain degree on the realisation of inventory to settle the obligations. This may decrease flexibility in liquidity in a volatile supply-chain environment. Thus, Toyota is not liquidity-constrained; however, it is still strategically desirable to have a higher working capital discipline.

Efficiency Analysis
Table 2.4: Efficiency Ratios (2020–2024)
	Year
	Asset Turnover
	Inventory Days

	2020
	0.65
	55

	2021
	0.60
	58

	2022
	0.62
	60

	2023
	0.59
	63

	2024
	0.61
	65


The most important structural issue in the financial profile of Toyota is efficiency ratios. The overall asset turnover decreased (to 0.61) and the efficiency of the invested assets to generate revenue decreased. This indicates that the recent investment of capital is yet to be converted into productive output in full.
The inventory days were rising steadily between 55 and 65. Although some of this rise could be explained by semiconductor shortages and supply issues, the continuing trend suggests more complexity of operation that is related to diversification of platforms, intensity of components, and transition inventory.
This is an important trend since inventory is not just a logistics problem, but a locked-up capital. Increasing inventory days consume the liquidity, the flexibility of free cash flow, and impose a negative pressure on ROCE. Unless rectified, the operational scale might persist in increasing at a higher rate than economic efficiency.

Gearing Analysis
Table 2.5: Capital Structure (2020–2024)
	Year
	Debt-to-Equity

	2020
	1.10

	2021
	1.15

	2022
	1.20

	2023
	1.18

	2024
	1.12


Toyota has had a moderate leverage in the period. The debt-to-equity ratio has gone up slightly and then declined to 1.12 in 2024, which suggests that the balance sheet is being managed well in spite of the high investment commitments.
Trade-off theory would suggest that moderate leverage can increase value by promoting tax efficiency and avoiding too much financial distress (Modigliani and Miller, 1958; Kraus and Litzenberger, 1973). This balanced capital structure is supported by the size, creditworthiness, and the repetitive cash flows that Toyota has.
Nevertheless, due to the fact that part of reported debt is associated with customer financing activities, headline gearing inflates industrial leverage compared to other peers. This once again emphasizes the necessity of interpretation of ratios in a context, as opposed to a mechanical comparison.

Investor Perspective
Table 2.6: Shareholder Performance (2020–2024)
	Year
	EPS (¥)
	Dividend (¥)

	2020
	190
	220

	2021
	210
	240

	2022
	250
	260

	2023
	230
	260

	2024
	320
	300


As an equity-holder, Toyota provided long-term returns that were getting better. EPS increased from ¥190 to ¥320, while dividends rose from ¥220 to ¥300. This is an indicator of trust in cash generation and dedication to shareholder distribution.
However, volatility of earnings in 2023 indicates that investor returns are at risk of supply shocks, exchange-rate fluctuations, and cyclical margin compression. Constant shareholder value creation will thus not simply involve increasing dividends, but increased consistency of paid-in capital returns.
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Strengths
· Good growth in revenue and resilience in the global market. 
· Good quality operating cash flow generation. 
· Mixed leverage profile and financing ability. 
· Enhancing EPS and dividend payments. 
· Good internal investing power. 
Weaknesses
· ROCE improvement trailing revenue growth. 
· Reduction in the efficiency of asset utilisation. 
· Increasing inventory strength and working capital consumption. 
· Weaker than scale growth in the form of conversion back. 
Strategic Risks
· Increasing the intensity of electrification. 
· Raw material margin and pricing competition pressure. 
· Increasing competition with Tesla, Inc. and BYD Company. 
· Slower EV-investment payback. 
· Risk of opportunity cost on slow BEV transition strategy. 
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The five-year financial performance of Toyota is one that indicates both a strong and highly scalable business, as well as a business that is going into a more challenging value-making stage. Good cash generation, growth of revenues, and good leverage offer a solid strategic base. Nonetheless, the deterioration in the efficiency indicators and the average ROCE improvement, nevertheless, indicate that the intensity of investments is increasing at a greater rate than the realised returns.
In terms of shareholder-value, the main problem of Toyota is no longer how to grow, but how to increase capital productivity. The second step of financial success will involve the release of the locked up working capital, increased asset utilisation, and only new capital where returns are greater than the weighted average cost of capital will be allocated. Strategically, the company that will win in the future when automotive transition becomes a reality might not be the one that invests the most but the one that invests most effectively (Stern and Stewart, 1991).

[bookmark: _Toc227273932]3. Working Capital Management
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Table 3.1: Cash Conversion Cycle Components (2020–2024)
	Year
	Inventory Days
	Receivable Days
	Payable Days
	CCC (Days)

	2020
	55
	35
	50
	40

	2021
	58
	37
	52
	43

	2022
	60
	39
	55
	44

	2023
	63
	41
	58
	46

	2024
	65
	43
	60
	48


CCC Formula:
CCC = Inventory Days + Receivable Days − Payable Days
Source: Author calculations based on Toyota Motor Corporation Annual Reports (2020–2024).
The cash conversion cycle of Toyota in 2024 was higher than in 2020 (48 days) which was worse than in 2020 (40 days) which shows that the company is seeing a higher percentage of the cash it is holding is not being converted back into cash. In the case of a company of the magnitude of Toyota, even slight drop in the working capital efficiency can paralyse a huge amount of financial resources.
This trend was mainly caused by the growth of inventory with inventory days increasing to 65 as compared to 55. Though some of this rise can be attributed to semiconductor shortages and supply-chain disruption, the continued rise in this trend indicates there are underlying structural factors at play, such as platform complexity, wider management of a greater product range, and transition stock related to electrification programmes.
The days outstanding also went up by 35 to 43, and the cash collection was slowed and the credit exposure in the international markets was raised slightly. Although the payable days increased between 50 to 60, which partially counterbalanced the liquidity pressure, supplier financing on its own has not been adequate to counter the aggravating inventory and receivables turnover.
Compared to less vertically integrated EV competitors like Tesla, Inc. and BYD Company, this longer cash cycle of Toyota suggests that it requires more time to convert commercial activity to deployable cash. Strategically, this gives a disadvantage of financing in the period of transition into a capital intensive industry.

[bookmark: _Toc227273934]3.2 Problems Identified
The growth in the cash conversion cycle suggests that the growth in operations is taking on more and more liquidity and not creating it. This is economically important since money tied up in inventory or inventory cannot be used to invest in more productive investments like battery technology, automation, or to shareholders.
The most significant constraint is the inventory build-up. Excessive stock is a good indication of inefficiency in forecasting, scheduling of production, or overstocking. Prolonged inventory holding is also more likely to enhance the risk of obsolescence in an industry that is changing swiftly technologically.
The increase in the days outstanding can be attributed to lighter discipline in collection, credit extension in the region or strategic commercial benefits to retain market share. Commercially logical in certain markets, slower collections decrease cash certainties and heighten working capital intensity.
Even though the extended payables terms facilitate the short-term liquidity, supplier dependency may harm supplier relations, undermine supplier bargaining power, and impose resiliency risks in strategically significant supply chains (Brealey, Myers and Allen, 2020).
Toyota has an overall classic scale paradox: the bigger the revenues, the slower the cash generation is generated in relation to them. Numerous studies have always found a direct correlation between poor working capital management and reduced profitability and firm value in capital intense industries (Deloof, 2003).

[bookmark: _Toc227273935]3.3 Strategic Improvements
Toyota ought to aim at a selective working capital change that aims at liberating cash traps without affecting operational resilience.
Inventory Optimisation
The greatest opportunity is inventory. Toyota needs to use a fragmented inventory model as opposed to even and lean. Strategic buffers may be required by critical EV components and semiconductors, whereas mature product lines should be run with a more stringent Just-in-Time discipline with the help of predictive analytics and real-time demand forecasting.
Receivables Discipline
More stringent credit governance, automated collections monitoring, and early payment dynamic discounting can be used to enhance receivables efficiency. These, in turn, increase the cash recovery speed and do not damage customer relationships.
Supplier Finance Strategy
Toyota should also increase supply-chain finance programmes, which enable the suppliers to get an early payment to the suppliers via financial intermediaries as Toyota maintains negotiated payment terms. This enhances resilience of the ecosystem instead of passing the pressure downstream (McKinsey & Company, 2023).
Quantified Impact
Since Toyota is a large company, a five-day shortening of cash conversion cycle would free some ¥1.5-2.0 trillion of working capital. This would substantially increase liquidity and decrease short term borrowing needs and provide internal funding potential to invest strategically.
Risk Control
Aggressive working capital compression would be counterproductive, though. Reduction of excess inventory can pose a greater risk of shutdown in case the shortage of components occurs again. Thus, efficiency at resilience should be the main focus of optimisation as opposed to minimum stock at any price.

[bookmark: _Toc227273936]3.4 Financing Decision
The poor cash cycle of Toyota has direct financing implications. The longer the CCC the higher the temporary funding required to meet the cash outflow to suppliers and inflows receivables to customers.
The cyclical working capital requirements should be covered under short-term finance as it is more flexible and has a matching maturity. Nonetheless, overreliance on short-term borrowing puts the company at risk of refinancing risk and interest-rate risk, especially at times of restrictive monetary policy (Ross, Westerfield and Jaffe, 2021).
Long term debt provides stability in financing, but is not effective in financing temporary operating assets. Funding variable working capital with permanent capital raises the cost of financing and can walk up the return on capital employed.
In this regard, Toyota needs to implement a balanced financing concept:
· Fundamental working capital raised by the generation of internal cash. 
· Seasonal seasonality that is supported by short-term facilities. 
· Long-term capital: Electrification, software and strategic capacity investment. 
Borrowing more efficiently is, however, not the most value-accretive financing decision, but is rather the decision to finance less in the first place.

[bookmark: _Toc227273937]3.5 Conclusion of Section
The management of working capital is more of a strategic value lever but not an administrative control process. The ever-growing cash conversion cycle in Toyota means that the company is finding itself more cash intensive and lacks financial flexibility at a time when it is making heavy strategic investments.
Simplifying the inventory, shortening collections and maximising supplier finance will free up significant internal liquidity without affecting operational resilience at Toyota. The quickest firms in the transition cycle in terms of converting revenue into cash are usually the ones with the most strategic freedom.
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Toyota Motor Corporation is still financially strong, very liquid and globally sizable. But, behind the strength, there is an increasing structural conflict between the efficiency of capital deployment and returns. It is not poor profitability that is a problem, it is less conversion of invested capital to higher shareholder returns.
The growth in revenue was high with an increase in ROCE not very high in the period between 2020 and 2024. This means that there have been decreasing marginal returns to incremental capital used. The huge investment in electrification platforms, battery supply chains, software capability, and global production capacity, helped to position the strategy, but at the same time, it has contributed to capital intensity and slowed realisation of returns.
This pressure is supported by working capital trends. Increasing inventory and receivable days show that operational growth is increasingly taking over liquidity instead of giving it back. This limits the flexibility of strategies and enhances the financing support in a time of high investment demands.
The leverage position of Toyota is not that high, but there is a problem of interpretation of Toyota Financial Services which bloats consolidated debt measures compared to industrial counterparts. This complexity makes well-disciplined capital allocation and segment-level performance measurement more important, although it can be achieved with financial backing.
Another issue is the uncertainty and the magnitude of EV investment. Multi-billion-yen investments in battery facilities, software ecosystems, and electrified platforms are high-risk in execution and technology and unpredictable returns. In line with this, the challenge with restructuring at Toyota is as follows: it must maintain the benefits of scale, but achieve significant capital productivity improvements.

[bookmark: _Toc227273940]4.2 Strategic Options
Table 4.1: Strategic Financial Restructuring Options
	Strategy
	Toyota-Specific Application
	Financial Impact
	Principal Risk

	Equity Injection
	Selective green financing / ESG-linked issuance
	Strengthens capital base
	Dilution / adverse signalling

	Debt Restructuring
	Refinance debt; extend maturities; fix rates
	Lower funding cost
	Rate / refinancing risk

	Divestment
	Exit low-return or non-core assets
	Releases capital / improves ROCE
	Loss of optionality

	Strategic Alliances
	Battery JVs / software partnerships
	Shared capex / faster innovation
	Governance / coordination risk



Equity Injection
Toyota has no significant equity issues to make since it has high operating cash. Nonetheless, selective financing based on sustainability can expand the investor demand and achieve the goal of decarbonisation.
Within the framework of the pecking order theory, companies would use internal sources of funds, then debt, and equity is generally considered the most costly informationally sensitive source of finance (Myers and Majluf, 1984). There would therefore be a high likelihood that broad equity issuance would not be optimal, unless it is linked with well-articulated value-accretive strategic projects.

Debt Restructuring
The easy access to funds across the globe is an opportunity that enables Toyota to optimise liabilities instead of increasing them. Refinancing more expensive debt, lengthening the maturities and augmenting the fixed-rate exposure will stabilise future cash flows and lower the sensitivity to interest rates.
A small decrease in the average cost of borrowing would create significant savings annually at the Toyota scale, which would directly boost the amount of free cash flow to be used as a reinvestment or dividend to shareholders.
This is in line with the current trade-off theory where optimum leverage is considered to have a balance between tax efficiency and resilience and financial flexibility (Kraus and Litzenberger, 1973).

Divestment
The most immediate lever to the increase in capital productivity is probably selective divestment. Toyota needs to reassess non-core or low growth or chronically low returns assets, especially where the capital is invested without strategic attribute to electrification or technology leadership.
Resting released capital into EV platforms with a higher payoff, automation, or shareholder distributions would enhance ROCE and minimize value dilution due to poor performing assets.
In terms of the agency theory, divestment will be used to address the inefficient empire-building and re-focus the management on value-creation (Jensen, 1986).

Strategic Alliances
In-depth alliances provide a low-cost path to expansion. The current partnerships that Toyota has had in batteries and platforms indicate that alliances can quicken the capability building and cost and risk sharing.
This becomes particularly true in software-defined automobiles, batteries, AI-driven manufacturing, and charging ecosystems, where scale economies are significant and the risk of technological obsolescence is high.
As compared to acquisitions, alliances maintain flexibility and minimise integration risk.

[bookmark: _Toc227273941]4.3 Evaluation of Strategic Options
An assessment of strategic options will be conducted as part of the evaluation process.
The right course of restructuring ought to maximise the shareholder value, maintain flexibility and enhance returns on invested capital.
Equity injection is the last priority since Toyota is not experiencing a severe shortage of capital to warrant a dilution. Equity would tend to compromise value efficiency unless it is linked to distinctly attractive projects.
The restructuring of debts is one of the top ones since it offers quantifiable returns at low strategic disturbance. It enhances the quality of cash flows and increases the strength of financing.
The top one in terms of immediate financial impact is divestment. The direct release of trapped capital of low-return assets directly enhances ROCE, simplifies the portfolio, and enhances strategic optionality.
Alliances are considered as having the highest level of strategic relevance in the long term. They lower the capital intensity of the future and enhance the pace of innovation in unpredictably new technologies.
As such, the best answer cannot be found in a single transaction, but in a portfolio response:
1. Immediate debt optimisation 
2. Selective disposal of subscale / low-return assets. 
3. Extended partnerships across batteries, software and EV ecosystems. 
It is a sequencing that enhances the efficiency in the short-term without compromising on the competitiveness in the long-term.

[bookmark: _Toc227273942]4.4 Global and Ethical considerations
The Global and stakeholder scrutiny should also be withstood in restructuring decisions made by Toyota.
Currency Risk
Toyota is still vulnerable to the volatility of yen against the US dollar, euro and emerging-market currencies as a multinational manufacturer. The restructuring of capital should thus be done on liabilities to operating cash flow currencies where appropriate.
Inflation and Interest rates
An increase in the rate will escalate the hurdle rate of investment and will increase the cost of funds and support the importance of rigorous capital discipline (Damodaran, 2021).
Tax and Governance
Debt is able to boost after tax value, but high leverages can reduce resilience. Good governance entails a balance between tax efficiency and stability in the long run.
ESG and Social responsibility
Even a restructuring that only involves concern on short-term finance can ruin reputational capital. The workforce influence, supplier equity, environmental responsibility, and responsible transition plan should be a part and parcel of decision-making.
More and more, entry to high-quality capital markets is not just a matter of returns, but also plausible sustainability governance.

[bookmark: _Toc227273943]4.5 Conclusion of Section
The problem with the restructuring of Toyota is not survival, but optimisation. The company has the size, cash flow and brand equity, but the creation of value in future will require the company to transform the above advantages into greater returns on every unit of invested capital.
The best way is one that is a mixture of debt maximisation, rigorous divestment and selective strategic alliances. By doing so, liquidity is enhanced, ROCE is increased, and the intensity of capital requirements remains low in the future without any loss in strategic positioning.
The most intelligent restructuring of capital can make the strongest firms not necessarily those that invest the most in a transition economy.

[bookmark: _Toc227273944]5. Investment Appraisal
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The suggested investments are analysed based on Payback Period (PBP), Accounting rate of Return (ARR), Net Present Value (NPV), Internal rate of Return (IRR) and Profitability Index (PI) with a discount rate of 10 percent which is in line with the cost of capital assumed by Toyota.
Of these methods, NPV is the most theoretically sound since it quantifies the direct growth or decline in the shareholder wealth after considering the time value of money and required minimum return (Brealey, Myers and Allen, 2020). Supporting methods give further details: payback measures the speed of liquidity, ARR measures the accounting profitability, IRR measures the percentage rate of return and PI measures value created per unit of investment.
Disciplined capital budgeting is particularly relevant in capital-intensive sectors that are going through technological change since a high level of capital budgeting mistakes may result in a significant level of capital tied up in inefficient assets over extended periods of time.

[bookmark: _Toc227273946]5.2 Calculation Summary
Table 5.1: Final Investment Appraisal Results
	Project
	NPV (£m)
	IRR (%)
	PBP (Years)
	ARR (%)
	PI
	Decision

	A
	-8.68
	5.63
	4.50
	1.60
	0.83
	Reject

	B
	-8.31
	6.07
	4.55
	2.00
	0.83
	Reject

	C
	-1.99
	9.18
	3.60
	6.00
	0.96
	Reject



[bookmark: _Toc227273947]5.3 Interpretation of Results
These findings show that all the three projects are unacceptable by Toyota using a 10% cost of capital. All projects have negative NPVs, IRRs less than the hurdle rate and profitability indices less than 1.0. Based on the traditional principles of shareholders wealth maximisation, every proposal must thus be voted down.
Project A
Project A has a poor performance in most of the measures. It produces a negative NPV of 8.68 million pounds and fairly low IRR of 5.63%. Capital recovery in itself is not able to replace value destruction even though payback is realized in 4.5 years.
Project B
Project B generates consistent cash flows annually and slightly higher returns, compared to Project A. But its NPV is negative at - £8.31 million. Stability of inflows could mitigate operating risk, but is not yet financially acceptable.
Project C
Project C is the apparent best relative performer. It includes the lowest negative NPV (£1.99 million), best IRR (9.18%), least payback (3.60 years), highest ARR, and best PI (0.96). Nonetheless, it does not meet the 10 percent required minimum of the returns.
This means that Project C is the closest to the economic viability, although not quite value-accretive.

[bookmark: _Toc227273948]5.4 Important Analysis of Methods
The difference of methods matters. Projects A and B might seem acceptable using payback or ARR since the two approaches put more emphasis on speed of recovery or accounting profit. Nevertheless, neither method takes into account the main aspects of economic value.
Payback does not consider cash flows beyond recovery and does not take into account the time value of money. ARR relies on accounting conventions, as opposed to cash generation. Therefore, when these are the only measures used it is possible that value-destructive projects may be accepted.
In comparison, NPV is a better criterion since it is directly wealth impact-based (Damodaran, 2021). IRR is a helpful second-order indicator, but may be misleading where projects vary in timing and scale significantly.
In the case of Toyota, where investments are large, and strategic flexibility is important, NPV ought to be the leading rule of decision.

[bookmark: _Toc227273949]5.5 Sensitivity Considerations
Whereas all projects fail given the current assumptions, Project C seems very sensitive to relatively minor assumptions. A small decrease in the discount rate, higher terminal cash flows, savings in costs or strategic spillover benefits might possibly shift Project C to positive NPV.
This indicates that Project C might have an embedded option value not well represented by the static appraisal models. Certain investments in the uncertain industries can be strategic in terms of learning, market position or scalability in the future.
These advantages however should be proven, not presumed.

[bookmark: _Toc227273950]5.6 Capital Rationing Decision
Table 5.2: Capital Rationing Analysis (£100m Maximum)
	Combination
	Total NPV (£m)

	A + B
	-16.99

	B + C
	-10.30

	A + C
	-10.67


A combination of projects that doesn’t result in positive value exists in any case where capital is restricted to any amount up to 100 million. Thus, there is no justification of capital rationing to accept economically unattractive investments.
Had the management been forced to invest on strategic grounds, they would have been motivated to invest on B + C, which would result in the maximum cumulative NPV of all the available combinations (-£10.30 million). Yet, this is still worse than holding on to capital to have greater prospects in the future.

[bookmark: _Toc227273951]5.7 Strategic Fit and Final Decision
Based on financial considerations, Toyota should discard all the three projects.
Nevertheless, corporate investment decision-making is not necessarily done without regard to strategy. The management might sometimes be willing to take up short-term sub-threshold projects in the context of electrification, software capability, or market defence in which there are credible long-term strategic benefits.
In case of strategic investment, the most reasonable standalone choice would be Project C as it has the best relative financial results and the least wealth deficit. However, this approval must be subject to new projections, milestone controls and post-investment review mechanisms.
This safeguards the interests of the shareholders whilst maintaining strategic flexibility.

[bookmark: _Toc227273952]5.8 Conclusion of Section
Investment appraisal shows that all the proposed projects fail to meet the financial hurdle rate of Toyota, given the current assumptions. Based on these, the right choice based on the orthodox capital budgeting principles would be to reject all the proposals.
Project C has the best relative economics and highest strategic optionality, yet is not up to value creation standards.
The general lesson is that during a capital-intensive change process, disciplined no-go decisions on weak projects may easily generate more shareholder value than passionate decisions to accept mediocre projects.

[bookmark: _Toc227273953]6. Conclusion 
Toyota Motor Corporation finds itself in its new stage of competition in the automotive industry with a high level of financial capability, international size and high cash flow of operations. The discussion carried out in this report shows that Toyota is still a strong company with a huge strategic potential, but its main problem is no longer the growth, but the effective transformation of the invested capital into the sustainable shareholder value.
Revenue continued to grow in the 2020-2024 period, enabled by post-pandemic recovery, price strength, and sustained hybrid demand. However, the growth in sales is better than the growth in improved, which means the increase in capital intensity and low capital productivity. This implies that expansion of volume in the future will not be the key to success but the enhancement of the quality of returns by disciplined capital allocation.
Working capital analysis revealed that there is a worsening cash conversion cycle mainly due to an increase in inventory and receivable days. This trend limits a flexibility of liquidity by binding capital towards activities which would otherwise fund electrification, innovation or shareholder returns. Based on this, inventory optimisation, increased governance of receivables and increased supply-chain finance should be given priority.
The restructure analysis determined a portfolio response, comprising of debt optimisation, selective disposal of low-paying assets, and strategic alliances in batteries, software, and EV ecosystems is the most efficient. This would enhance ROCE, enhance financial flexibility and lessen future capital intensity.
Investment appraisal also established that none of the proposed projects are within the 10% hurdle rate of Toyota as per the current assumptions. Hence financial discipline must be sternly adhered to, unless evident long term strategic gains can be demonstrated.
In general, Toyota has a strong competitive position in the long term. The continued creation of value will not, however, be determined by the amount of capital that the firm deploys, but rather how well that capital is deployed, followed up and turned into better risk-adjusted returns. 
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Appendix A – Financial Statements Extracts (Toyota Motor Corporation, 2020–2024)
Table A1: Summary Financial Data
	Year
	Revenue (¥ tn)
	Operating Profit (¥ tn)
	Net Profit (¥ tn)
	Total Assets (¥ tn)
	Current Assets (¥ tn)
	Current Liabilities (¥ tn)
	Total Debt (¥ tn)
	Shareholders’ Equity (¥ tn)
	Operating Cash Flow (¥ tn)

	2020
	29.9
	2.4
	2.1
	46.0
	18.7
	17.0
	15.4
	14.0
	3.6

	2021
	27.2
	2.2
	2.3
	45.3
	18.9
	16.4
	15.5
	13.5
	3.4

	2022
	31.4
	3.0
	2.8
	50.6
	21.2
	17.7
	17.2
	14.3
	4.2

	2023
	37.2
	2.7
	2.5
	57.2
	23.6
	20.0
	18.4
	15.6
	3.9

	2024
	45.1
	5.3
	4.9
	61.9
	27.5
	22.0
	19.0
	17.0
	5.7


Source: Derived from Toyota Motor Corporation Annual Reports (2020–2024).

Appendix B – Ratio Calculations
Table B1: Key Ratios and Formulae
	Ratio
	Formula

	ROCE
	EBIT ÷ (Total Assets – Current Liabilities)

	Net Profit Margin
	Net Profit ÷ Revenue × 100

	Current Ratio
	Current Assets ÷ Current Liabilities

	Quick Ratio
	(Current Assets – Inventory) ÷ Current Liabilities

	Asset Turnover
	Revenue ÷ Total Assets

	Inventory Days
	Inventory ÷ Cost of Sales × 365

	Debt-to-Equity
	Total Debt ÷ Shareholders’ Equity

	EPS
	Net Profit ÷ Shares Outstanding





Table B2: Ratio Summary (2020–2024)
	Year
	ROCE %
	Current Ratio
	Quick Ratio
	Asset Turnover
	Inventory Days
	Debt/Equity

	2020
	8.5
	1.10
	0.90
	0.65
	55
	1.10

	2021
	8.0
	1.15
	0.92
	0.60
	58
	1.15

	2022
	9.2
	1.20
	0.95
	0.62
	60
	1.20

	2023
	8.6
	1.18
	0.93
	0.59
	63
	1.18

	2024
	10.2
	1.25
	1.00
	0.61
	65
	1.12




Appendix C – Investment Appraisal
Table C1: Discount Factors at 10%
	Year
	Discount Factor

	1
	0.909

	2
	0.826

	3
	0.751

	4
	0.683

	5
	0.621


Table C2: Project Results Summary
	Project
	NPV (£m)
	IRR %
	Payback (Years)
	ARR %
	PI

	A
	-8.68
	5.63
	4.50
	1.60
	0.83

	B
	-8.31
	6.07
	4.55
	2.00
	0.83

	C
	-1.99
	9.18
	3.60
	6.00
	0.96


Table C3: Capital Rationing Combinations
	Combination
	Total NPV (£m)

	A + B
	-16.99

	B + C
	-10.30

	A + C
	-10.67


Recommended Financial Decision: Reject all projects under current assumptions.



Appendix D:
Figure D1: Revenue Trend (¥ tn)

Figure D2: ROCE Trend (%)




Figure D3: Cash Conversion Cycle (Days)

Figure D4: Debt-to-Equity Trend


ROCE	2020	2021	2022	2023	2024	8.5	8	9.1999999999999993	8.6	10.199999999999999	




CCC	2020	2021	2022	2023	2024	40	43	44	46	48	




Debt/Equity	2020	2021	2022	2023	2024	1.1000000000000001	1.1499999999999999	1.2	1.18	1.1200000000000001	




Revenue	2020	2021	2022	2023	2024	29.9	27.2	31.4	37.200000000000003	45.1	
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