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Toyota Finance Australia Limited (“TFA”) 

Annual Financial Report for the financial year ended 31 March 2016 

TFA, was incorporated as a public company limited by shares in New South Wales, 
Australia on 18 June 1982, operates under the Corporations Act 2001 of Australia (the 
“Corporations Act”) and is a wholly-owned subsidiary of Toyota Financial Services 
Corporation (“TFS”), which is a wholly-owned subsidiary of Toyota Motor Corporation 
(“TMC ”).  

In this document, all references to “TFA” or “Parent Entity” are to Toyota Finance 
Australia Limited and all references to the “Group” or “consolidated entity” are to the 
economic entity comprising TFA, the entities it controls, and special purpose 
securitisation trusts which it consolidates.  

1. Management Report  

(A) Review of the development and performance of the Group’s business during the 
financial year and the position of TFA and the undertakings included in the 
consolidation taken as a whole at the end of the financial year 

References herein to “fiscal 2016” denote the year ended 31 March 2016 and 
references herein to “fiscal 2015” denote the year ended 31 March 2015.  

Unless otherwise indicated in this document, all references to “Australian dollars”, 
“A$” or “$” are to the lawful currency of the Commonwealth of Australia. 

Profit from ordinary activities 

The Group’s earnings are primarily impacted by the level of average earning assets 
(comprised primarily of investments in finance receivables and operating leases), 
earning asset yields, outstanding borrowings and the related borrowing cost and the 
impact of credit losses and impairment of residual values.  
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The following table summarises the Group’s profit before income tax by operating 
segment for fiscal 2016 and fiscal 2015. 

 
12 Months 

Ended 31 March 

 2016 (4) 2015 (4) 

 (A$ in Thousands) 
Finance margin   
  -  Retail (1) ................................................................................................ 206,754  209,256  
  -  Fleet (2) ..................................................................................................... 53,606  68,187  
Fair valuation movement ............................................................................... 35,159  23,089  
Cost of fund adjustments ............................................................................... 69,067  63,577  
Investment income ........................................................................................ 26,520  18,889  
Other unallocated revenue items (3) ................................................................ 3,431  4,960  

Total revenue ................................................................................................ 394,537  387,958  

Segment result   
  -  Retail (1) ................................................................................................ 137,238  134,937  
  -  Fleet (2) ..................................................................................................... 39,804  24,388  
Share of net profit of equity accounted investments ........................................ 7,610  8,675  
Fair value movements .................................................................................... 35,159  23,089  
Other unallocated net income (expense) (3) ..................................................... 7,229  6,676  

Profit before income tax .............................................................................. 227,042  197,766  

Income tax expense ....................................................................................... (67,968) (57,050) 

Total Profit after income tax ....................................................................... 159,074  140,716  

______________ 

Note 

1. Retail comprises loans and leases to personal and commercial customers, including wholesale 
finance, which comprises loans and bailment to motor vehicle dealerships. 

2. Fleet comprises loans and leases to small business and fleet customers consisting of medium to large 
commercial clients and government bodies. 

3. Other unallocated net income (expense) comprises those revenues/expenses which cannot be 
allocated to either retail or fleet segment on a reasonable basis. 

4. Fiscal 2016 segment results were revised to further align with internal reporting.  The fiscal 2015 
comparatives were restated for consistency. 

Retail finance margin decreased by 1.2% in fiscal 2016 compared to fiscal 2015.  This 
was due to lower portfolio yield on new business written. 

Retail profit before income tax increased by 1.7% in fiscal 2016 compared to fiscal 
2015.  Retail profit before income tax for fiscal 2016 was affected by the following 
factors: (i) lower funding cost after Head Office levy allocation expense; (ii) higher 
other income; and (iii) off-set by higher bad debt provision and administration expense. 

Fleet finance margin decreased by 21.4% in fiscal 2016 compared to fiscal 2015.  The 
decrease in fleet finance margin relative to the comparative period was due to: (i) lower 
portfolio yield on new business; and (ii) lower average earning assets, in each case 
mainly driven by strong competition.    

Fleet profit before income tax increased by 63.2% in fiscal 2016 compared to fiscal 
2015.  The increase in fleet profit before income tax for fiscal 2016 was mainly 
attributable to lower net bad debts and provision expenses.  
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Financing Assets 

On 30 September 2015, the following changes to presentation of the financial 
statements were effected: 

(i) the loans and receivables balance was disaggregated to present motor vehicles 
under operating lease as a separate component.  The reclassification resulted in 
line changes in the financial statements and accompanying notes.  The prior 
period comparatives were restated to be consistent with the changes; and 

(ii) the accrued interest on derivative financial instruments was changed to align 
with the group consolidation reporting.  The prior period comparatives were 
restated to be consistent with the changes. 

Loans and receivables 
31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 
Bailment stock...................................................................................... 1,989,110   1,759,800  
Term loans ........................................................................................... 10,744,345   10,227,055  
Term purchase ...................................................................................... 676,507   854,491  

Finance leases ...................................................................................... 614,968   794,271  

Gross loans and receivables ................................................................ 14,024,930   13,635,617  

Unearned income.................................................................................. (1,165,940) (1,223,581) 

Net loans and receivables (net of unearned income) .......................... 12,858,990   12,412,036  
Provision for impairment of loans and receivables ................................. (163,614) (177,100) 

Net loans and receivables ................................................................... 12,695,376   12,234,936  

 

Motor vehicles under operating lease 
31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 
At cost..................................................................................................  1,826,805  1,742,241  
Provision for impairment loss ...............................................................  (30,361) (27,275) 

Accumulated depreciation (661,305) (628,624)  

Total motor vehicles under operating lease .......................................  1,135,139  1,086,342  

There was growth of 3.8% in net loans and receivables (net of provision for 
impairment) in fiscal 2016 compared to fiscal 2015.  This is a reflection of: (i) Toyota’s 
continued number one position in the Australian motor vehicle market; (ii) TFA’s 
competitive advantage in obtaining funding as a result of existing credit support 
arrangements involving TMC and TFS; and (iii) continued new business origination 
precipitated by joint sales and marketing activities with the distributor and dealers.  

Bailment stock, comprising motor vehicles financed by the Group on behalf of 
dealerships, increased by 13.0% in fiscal 2016 compared to fiscal 2015.  The level of 
bailment stock is influenced by seasonality and economic conditions. 

Motor vehicles under operating lease increased by 4.5% in fiscal 2016 compared to 
fiscal 2015.  The increase reflects Toyota Fleet Management’s focus on expanding its 
business through the acquisition of new customers. 
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Term loans and Term purchase increased by 3.1% in fiscal 2016 compared to fiscal 
2015.  This is primarily due to strong growth of the Guaranteed Future Value (“GFV”) 
product.  There was a decrease in unearned income of 4.7% over the equivalent period 
due to tightening of the finance margin.   

Finance leases decreased by 22.6% in fiscal 2016 compared to fiscal 2015.  The decline 
in finance leases reflects a declining popularity of the product in the market. 

Provision for impairment as a percentage of financing assets (ie Loans and receivables 
and Motor vehicles under operating lease) was 1.38% in fiscal 2016 compared to 1.51% 
in fiscal 2015. 

A maturity analysis of financing assets follows. 

Loans and Receivables 
31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 
Not longer than 12 months ....................................................................  5,195,437  4,800,959   

Beyond 12 months ................................................................................  7,663,553  7,611,077   

Total ....................................................................................................  12,858,990  12,412,036   

 

Motor vehicles under operating lease 
31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 
Future minimum lease receipts under non-cancellable operating leases   
Not longer than 12 months ....................................................................  250,210  252,176  
Beyond 12 months and under 5 years ....................................................  292,577  309,026  
Beyond 5 years .....................................................................................  4,956  4,103  

Total ....................................................................................................  547,743  565,305  

The increase of 3.3% in the maturity analysis total in fiscal 2016 compared to fiscal 
2015 is generally reflective of the corresponding increase in the majority of the current 
and non-current maturity bandings in fiscal 2016 compared to fiscal 2015. 

Net financing income 

 
12 Months 

Ended 31 March 

 2016 2015 
 (A$ in Thousands) 
Financing revenue and similar revenue .................................................... 1,066,631  1,105,685  
Financing expense and similar charge ...................................................... (672,094) (716,737) 

Net financing income ............................................................................. 394,537  388,948  
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The following table shows the amounts of each of the Group’s major categories of 
financing revenue and financing expense. 

 
12 Months 

Ended 31 March 

 2016 2015 
 (A$ in Thousands) 
Financing revenue and similar revenue   
Interest revenue ..................................................................................... 853,260  891,246  

Rental income on motor vehicles under operating lease .......................... 346,422  336,784  
Fee income ............................................................................................ 88,421  86,398  
Fee expense ........................................................................................... (221,472) (208,743) 

Total financing revenue and similar revenue .......................................... 1,066,631  1,105,685  

   
Financing expense and similar charge   
Interest expense ..................................................................................... 371,346  390,505  
Net loss/(gain) on translation of foreign currency debt............................ (206,428) 497,787  
Fair value (gain)/loss on derivative financial instruments at fair value 
through profit or loss ............................................................................. 214,964  (447,737) 
Transaction costs ................................................................................... 15,069  13,457  
Depreciation expense on vehicles under operating lease ......................... 277,143  262,725  

Total financing expense and similar charge ............................................ 672,094  716,737  

Financing revenue and similar revenue decreased by 3.5% in fiscal 2016 compared to 
fiscal 2015.  This was driven by a lower portfolio yield on new business.  

The Group’s fee income increased by 2.3% in fiscal 2016 compared to fiscal 2015.  
This was due to higher termination and new acquisition fees. 

Fee expense increased by 6.1% in fiscal 2016 compared to fiscal 2015 primarily due to 
higher incentive payments to encourage growth. 

Total financing expense and similar charge decreased by 6.2% in fiscal 2016 compared 
to fiscal 2015.  The decrease was mainly due to net gains on translation of foreign 
currency in fiscal 2016.  The Group continues to use derivative contracts as part of its 
interest rate and currency risk management programme. 

Depreciation, amortisation and impairment expenses 
 12 Months 

Ended 31 March 

 2016 2015 
 (A$ in Thousands) 
Depreciation on property, plant and equipment   
Leasehold improvements ......................................................................... 1,075 1,174 
Plant and equipment ................................................................................ 1,249 1,323 
Motor vehicles......................................................................................... 1,766 2,742 
Total depreciation .................................................................................... 4,090 5,239 
Amortisation   
Computer software development .............................................................. 19,049 15,838 
Impairment losses   
Computer software development and equipment ......................................  - 1,758 

Total depreciation, amortisation and impairment expenses ....................... 23,139 22,835 
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Impairment of Financing Assets 

The Group’s level of credit losses is influenced primarily by two factors: the total 
number of contracts that default and loss per occurrence.  The Group maintains an 
allowance for credit losses to cover probable losses.  The following table provides 
information related to the Group’s credit loss experience. 

 As at  
 31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 
Provision for impairment of loans and receivables   
Opening balance ...................................................................................... 177,100  151,466  
Bad debts written off ............................................................................... (83,768) (65,886) 
Increase in impairment loss provision ...................................................... 70,283  91,520  

Closing balance ....................................................................................... 163,615  177,100  

 
 As at  
 31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 
Provision for impairment of motor vehicles under operating lease   
Opening balance ...................................................................................... 27,275  21,809  
Increase in impairment loss provision ...................................................... 3,086  5,466  
Closing balance ....................................................................................... 30,361  27,275  
 
 

  

 As at  
 31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 
Impairment loss   
Recovery of bad debts written off ............................................................ (15,855) (10,051) 
Increase in impairment loss provision ...................................................... 73,368  96,986  

Total impairment ..................................................................................... 57,513  86,935  

Provisions for impairment of loans and receivables are established when there is 
objective evidence that the Group is unlikely to collect all amounts due under the 
original terms of the contract.  The above balances are considered adequate to cover 
expected credit losses as of 31 March 2016.  

The total provision for impairment of financing assets as at 31 March 2016 is  
$194.0 million or 1.38% of net loans and receivables and motor vehicles under 
operating lease (net of accumulated depreciation) compared to $204.4 million or 1.51% 
of net loans and receivables and motor vehicles under operating lease (net of 
accumulated depreciation) at 31 March 2015.  The provision as a percentage of 
receivables is lower compared to the prior fiscal year due to lower provisions in fleet 
business.  The Group continues to review and update its provisioning methodologies as 
and when it is deemed necessary.     
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Total bad and doubtful debt expense decreased in fiscal 2016 compared to fiscal 2015. 
The decrease is reflective of the portfolio’s objective evidence.  

Cash flows 

Abridged Statement of Cash flows 
 12 Months 

Ended 31 March 
 2016 2015 
Cash flows from operating activities (A$ in Thousands) 
Net cash outflow from lending and other operating activities .................... (847,775) (796,109) 
Interest received ...................................................................................... 852,686  889,736  
Rental income received ............................................................................ 346,422  336,782  
Interest paid............................................................................................. (407,348) (451,506) 
Income taxes paid .................................................................................... (64,515) (55,065) 
Net cash (outflow) from operating activities ............................................. (120,530) (76,162) 
Net cash (outflow) from investing activities ............................................. (12,624) (10,597) 
Net cash inflow from financing activities ................................................. 59,490  683,177  
Net increase/(decrease) in cash and cash equivalents ................................ (73,664) 596,418  

 

Cash flows provided by operating, investing and financing activities have been used 
primarily to support asset growth.  

In fiscal 2016 an inflow of funds from financing activity of $59.5 million and a net 
inflow of $791.8 million from interest and rental income were used to finance increased 
lending and other operating activities of $847.8 million.  There was a $73.7 million 
decrease in the Group’s net cash position during the year.  

In fiscal 2015 an inflow of funds from financing activity of $683.2 million and a net 
inflow of $775.0 million from interest and rental income were used to finance increased 
lending and other operating activities of $796.1 million.  There was a $596.4 million 
increase in the Group’s net cash position during the year. 

The Group believes that cash provided by operating and financing activities as well as 
access to domestic and international capital markets and the issuance of commercial 
paper will provide sufficient liquidity to meet future funding requirements. 
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Parent Entity Financial Information 

Statement of Financial Position – Parent Entity 

 As at  
 31 March  

2016 
31 March  

2015 
 (A$ in Thousands) 

Assets   
Cash and cash equivalents........................................................................ 1,199,106 1,272,771 
Loans and receivables .............................................................................. 12,695,376 12,234,936 
Motor vehicles under operating lease ....................................................... 1,135,139 1,086,342 
Derivative financial instruments............................................................... 443,255 721,544 
Investments in associates ......................................................................... 4,284 4,284 
Intangible assets ...................................................................................... 40,096 44,988 
Property, plant and equipment................................................................ 10,187 10,592 
Deferred tax assets................................................................................... 10,067 28,257 
Other assets ............................................................................................. 720,074 725,332 
Total Assets ............................................................................................ 16,257,584 16,129,046 

Liabilities    
Due to banks and other financial institutions ............................................ 2,865,989 3,125,935 
Bonds and commercial paper ................................................................... 8,641,485 8,275,176 
Related party liabilities ............................................................................ 3,061,918 3,276,093 
Derivative financial instruments............................................................... 258,235 149,474 
Other liabilities ........................................................................................ 322,061 324,872 
Total L iabilities...................................................................................... 15,149,688 15,151,550 
Net Assets ............................................................................................... 1,107,896 977,496 
Equity    
Contributed equity ................................................................................... 120,000 120,000 
Retained earnings .................................................................................... 987,896 857,496 
Total Equity  ........................................................................................... 1,107,896 977,496 

As at 31 March 2016, current assets and current liabilities amounted to $7,281,268,000 and 
$7,138,466,000, respectively (2015: $7,246,486,000 and $6,087,830,000, respectively).  

Statement of Comprehensive Income – Parent Entity 

 12 Months 
Ended 31 March 

 2016 2015 
 (A$ in Thousands) 
  

Interest and similar revenue ..................................................................... 1,066,631  1,105,685  
Interest expense and similar charges ........................................................ (854,034) (845,871) 
Net financing income 212,597  259,814  
Other income ........................................................................................... 199,711  214,912  
Net operating income ............................................................................. 412,308  474,726  
Bad and doubtful debts expense ............................................................... (57,513) (86,935) 
Employee benefits expense ...................................................................... (84,160) (80,446) 
Depreciation, amortisation and impairment expense ................................ (23,139) (22,835) 
IT and communication expense ................................................................ (10,835) (9,252) 
Sales and marketing expense.................................................................... (9,056) (9,401) 
Occupancy .............................................................................................. (6,469) (5,824) 
Other expenses ........................................................................................ (17,532) (17,155) 
Profit before income tax ........................................................................ 203,604  242,878  
Income tax expense ................................................................................. (67,968) (57,050) 
Profit after income tax ........................................................................... 135,636  185,828  
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Derivatives and Hedging Activities 

The consolidated entity’s activities expose it to a variety of financial risks: market risk 
(including currency risk and interest rate risk), credit risk, liquidity risk and residual 
value risk.  The consolidated entity’s overall risk management programme focuses on 
the unpredictability of financial markets and seeks to manage potential adverse effects 
on the financial performance of the consolidated entity.  The consolidated entity does 
not enter into or trade financial instruments, including derivative financial instruments, 
for speculative purposes.  Derivative financial instruments are used to manage the 
consolidated entity’s exposure to currency risk and interest rate risk.  The residual value 
risk of the consolidated entity arises mainly from receivables under operating leases and 
loans with guaranteed future value. 

Risk management is carried out by various committees and departments based on 
charters or policies approved by senior management in accordance with the Group’s 
Enterprise Risk Management Framework. 

Asset and Liability Committee 

An Asset and Liability Committee meets to proactively and collaboratively manage and 
monitor the interest rate and liquidity risks of the consolidated entity.  The consolidated 
entity’s Treasury department identifies, evaluates and hedges financial risks.  The 
Treasury department implements the consolidated entity’s policies to manage the 
consolidated entity’s foreign currency risk, interest rate risk, credit risk with banks and 
other financial intermediaries and liquidity risk. 

Compliance Committee 

The Compliance Committee is responsible for the establishment, publication and 
maintenance of the Compliance Framework to manage the consolidated entity's 
compliance with all the laws, regulations and codes of practice that apply to the 
business and the conditions of the Group's Australian Credit Licence and Australian 
Financial Services Licences. 

Foreign exchange risk 

The consolidated entity operates in international capital markets to obtain debt funding 
to support its earning assets.  Transactions may be denominated in foreign currencies, 
exposing the consolidated entity to foreign exchange risk arising from various currency 
exposures. 

Foreign exchange risk arises from recognised assets and liabilities denominated in 
currency that is not the entity’s functional currency and net investments in foreign 
operations.  The risk is measured using debt maturity analysis. 

Management has set up a policy requiring the consolidated entity to manage its foreign 
exchange risk against their functional currency.  The consolidated entity is required to 
hedge 100% of its foreign exchange risk at the time of debt issuances.  Derivative 
financial instruments are entered into by the consolidated entity to hedge its exposure to 
foreign currency risk, including: 
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• forward foreign exchange contracts to hedge the foreign currency risk arising on 
the issue of commercial paper in foreign currencies and affiliated entity loans; and 

• cross currency swaps to manage the foreign currency and interest rate risk 
associated with foreign currency denominated medium term notes. 

The consolidated entity’s exposure to foreign currency risk at the reporting period 
ending 31 March 2016 is immaterial.  There has been no change in this position when 
compared to the reporting period ending 31 March 2015.  

Cash flow and fair value interest rate risk 

Cash flow interest rate risk is the risk that the future cash flows of a financial instrument 
will fluctuate because of changes in market interest rates.  Fair value interest rate risk is 
the risk that the value of a financial instrument will fluctuate because of changes in 
market interest rates.  The consolidated entity is exposed to the effects of fluctuations in 
the prevailing levels of market interest rates as it borrows and lends funds at both 
floating and fixed rates.  Derivative financial instruments are entered into by the 
consolidated entity to manage its exposure to cash flow and fair value interest rate risk, 
including: 

• fixed-to-floating interest rate swaps to manage the interest rate risk generated by 
the consolidated entity’s earning assets.  Such interest rate swaps have the 
economic effect of converting loans and receivables from fixed rates to floating 
rates; 

• fixed-to-floating interest rate swaps to manage the interest rate risk generated by 
the consolidated entity’s functional currency denominated fixed rate medium term 
notes.  Such interest rate swaps have the economic effect of converting borrowings 
from fixed rates to floating rates; and 

• cross currency swaps to manage the foreign currency and interest rate risk 
associated with foreign currency denominated medium term notes.  Such cross 
currency swaps have the economic effect of converting borrowings from foreign 
denominated fixed rates to functional currency floating rates. 

Under the interest rate swaps, the consolidated entity agrees with other parties to 
exchange, at specified intervals (mainly quarterly), the difference between fixed 
contract rates and floating rate interest amounts calculated by reference to the agreed 
notional principal amounts.  Under the cross currency swaps, the consolidated entity 
agrees with other parties to exchange, at specified intervals, foreign currency principal 
and fixed rate interest amounts and functional currency principal and floating rate 
interest amounts calculated with reference to the agreed functional currency principal 
amount.  

The consolidated entity’s policy is to maintain most of its debt exposure in its functional 
currency at floating rate, using interest rate swaps or cross currency swaps to achieve 
this when necessary.  The consolidated entity’s policy is to maintain between 20% and 
50% of its loans and receivables funded at a floating rate, using interest rate swaps to 
achieve this when necessary. 
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The following table details the Group’s exposure to interest rate risk as at the end of the 
reporting period. 

31 March 2016 

Weighted 
Average 
Interest 
Rate % 

Variable 
Interest 

Rate 
$’000 

Fixed Interest Rate Non 
Interest 
Bearing 
$’000 

Total 
 
 

$’000 
Less than 1 
year $’000 

1 to 5 years 
$’000 

Over 5 
years 
$’000 

        

Operating Lease 
receivable 6.0% -  517,032   637,309  11,158  -  1,165,499 

Financial Assets        
Cash and liquid 
assets ......................... 2.3% 1,199,106  -   -  -  -  1,199,106 
Loans and 
receivables ................. 6.8% 3,134,749  2,993,670  6,468,429  262,142  -  12,858,990 
Hedge swaps ..............  8,887,250  (3,556,000) (5,291,250) (40,000) -  - 
Other assets ................  -  -  -  -  53,383  53,383 
Total financial assets ..  13,221,105  (45,298) 1,814,488  233,330  53,383  15,276,978 

Financial liabilities        
Banks and other 
financial institutions ... 2.8% 4,896,753  -  -  -  -  4,896,753 
Loans from related 
company .................... 2.4% 364,464  -  -  -  -  364,464 
Commercial paper ...... 2.4% 2,081,951  -  -  -  -  2,081,951 
Medium term notes ..... 2.9% 1,296,199  1,363,811  3,899,524  -  -  6,559,534 
Cross currency 
swaps .........................  2,215,485  (588,506) (1,656,979) -  -  - 
Interest rate swaps ......  3,502,300  (820,600) (2,681,700) -  -  - 
Other liabilities ..........  -  -  -  -  322,409  322,409 
Total financial 
liabilities  ...................  14,357,152  (15,295) (439,155) -  322,409  14,255,111 
Net financial 
assets/liabilities .........  (1,136,047) (30,003) 2,253,643 233,300  (269,026) 1,051,867 

 

31 March 2015 

Weighted 
Average 
Interest 
Rate % 

Variable 
Interest 

Rate 
$’000 

Fixed Interest Rate Non 
Interest 
Bearing 
$’000 

Total 
 
 

$’000 

Less than 
1 year 
$’000 

1 to 5 years 
$’000 

Over 5 
years 
$’000 

        

Operating Lease 
receivable 6.8% -  480,186  624,519  8,911  -   1,113,616 

Financial Assets        
Cash and liquid 
assets ......................... 2.7% 1,272,771 -  -  -  -   1,272,771 
Loans and 
receivables ................. 7.3% 3,068,971 2,724,194  6,370,664  248,207  -   

   
12,412,036 

Hedge swaps ..............  7,593,250 (2,516,000) (4,987,250) (90,000) -   - 
Other assets ................  -  -  -  -     38,119  38,119 
Total financial assets ..  11,934,992 688,380  2,007,933  167,118  38,119  14,836,542 

Financial liabilities        
Banks and other 
financial institutions ... 3.3% 5,320,753 -  -  -  -   5,320,753 
Loans from related 
company .................... 2.8% 394,063 -  -  -  -   394,063 
Commercial paper ...... 2.8% 2,034,550 -  -  -  -   2,034,550 
Medium term notes ..... 3.4% 1,137,564 51,000  5,052,065  -  -   6,240,629 
Cross currency 
swaps .........................  1,841,890 -  (1,841,890) -  -   - 
Interest rate swaps ......  3,013,800 (51,000) (2,962,800) -  -   - 
Other liabilities ..........  -  -  -  -  325,221  325,221 
Total financial 
liabilities  ...................  13,742,620  -  247,375  -  325,221  14,315,216 
Net financial 
assets/liabilities .........  (1,807,628) 688,380 1,760,558  167,118  (287,102) 521,326 
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Credit Risk 

The consolidated entity’s Treasury manages credit risk through the use of external 
ratings such as Standard & Poor’s ratings or equivalent, counterparty diversification, 
monitoring of counterparty financial condition and master netting agreements in place 
with all derivative counterparties.   

The below table shows the percentage of the consolidated entity’s money market 
deposits and derivatives relating to treasury funding activities, based on the Standard & 
Poor’s rating. 

 
Rating (*) 

 
Consolidated 

2016 
% 

Consolidated 
2015 

% 
AA- ....................................................................................  26 40 
A+ .....................................................................................  29 59 
A ........................................................................................  -  1 
A- ......................................................................................  45 - 
 100 100 

*  On 31 March 2016, the percentage of credit ratings used in monitoring counterparty credit risk in 
funding activities was changed to mark-to-market amounts in derivatives from notional amounts in 
prior year.  The comparatives have been restated to be consistent with the current change.  

The Group does not currently anticipate non-performance by any of its counterparties 
and has no reserves related to non-performance as of 31 March 2016.  The Group has 
not experienced any counterparty default during the 12 months ended 31 March 2016.  

Liquidity and Capital Resources 

The Group requires, in the normal course of business, substantial funding to support the 
level of its earning assets.  Significant reliance is placed upon the Group’s ability to 
obtain debt funding in the capital markets and from other sources in addition to funding 
provided by earning asset liquidations and cash provided by operating activities.   

Commercial Paper 

Commercial paper issuances are used to meet short-term funding needs.   

Domestic commercial paper issued by TFA ranged from approximately $958 million to 
$1,398 million during the year ended 31 March 2016, with an average outstanding 
balance of approximately $1,136 million.   

Euro commercial paper issued by TFA ranged from the equivalent of approximately 
$497 million to the equivalent of approximately $1,288 million during the year ended 
31 March 2016, with an average outstanding balance of the equivalent of approximately 
$864 million. 
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Medium Term Notes 

Long term funding requirements are met through, among other things, the issuance of a 
variety of debt instruments in both the Australian and international capital markets.  
Domestic and Euro medium term notes (“MTNs”) have provided TFA with significant 
sources of funding in years prior to fiscal 2016.  During the year ended 31 March 2016, 
TFA issued $200 million of Domestic MTNs and the equivalent of approximately 
$1,406 million of Euro MTNs all of which had original maturities of one month or 
more. 

For the year ended 31 March 2016, TFA had the equivalent of $6,598 million of MTNs 
outstanding of which the equivalent of approximately $2,895 million was denominated 
in foreign currencies.  The original tenors of all MTNs outstanding as at 31 March 2016 
ranged from 1 year to 10 years. 

TFA anticipates continued use of MTNs.  The Programmes under which MTNs are 
issued by TFA in the Australian and international capital markets may be expanded or 
updated from time to time to allow for the continued use of these sources of funding.  In 
addition, TFA may issue notes in the Australian and international capital markets that 
are not issued under its MTN programmes. 

Back Up Liquidity and Other Funding Sources 

On 18 November 2015, TFA and other Toyota affiliates entered into a U.S.$5.0 billion 
364 day syndicated bank credit facility pursuant to a 364 Day Credit Agreement, a 
U.S.$5.0 billion three year syndicated bank credit facility pursuant to a Three Year 
Credit Agreement and a U.S.$5.0 billion five year syndicated bank credit facility 
pursuant to a Five Year Credit Agreement.  The ability to make drawdowns under the 
364 Day Credit Agreement, the Three Year Credit Agreement and the Five Year Credit 
Agreement is subject to covenants and conditions customary in transactions of this 
nature, including negative pledge provisions, cross default provisions and limitations on 
consolidations, mergers and sales of assets.  The 364 Day Credit Agreement, the Three 
Year Credit Agreement and the Five Year Credit Agreement may be used for general 
corporate purposes and were not drawn upon as of 31 March 2016.  The 364 Day Credit 
Agreement, the Three Year Credit Agreement and the Five Year Credit Agreement, 
each dated as of 20 November 2014, were terminated on 18 November 2015.  

For additional liquidity purposes, TFA maintains the following bank facilities: an 
overdraft facility, committed banking facilities and uncommitted money market funding 
facilities which aggregated $491.5 million as at 31 March 2016.  The average aggregate 
amount outstanding under these facilities during the year ended 31 March 2016 was 
$0 million.     

In addition to funding obtained from bilateral bank loans entered into by TFA in years 
prior to the year ended 31 March 2016, TFA entered into bilateral bank loans during the 
year ended 31 March 2016 denominated in U.S.$ totalling U.S.$200 million and 
denominated in A$ totalling A$625 million.  The original tenors of these bilateral bank 
loans ranged from 2 years to 4 years. 
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TFA also has a U.S.$1 billion revolving loan facility from Toyota Motor Credit 
Corporation (“TMCC ”) which is incorporated in California, United States of America. 
TMCC is wholly-owned by Toyota Financial Services Americas Corporation, a 
California corporation which is a wholly-owned subsidiary of TFS.  The average 
amount outstanding under this facility during the year ended 31 March 2016 was 
approximately U.S.$132 million.   

TFA also has two domestic securitisation programmes.  Under each programme, vehicle 
finance receivables up to a specified maximum total amount may be sold into a special-
purpose securitisation trust.  TFA partially provides subordinated funding to each trust.  
The accounts of each trust are included in TFA’s consolidated financial statements.  

Details of each programme are as follows: 

Date 
Limit  

(A$ million) Commitment 

TFA funded 
Mezzanine 

Note* 

Balance at 31 
March 2016 
(A$ million) 

November 2009 ........................  $3,400 Uncommitted 25% $1,483.7  
March 2012 ..............................  $1,500 Uncommitted 15% $911.5  

*TFA subordinated funding 

Credit Ratings 

The cost and availability of unsecured financing is influenced by credit ratings.  Lower 
ratings generally result in higher borrowing costs as well as reduced access to capital 
markets.  Credit ratings are not recommendations to buy, sell or hold securities and are 
subject to revision or withdrawal at any time by the assigning rating agency.  Each 
rating agency may have different criteria for evaluating risk, and therefore ratings 
should be evaluated independently for each agency. 

Contractual Obligations and Credit-Related Commitments 

The Group has certain obligations to make future payments under contracts and credit-
related financial instruments and commitments.  Aggregate contractual obligations and 
credit-related commitments in existence at 31 March 2016 are summarised as follows: 

 Commitments expiring within the following periods 

 Within 12 months Beyond 12 months 
 (A$ in Millions) 
Contractual Obligations:   
Premises occupied under lease ..................... 4.8  10.3  

Total debt .................................................... 6,433.0  7,469.7  

Total ........................................................... 6,437.8  7,478.0  

TFA, as a member of the Toyota Motor Corporation Australia Limited GST (goods and 
services tax) Group (the “GST Group”), is jointly and severally liable for 100% of the 
GST payable by the GST Group.  The GST Group had a net GST payable as at 
31 March 2016 of $48.2 million (2015: $50.3 million). 
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TFA, in association with other Australian incorporated entities with a common owner, 
implemented the income tax consolidation legislation from 1 April 2003 with TMCA as 
the Head Entity.  Under the income tax consolidation legislation, income tax 
consolidation entities are jointly and severally liable for the income tax liability of the 
consolidated income tax group unless an income tax sharing agreement has been entered 
into by member entities.  An income tax sharing agreement has been executed.  TFA 
believes the assets of the Head Entity are sufficient to meet the income tax liabilities as 
they fall due. 

The range of Toyota Extra Care warranty contracts offered by TFA since August 2003, 
provide an extended warranty to the customer in exchange for an upfront premium 
payment.  The risk of claims has been fully insured with third party insurers.  TFA 
considers the insurance of risk is sufficient to meet any claims which may eventuate. 

A fully maintained operating lease is offered under the Group’s current portfolio of 
products.  Fully maintained operating leases require the Group to provide agreed 
services at the Group’s expense.  Monthly rental includes a pre-determined charge for 
such services.  The cost of such services is expensed periodically during the term of the 
leases and recognised in the income statement in reference to the stage of completion 
method. 

Employees 

At 31 March 2016, the Group had 598.39 adjusted full-time equivalent employees.  
Adjusted full-time equivalent employees includes staff on maternity leave, outbound 
secondments and 34** part-time employees but does not include temporary or 
contractor staff. 

**34 part-time employees equal 21.98 full-time equivalent employees 

The number of employees by business cost centre as of 31 March 2016 is as follows:   

Location 
Adjusted FTE 

Employees 
Temporary 

Staff 
Contractor 

Staff 
Executive .................................................................. 37.29 10 0 
Corporate Services .................................................... 34.61 2 1 
Technology Services ................................................. 63.55 2 50 
Business Services ...................................................... 127.07 5 2 
Retail, Finance and Insurance .................................... 166.27 6 1 
Fleet Sales ................................................................. 156.20 3.1 0 
Strategic Planning and Marketing .............................. 13.40 0.4 0 

Total ......................................................................... 598.39 28.5 54 

The average age of TFA’s employees is 39.5 years.  The average number of years of 
employment of TFA’s employees is 4 years and 8 months and the annual average total 
remuneration (including bonuses) of TFA’s employees was $110,737.52.  

There has been an increase in staff numbers over the last 12 months.   

As far as the Group is aware, no employees are members of the Finance Sector Union. 
TFA considers its employee relations to be satisfactory. 
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(B) Risks and Uncertainties facing the Group  

The principal activities of TFA, which are an integral part of the Toyota group’s 
presence in Australia, are to finance the acquisition of motor vehicles by customers in 
the form of leasing, term purchase, consumer and commercial loans; to provide 
bailment facilities and commercial loans to motor dealers; to provide operating lease 
and fleet management services to customers; and to sell retail insurance policies 
underwritten by third party insurers.  

Unless otherwise specified in this section, “TFS group” means TFS and its subsidiaries 
and affiliates and “Toyota” means TMC and its consolidated subsidiaries. 

Each of the Group, the TFS group and Toyota may be exposed to certain risks and 
uncertainties that could have a material adverse impact directly or indirectly on its 
financial condition and results of operations:  

General Business, Economic, Geopolitical and Market Conditions 

The Group’s financial condition and results of operations are affected by a variety of 
factors, including changes in the overall market for retail contracts, wholesale motor 
vehicle financing, leasing or dealer financing, changes in the level of sales of Toyota 
and/or Lexus vehicles or other vehicles in Australia, the rate of growth in the number 
and average balance of customer accounts, the Australian finance industry’s regulatory 
environment, competition from other financiers, rate of default by its customers, the 
interest rates it is required to pay on the funding it requires to support its business, 
amounts of funding available to it, changes in the funding markets, the used vehicle 
market, its credit ratings, the success of efforts to expand its product lines, levels of 
operating expenses and general and administrative expenses (including, but not limited 
to, labour costs, technology costs and premises costs), general economic conditions, 
inflation, fiscal and monetary policies in Australia as well as Europe and other countries 
in which the Group issues debt.  Further, a significant and sustained increase in fuel 
prices could lead to lower new and used vehicle purchases.  This could reduce the 
demand for motor vehicle retail, lease and wholesale financing.  In turn, lower used 
vehicle values could affect return rates, amounts written off and depreciation on 
operating leases or lease residual value provisions. 

Adverse economic conditions in Australia may lead to diminished consumer and 
business confidence, lower household incomes, increases in unemployment rates as well 
as consumer and commercial bankruptcy filings, all of which could adversely affect 
vehicle sales and discretionary consumer spending.  These conditions may decrease the 
demand for the Group’s financing products, as well as increase defaults and losses.  In 
addition, as credit exposures of the Group are generally collateralised by vehicles, the 
severity of losses can be particularly affected by the decline in used vehicle values.  
Dealers are also affected by economic slowdowns which, in turn, increase the risk of 
default of certain dealers within the Group’s dealer portfolio. 

Market conditions are subject to periods of volatility which can have the effect of 
reducing activity in a range of consumer and industry sectors which can adversely 
impact the financial performance of the Group.  Elevated levels of market disruption 
and volatility, including in the United States and in Europe, could increase the Group’s 
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cost of capital and adversely affect its ability to access the international capital markets 
and fund its business in a similar manner, and at a similar cost, to the funding raised in 
the past.  These market conditions could also have an adverse effect on the results of 
operations and financial condition of the Group by diminishing the value of the Group’s 
investment portfolios and increasing the Group’s cost of funding.  If, as a result, the 
Group increases the rates the Group charges its customers and dealers, the Group’s 
competitive position could be negatively affected.  Challenging market conditions may 
result in less liquidity, greater volatility, widening of credit spreads and lack of price 
transparency in credit markets.  Changes in investment markets, including changes in 
interest rates, exchange rates and returns from equity, property and other investments, 
will affect (directly or indirectly) the financial performance of the Group. 

If there is a continued and sustained period of market disruption and volatility: 

• there can be no assurance that the Group will continue to have access to the capital 
markets in a similar manner and at a similar cost as it has had in the past; 

• issues of debt securities by the Group may be undertaken at spreads above 
benchmark rates that are greater than those on similar issuances undertaken during 
the prior several years;  

• the Group may be subject to over-reliance on a particular funding source or a 
simultaneous increase in funding costs across a broad range of sources; and   

• the ratio of the Group’s short-term debt outstanding to total debt outstanding may 
increase if negative conditions in the debt markets lead the Group to replace some 
maturing long-term liabilities with short-term liabilities (for example, commercial 
paper). 

Any of these developments could have an adverse effect on the Group’s financial 
condition and results of operations. 

Geopolitical conditions may also impact the Group’s operating results.  Any political or 
military actions in response to terrorism, regional conflict or other events such as the 
uncertainty caused by the referendum on the United Kingdom’s membership of the 
European Union, could adversely affect general economic or industry conditions. 

Sales of Toyota and Lexus Vehicles 

The Group provides a variety of finance and insurance products to authorised Toyota 
and Lexus dealers and their customers in Australia.  Accordingly, the Group’s business 
is substantially dependent upon the sale of Toyota and Lexus vehicles in Australia. 

The Group’s business is also substantially dependent upon its accredited Toyota and 
other vehicle dealership network introducing new finance and lease business to the 
Group and, except in the case of the Group’s business regulated under the Australian 
consumer credit laws or as otherwise agreed with the Group, such dealerships are free to 
introduce other financiers to their customers.  Competition in respect of commission 
payments to Australian dealerships from other financiers, as well as changes in 
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ownership or financial viability of such dealerships may adversely affect the financial 
condition and results of operations of the Group. 

Toyota Motor Corporation Australia Limited (the “Distributor ”) is the primary 
distributor of Toyota and Lexus vehicles in Australia.  

Changes in the volume of Distributor sales may result from:   

● governmental action; 

● changes in consumer demand; 

● recalls; 

● the actual or perceived quality, safety or reliability of Toyota and/or Lexus 
vehicles; 

● changes in economic conditions; 

● increased competition; 

● changes in pricing of imported units due to currency fluctuations or other 
reasons; 

● a significant and sustained increase in fuel prices; and 

● decreased or delayed vehicle production due to natural disasters, supply chain 
interruptions or other events. 

Any negative impact on the volume of Distributor sales could in turn have a material 
adverse effect on the Group’s business, financial condition and results of operations. 

In addition, while the Distributor conducts extensive market research before launching 
new or refreshed vehicles and introducing new services, many factors both within and 
outside the control of the Distributor affect the success of new or existing products and 
services in the market-place.  Offering vehicles and services that customers want and 
value can mitigate the risks of increasing price competition and declining demand, but 
products and services that are perceived to be less desirable (whether in terms of price, 
quality, styling, safety, overall value, fuel efficiency, or other attributes) can negatively 
exacerbate these risks.  With increased consumer interconnectedness through the 
internet, social media, and other media, mere allegations relating to quality, safety, fuel 
efficiency, corporate social responsibility, or other key attributes can negatively impact 
the reputation of the Distributor or market acceptance of its products or services, even 
where such allegations prove to be inaccurate or unfounded. 

The Group operates in a highly competitive environment and competes with other 
financial institutions and, to a lesser extent, other motor vehicle manufacturers’ 
affiliated finance companies primarily through service, quality, the Group’s relationship 
with the Distributor, and financing rates.   

Certain financing products offered by the Group may be subsidised by the Distributor.  
The Distributor sponsors special subsidies and incentives on certain new and used 
Toyota and Lexus vehicles that result in reduced monthly payments by qualified 
customers for finance products.  Support amounts received from the Distributor in 
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connection with these programmes approximate the amounts required by the Group to 
maintain yields and product profitability at levels consistent with standard products.   

The Group’s ability to offer competitive financing and insurance products in Australia 
depends in part on the level of the Distributor’s sponsored programme activity, which 
varies based on the Distributor’s marketing strategies, economic conditions, and the 
volume of vehicle sales, among other factors.  Any negative impact on the level of 
Distributor sponsored subsidy and incentive programmes could in turn have a material 
adverse effect on the Group’s business, financial condition and results of operations. 

Recalls and Other Related Announcements  

Certain members of the Toyota group of companies around the world periodically 
conduct vehicle recalls which could include temporary suspensions of sales and 
production of certain Toyota and Lexus models.  In September 2010, Toyota Motor 
Corporation Australia Limited also announced a safety recall in respect of certain 
Toyota models.  Because the Group’s business is substantially dependent upon the sale 
of Toyota and Lexus vehicles, such events could adversely affect the Group’s business. 

A decrease in the level of sales, including as a result of the actual or perceived quality, 
safety or reliability of Toyota and Lexus vehicles or a change in standards of regulatory 
bodies will have a negative impact on the level of the Group’s financing volume, 
insurance volume, earning assets and revenues.  The credit performance of the Group’s 
dealer and consumer portfolios may also be adversely affected.  In addition, a decline in 
values of used Toyota and Lexus vehicles would have a negative effect on realised 
values and return rates, which, in turn, could increase depreciation expenses and credit 
losses.  Further, some members of the Toyota group of companies are or may become 
subject to litigation and governmental investigations, and have been or may become 
subject to fines or other penalties.  These factors could affect sales of Toyota and/or 
Lexus vehicles and, accordingly, could have a negative effect on the Group’s financial 
condition and results of operations. 

Controlling Shareholder – Credit Ratings and Credit Support  

All of the outstanding capital stock and voting stock of TFA is owned directly by TFS.  
TFS is a wholly-owned holding company subsidiary of TMC. 

As a result, TFS effectively controls TFA and is able to directly control the composition 
of the Board of Directors of TFA and direct the management and policies of TFA. 

TFA raises most of the funding it requires to support its business from the domestic and 
international capital markets.  The availability and cost of that funding is influenced by 
credit ratings.  Lower credit ratings generally result in higher borrowing costs as well as 
reduced access to capital markets.  Credit ratings are not recommendations to buy, sell, 
or hold securities and are subject to revision or withdrawal at any time by the assigning 
nationally recognised statistical rating organisation (“NRSRO”).  Each NRSRO may 
have different criteria for evaluating risk, and therefore ratings should be evaluated 
independently for each NRSRO. 
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The credit ratings for notes, bonds and commercial paper issued by TFA, depend, in 
large part, on the existence of the credit support arrangements with TFS and TMC and 
on the financial condition and results of operations of TMC and its consolidated 
subsidiaries.  If these arrangements (or replacement arrangements acceptable to the 
rating agencies) are not available to TFA, or if the credit ratings of TMC and TFS as 
credit support providers were lowered, the credit ratings for notes, bonds and 
commercial paper issued by TFA would be adversely impacted. 

Credit rating agencies which rate the credit of TMC and its affiliates, including TFS and 
TFA’s capital markets programmes, may qualify or alter ratings at any time.  Global 
economic conditions and other geopolitical factors may directly or indirectly affect such 
ratings.  Any downgrade in the sovereign credit ratings of the United States or Japan 
may directly or indirectly have a negative effect on the ratings of TMC and TFA’s 
capital markets programmes.  Downgrades or placement on review for possible 
downgrades could result in an increase in borrowing costs as well as reduced access to 
the domestic and international capital markets.  These factors would have a negative 
impact on the Group’s competitive position, liquidity, financial condition and results of 
operations. 

The credit support arrangements may be amended, provided that such amendment does 
not have any adverse effects upon any holder of any notes, bonds, commercial paper or 
certain other securities issued by TFA outstanding at the time of such amendment, and 
does not require the acceptance of the rating agencies.  If TFA for any reason does not 
have the benefit of these arrangements, TFA would expect the credit ratings of notes, 
bonds and commercial paper issued by it to be substantially less than the current ratings 
of notes, bonds and commercial paper issued by it, leading to either significantly 
constrained access, or no access, to the domestic or international capital markets, 
substantially higher borrowing costs and potentially an inability to raise the volume of 
funding necessary for it to operate its business. 

Business Risk – TFS group 

Business risk is the risk that the businesses are not able to cover the TFS group’s 
ongoing expenses with ongoing income subsequent to the event of a major market 
contraction.  The TFS group’s business, through its financial subsidiaries (including the 
Group) and affiliates is substantially dependent upon the sale of Toyota, Lexus and 
Scion vehicles and its ability to offer competitive financing.  Changes in the volume of 
sales of such vehicles resulting from governmental action, changes in consumer 
demand, changes in the level of sponsored subvention programmes, increased 
competition or other events, could impact the performance of the TFS group’s business 
and affect TFS’s ability to fulfil its obligations under the credit support agreements. 

Liquidity Risk  

Liquidity risk is the risk arising from the inability to meet obligations in a timely 
manner when they become due.  The Group’s liquidity strategy is to maintain the 
capacity to fund assets and repay liabilities in a timely and cost-effective manner even 
in adverse market conditions.  An inability to meet obligations in a timely manner when 
they become due would have a negative impact on the TFS group’s (including the 
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Group’s) ability to refinance maturing debt and fund new asset growth and would have 
an adverse effect on its financial condition and results of operations. 

Provisions for Bad and Doubtful Debts 

The Group cannot assure that its allowance for bad and doubtful debts will be adequate 
to cover future credit losses.  Increases in credit losses could adversely affect the 
Group’s financial condition and results of operations. 

The Group maintains an allowance for credit losses to cover probable and estimable 
losses as of the balance sheet date resulting from the non-performance of its customers 
and dealers under their contractual obligations.  The determination of the allowance 
involves significant assumptions, complex analyses, and management judgment and 
requires the Group to make significant estimates of current credit risks using existing 
qualitative and quantitative information, any or all of which may change.  For example, 
the Group reviews and analyses external factors, including changes in economic 
conditions, actual or perceived quality, safety and reliability of Toyota and Lexus 
vehicles, unemployment levels, the used vehicle market, and consumer behaviour, 
among other factors.  In addition, internal factors, such as purchase quality mix and 
operational changes are also considered.  A change in any of these factors would cause a 
change in estimated probable losses.  As a result, the Group’s allowance for credit 
losses may not be adequate to cover its actual losses.  In addition, changes in accounting 
rules and related guidance, new information regarding existing portfolios, and other 
factors, both within and outside of the Group’s control, may require changes to the 
allowance for credit losses.  A material increase in the Group’s allowance for credit 
losses may adversely affect its financial condition and results of operations. 

Risk Relating to Fair Value of Assets 

The Group uses various estimates and assumptions in determining the fair value of 
many of its assets, including certain marketable securities and derivatives, which, in 
some cases, do not have an established market value or are not publicly traded.  The 
Group’s assumptions and estimates may be inaccurate for many reasons.  For example, 
assumptions and estimates often involve matters that are inherently difficult to predict 
and are beyond the Group’s control (for example, macro-economic conditions and their 
impact on Toyota dealers).  In addition, such estimates and assumptions often involve 
complex interactions between a number of dependent and independent variables, 
factors, and other assumptions.  As a result, the Group’s actual experience may differ 
materially from these estimates and assumptions.  A material difference between the 
estimates and assumptions and the actual experience may adversely affect the Group’s 
financial condition and results of operations. 

Risk of Fluctuations in Valuation of Investment Securities or Significant 
Fluctuations in Investment Market Prices 

Investment market prices, in general, are subject to fluctuation.  Consequently, the 
amount realised in the subsequent sale of an investment may significantly differ from 
the reported market value and could negatively affect the revenues of the Group. 
Additionally, negative fluctuations in the value of available-for-sale investment 
securities could result in unrealised losses recorded in other comprehensive income or in 
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other-than-temporary impairment within the results of operations.  Fluctuation in the 
market price of a security may result from perceived changes in the underlying 
economic characteristics of the investment, the relative price of alternative investments, 
national and international events, or general market conditions. 

Impact of Changes to Accounting Standards 

The audited consolidated financial statements for the year ended 31 March 2016 have 
been prepared in accordance with the Australian Accounting Standards and 
Interpretations issued by the Australian Accounting Standards Board (“AASB”) as well 
as the Corporations Act and comply with International Financial Reporting Standards 
(“ IFRS”) as issued by the International Accounting Standards Board (“IASB”). 

The IASB is continuing its programme to develop new accounting standards where it 
perceives they are required and to rewrite existing standards where it perceives they can 
be improved.  In particular, the IASB and the Financial Accounting Standards Board in 
the United States continue to work together to harmonise the accounting standards of 
the United States and IFRS.  Any future change in IFRS adopted by the AASB may 
have a beneficial or detrimental impact on the reported earnings of the Group. 

Residual Value and Guaranteed Future Value Risk 

Residual value represents an estimate of the end of term market value of a leased asset.  
Residual value risk is the risk that the estimated residual value at lease origination will 
not be recoverable at the end of the lease term.  The Group is subject to residual value 
risk on lease products, where the customer may return the financed vehicle on 
termination of the lease agreement.  The risk increases if the number of returned lease 
assets is higher than anticipated and/or the loss per unit is higher than anticipated.  
Fluctuations in the market value of leased assets subsequent to lease origination may 
introduce volatility in the Group’s profitability, through residual value provisions and/or 
gains or losses on disposal of returned assets.   

TFA offers GFV loan and hire purchase products which give customers a choice to 
retain their vehicle at the end of the term of the finance contract subject to payment of 
all money payable at the end of the term or to sell their vehicle back to the Group or its 
nominee for the agreed GFV.  The GFV risk is the risk that the vehicle value at the end 
of the agreed lease term is less than the GFV.  Fluctuations in the market value of these 
assets (vehicles) subsequent to lease origination may introduce volatility in the Group’s 
profitability, through impairment provisions and/or losses on disposal of returned assets.  
There is no risk to the Group where the customer retains the vehicle at the end of the 
lease term and pays out the finance contract in full. 

Factors which can impact the market value of vehicle assets include local, regional and 
national economic conditions, new vehicle pricing, new vehicle incentive programmes, 
new vehicle sales, the actual or perceived quality, safety or reliability of vehicles, future 
plans for new Toyota and Lexus product introductions, competitive actions and 
behaviour, product attributes of popular vehicles, the mix of used vehicle supply, the 
level of current used vehicle values, inventory levels and fuel prices.  Differences 
between the actual sale price realised on returned vehicles and the Group’s estimates of 
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such values at lease origination could have a negative impact on its financial condition 
and results of operations. 

Credit Risk 

Credit risk is the risk of loss arising from the failure of a customer or dealer to meet the 
terms of any retail or lease contract with the Group or otherwise fail to perform as 
agreed.  The level of credit risk on the Group’s consumer portfolio is influenced 
primarily by two factors: the total number of contracts that default and the amount of 
loss per occurrence, which in turn are influenced by various economic factors, the used 
vehicle market, purchase quality mix, contract term length and operational changes. 

The level of credit risk on the Group’s dealer portfolio is influenced primarily by the 
financial strength of dealers within that portfolio, dealer concentration, the quality and 
perfection of collateral and other economic factors.  The financial strength of dealers 
within the Group’s dealer portfolio is influenced by general macroeconomic conditions, 
the overall demand for new and used vehicles and the financial condition of motor 
vehicle manufacturers, among other factors.  An increase in credit risk would increase 
the Group’s provision for credit losses, which would have a negative impact on its 
financial condition and results of operations. 

A downturn in economic conditions in Australia, natural disasters and other factors 
would increase the risk that a customer or dealer may not meet the terms of a retail or 
lease contract with the Group or may otherwise fail to perform as agreed.  A weaker 
economic environment evidenced by, among other things, unemployment, 
underemployment and consumer bankruptcy filings, may affect some of the Group’s 
customers’ ability to make their scheduled payments.  There can be no assurance that 
the Group’s monitoring of credit risk, the taking and perfection of collateral and its 
efforts to mitigate credit risk are, or will be, sufficient to prevent an adverse effect on its 
financial condition and results of operations. 

Market Risk 

Market risk is the risk that changes in market interest rates, foreign currency exchange 
rates and other relevant market parameters or prices cause volatility in the TFS group’s 
(including the Group’s) financial condition and/or results of operations and/or cash 
flow.  An increase in market interest rates could have an adverse effect on the TFS 
group’s (including the Group’s) business, financial condition and results of operations 
by increasing the cost of capital and the rates some members of the TFS group may 
charge their customers and dealers, thereby affecting its competitive position.  Market 
risk also includes the risk that the value of the investment portfolio of the TFS group 
could decline. 

Senior management of TFA and TFS, where applicable, provide written principles for 
overall risk management, as well as policies covering specific areas, such as foreign 
currency exchange rate risk, interest rate risk, use of derivative financial instruments 
and non-derivative financial instruments.  Risk management is carried out by various 
committees and departments based on charters or policies approved by senior 
management of TFA and TFS, where applicable. 
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The responsibility for risk management is vested in various committees and head office 
departments which form part of TFA's Governance Structure.  The key committees 
include: 

• Executive Committee 

• Management Committee 

• Audit Committee 

• Compliance Committee 

• Credit Committee 

• Asset and Liability Committee 

• Residual Value Committee, and  

• Project Control Committee 

The above committees operate under charters or policies approved by senior 
management and the Group’s shareholder, where appropriate. 

The Group operates in the international capital markets to obtain debt funding to 
support its earning assets.  Transactions may be denominated in foreign currencies, 
exposing the Group to foreign currency exchange rate risk arising from various currency 
exposures.   

The Group has a policy requiring it to manage its foreign currency exchange rate risk 
against its functional currency (i.e. Australian dollars).  The Group is required to hedge 
100% of its foreign currency exchange rate risk.   

Interest rate risk is the risk that the future cash flows of a financial instrument will 
fluctuate because of changes in market interest rates and/or the value of a financial 
instrument will fluctuate because of changes in market interest rates.  The Group is 
exposed to the effects of fluctuations in the prevailing levels of market interest rates as 
it borrows and lends funds at both floating and fixed rates.   

Derivative financial instruments are entered into by the Group to economically hedge or 
manage its exposure to market risk.  However, changes in market interest rates, foreign 
currency exchange rates and market prices cannot always be predicted or hedged. 

Adverse changes in market interest rates and/or foreign currency exchange rates could 
affect the value of the derivative financial instruments entered into by the Group which 
could result in volatility in the Group’s financial condition and/or results of operations.  
Changes in the fair value of derivatives, to the extent that they are not offset by the 
translation of the items economically hedged, may introduce volatility in the Group’s 
income statement and produce anomalous results. 

An increase in the interest rates charged by the Group’s lenders or available to the 
Group in the capital markets may adversely affect the Group’s income. 
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As the Group’s assets consist primarily of fixed rate contracts, it is not able to reprice its 
existing fixed rate contracts and may be unable to increase rates on new fixed rate 
contracts due to competitive reasons. 

Operational Risk 

Operational risk is the risk of loss resulting from, among other factors, inadequate or 
failed processes, systems or internal controls, the failure to perfect collateral, theft, 
fraud, natural disasters or other catastrophes (including without limitation, explosions, 
fires, floods, earthquakes, terrorist attacks, riots, civil disturbances and epidemics) that 
could affect the TFS group (including the Group). 

Operational risk can occur in many forms including, but not limited to, errors, business 
interruptions, failure of controls, failure of systems or other technology, deficiencies in 
the Group’s insurance risk management programme, inappropriate behaviour or 
misconduct by employees of, or those contracted to perform services for, the Group and 
vendors that do not perform in accordance with their contractual agreements.  The 
Group is also exposed to the risk of inappropriate or inadequate documentation of 
contractual relationships.  These events can potentially result in financial losses or other 
damages to the Group, including damage to reputation. 

The Group also relies on a framework of internal controls designed to provide a sound 
and well-controlled operating environment.  Due to the complex nature of its business 
and the challenges inherent in implementing control structures across large 
organisations, problems may be identified in the future that could have a material effect 
on its financial condition and results of operations. 

Risk of Failure or Interruption of the Information Systems or a Security Breach or a 
Cyber-attack  

The TFS group (including the Group) relies on internal and third party information and 
technological systems to manage its operations and is exposed to risk of loss resulting 
from breaches in the security or other failures of these systems.  Any failure or 
interruption of the TFS group’s (including the Group’s) information systems or the third 
party information systems on which it relies as a result of inadequate or failed processes 
or systems, human error, employee misconduct, catastrophic events, external or internal 
security breaches, acts of vandalism, computer viruses, malware, misplaced or lost data, 
or other events could disrupt the Group’s normal operating procedures and have an 
adverse effect on its business, financial condition and results of operations. 

The Group collects and stores certain personal and financial information from 
employees, customers and other third parties.  Security breaches or cyber-attacks 
involving the Group’s systems or facilities, or the systems or facilities of the Group’s 
service providers, could expose the Group to a risk of loss of personally identifiable 
information of customers, employees and third parties or other proprietary or 
competitively sensitive information, business interruptions, regulatory scrutiny, actions 
and penalties, litigation, reputational harm, and a loss of confidence, all of which could 
potentially have an adverse impact on future business with current and potential 
customers.   
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The Group relies on encryption and other information security technologies licensed 
from third parties to provide security controls necessary to help in securing online 
transmission of confidential information pertaining to customers and employees.  
Advances in information system capabilities, new discoveries in the field of 
cryptography or other events or developments may result in a compromise or breach of 
the technology that the Group uses to protect sensitive data.  A party who is able to 
circumvent these security measures by methods such as hacking, fraud, trickery or other 
forms of deception could misappropriate proprietary information or cause interruption 
to the operations of the Group.  The Group may be required to expend capital and other 
resources to protect against such security breaches or cyber-attacks or to remedy 
problems caused by such breaches or attacks.  The Group’s security measures are 
designed to protect against security breaches and cyber-attacks, but the Group’s failure 
to prevent such security breaches and cyber-attacks could subject it to liability, decrease 
its profitability and damage its reputation. 

The Group could be subjected to cyber-attacks that could result in slow performance 
and unavailability of its information systems for some customers.  Information security 
risks have increased recently because of new technologies, the use of the internet and 
telecommunications technologies (including mobile devices) to conduct financial and 
other business transactions, and the increased sophistication and activities of organised 
crime, perpetrators of fraud, hackers, terrorists, and others.  The Group may not be able 
to anticipate or implement effective preventative measures against all security breaches 
of these types, especially because the techniques used change frequently and because 
attacks can originate from a wide variety of sources.  The occurrence of any of these 
events could have a material adverse effect on the Group’s business. 

In addition, any upgrade or replacement of the Group’s existing transaction systems and 
treasury systems could have a significant impact on its ability to conduct its core 
business operations and increase the risk of loss resulting from disruptions of normal 
operating processes and procedures that may occur during the implementation of new 
systems.  These factors could have an adverse effect on the Group’s business, financial 
condition and results of operations. 

Counterparty Credit Risk 

The TFS group (including the Group) has exposure to many different financial 
institutions and routinely executes transactions with counterparties in the financial 
industry.  The Group’s debt, derivative and investment transactions, and its ability to 
borrow under committed and uncommitted credit facilities, could be adversely affected 
by the actions and commercial soundness of other financial institutions.  The Group 
cannot guarantee that its ability to borrow under committed and uncommitted credit 
facilities will continue to be available on reasonable terms or at all.  Deterioration of 
social, political, employment or economic conditions in a specific country or region 
may also adversely affect the ability of financial institutions, including the Group’s 
derivative counterparties and lenders, to perform their contractual obligations.  Financial 
institutions are interrelated as a result of trading, clearing, lending or other relationships 
and, as a result, financial and political difficulties in one country or region may 
adversely affect financial institutions in other jurisdictions, including those with which 
the Group has relationships.  The failure of any of the financial institutions and other 
counterparties to which the Group has exposure, directly or indirectly, to perform their 
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contractual obligations, and any losses resulting from that failure, may materially and 
adversely affect the Group’s liquidity, financial condition and results of operations. 

Risk Relating to Non-Toyota Dealers 

The Group provides financing for some dealerships which sell products not distributed 
by the Distributor (or one of its affiliates).  A significant adverse change, such as the 
closure, a restructuring or bankruptcy of automobile manufacturers other than Toyota 
may increase the risk that these dealers may be impacted financially and default on their 
loans with the Group. 

Large Exposures 

A large exposure refers to the degree of concentration in a loan portfolio or a segment of 
a loan portfolio.  TFA has a large exposure to a number of dealerships and fleet 
customers.  In particular, dealerships may have common ownership and TFA may make 
bailment and loan advances to those groups of dealerships.  Failure of a dealership or 
fleet customer to which TFA has a large exposure may adversely affect the financial 
condition and results of operations of TFA. 

Competition Risk 

The worldwide financial services industry is highly competitive and the TFS group has 
no control over how Toyota dealers source financing for their customers.  Competitors 
of the TFS group (including those of the Group) include commercial banks, credit 
unions and other financial institutions.  To a lesser extent, the TFS group competes with 
other motor vehicle manufacturers’ affiliated finance companies.  Increases in 
competitive pressures could have an adverse impact on the TFS group’s contract 
volume, market share, revenues and margins.  Further, the financial condition and 
viability of competitors and peers of the TFS group may have an impact on the financial 
services industry in which the TFS group operates, resulting in changes in demand for 
their products and services.  This could have an adverse impact on the TFS group’s 
financial condition and results of operations. 

The Group’s Assets are Subject to Prepayment Risk 

Customers may terminate their finance and lease contracts early.  As a result, the Group 
estimates the rate of early termination of finance contracts in its interest rate hedging 
activities.  Consequently, changes in customer behaviour contrary to the Group’s 
estimates may affect its financial condition and results of operations. 

Regulatory Risk 

Regulatory risk is the risk to the TFS group (including the Group) arising from the 
failure or alleged failure to comply with applicable regulatory requirements and the risk 
of liability and other costs imposed under various laws and regulations, including 
changes in applicable law, regulation and regulatory guidance. 
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Changes to Laws, Regulations or Government Policies  

Changes to the laws, regulations or to the policies of governments (federal, state or 
local) of Australia or of any other national governments (federal, state or local) of any 
other jurisdiction in which the Group conducts its business or international 
organisations (and the actions flowing from such changes to policies) may have a 
negative impact on the Group’s business or require significant expenditure by the 
Group, or significant changes to the Group’s processes and procedures, to ensure 
compliance with those laws, regulations or policies so that it can effectively carry on its 
business. 

Compliance with applicable law is costly and can affect operating results.  Compliance 
requires forms, processes, procedures, controls and the infrastructure to support these 
requirements.  Compliance may create operational constraints and place limits on 
pricing, as the laws and regulations in the financial services industry are designed 
primarily for the protection of consumers.  Changes in regulation could restrict the 
Group’s ability to operate its business as currently operated, could impose substantial 
additional costs or require the Group to implement new processes, which could 
adversely affect its business, prospects, financial performance or financial condition.  
The failure to comply could result in significant statutory civil and criminal fines, 
penalties, monetary damages, attorney or legal fees and costs, restrictions on the 
Group’s ability to operate its business, possible revocation of licenses and damage to the 
Group’s reputation, brand and valued customer relationships. Any such costs, 
restrictions, revocations or damage could adversely affect the Group’s business, 
prospects, financial condition and results of operations. 

Australian Taxation 

The Group is subject to numerous tax laws and is required to remit many different types 
of tax revenues based on self assessment and regulation.  The Group interprets the tax 
legislation and accounts to the authorities based on its knowledge of the tax laws at the 
time of its assessment.  Tax laws, or the interpretation thereof, are subject to change 
through legislation, tax rulings or court interpretation.  Changes to the application or 
interpretation of tax laws may adversely impact the Group’s financial condition and 
results of operations. 

The Group may also be subject to an audit by tax authorities after its self assessment.  If 
the Group has not accounted correctly for its tax liabilities, this may adversely impact 
the Group’s financial condition and results of operations. 

Potential future Australian Government policy measures, including but not limited to 
potential future stimulus measures or potential new measures arising from Australian 
Government sponsored reviews of the Australian tax system or for any other reasons, 
may directly or indirectly impact the Group’s net income.  A later future modification or 
cessation of such potential future measures may adversely impact the net income of the 
Group. 

TFA’s membership of the GST Group and an income tax consolidated group is 
discussed in “Contractual Obligations and Credit-Related Commitments” of “1. 
Management Report”.  Transactions by other members of the GST Group and income 
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tax consolidated group with external parties to those groups may be subject to review by 
the tax authorities and would be dealt with by the head company of the relevant group.  
As such, TFA will generally either have no knowledge, or not have detailed knowledge, 
of any such review as they pertain to other members of the relevant group.  

Legal Proceedings 

The TFS group is and may be subject to various legal actions, governmental 
proceedings and other claims arising in the ordinary course of business.  A negative 
outcome in one or more of these legal proceedings may adversely affect the TFS 
group’s financial condition and results of operations. 

Insolvency Laws 

In the event that TFA becomes insolvent, insolvency proceedings (including, without 
limitation, administration under the Corporations Act) will be governed by the 
applicable laws in force in Australia or the law of another jurisdiction determined in 
accordance with Australian law.  Those insolvency laws, as so applied and interpreted, 
may be different from the insolvency laws of certain other jurisdictions.  If TFA 
becomes insolvent, the treatment and ranking of holders of Notes issued by TFA and 
TFA’s other creditors and shareholders under the relevant governing law may be 
different from the treatment and ranking of those persons if TFA was subject to the 
bankruptcy or insolvency laws of another jurisdiction.  In particular (a) the 
administration procedure under the Corporations Act, which provides for the potential 
re-organisation of an insolvent company, differs significantly from bankruptcy or 
similar provisions under the insolvency laws of other non-Australian jurisdictions, and 
(b) in Australia some statutory claims by shareholders for breach of statutory 
requirements can rank equally with claims of other creditors.  

Industry and Business Risks - Toyota 

The worldwide automotive market is highly competitive 

The worldwide automotive market is highly competitive.  Toyota faces intense 
competition from automotive manufacturers in the markets in which it operates.  
Competition in the automotive industry has further intensified amidst difficult overall 
market conditions.  In addition, competition is likely to further intensify in light of 
further continuing globalisation in the worldwide automotive industry, possibly 
resulting in industry reorganisations.  Factors affecting competition include product 
quality and features, safety, reliability, fuel economy, the amount of time required for 
innovation and development, pricing, customer service and financing terms.  Increased 
competition may lead to lower vehicle unit sales, which may result in further downward 
price pressure and adversely affect Toyota’s financial condition and results of 
operations.  Toyota’s ability to adequately respond to the recent rapid changes in the 
automotive market and to maintain its competitiveness will be fundamental to its future 
success in existing and new markets and to maintain its market share.  There can be no 
assurances that Toyota will be able to compete successfully in the future. 
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The worldwide automotive industry is highly volatile 

Each of the markets in which Toyota competes has been subject to considerable 
volatility in demand.  Demand for vehicles depends to a large extent on economic, 
social and political conditions in a given market and the introduction of new vehicles 
and technologies.  As Toyota’s revenues are derived from sales in markets worldwide, 
economic conditions in such markets are particularly important to Toyota.   

Reviewing the general economic environment for the fiscal year ended 31 March 2016, 
with respect to the world economy, the United States economy has seen ongoing 
recovery mainly due to steady progress of personal consumption, and the European 
economy has seen a moderate recovery in the eurozone.  Meanwhile, weaknesses have 
been seen in China and other Asian emerging countries.  The Japanese economy has 
been on a moderate recovery as a whole, while weakness could be seen in personal 
consumption and other areas.  For the automobile industry, although markets have 
progressed in a steady manner, especially in the United States, markets in some 
emerging countries have become stagnant, and the Japanese market has slowed down 
mainly in the sales of mini-vehicles due to the tax increase.   

The shifts in demand for automobiles are continuing, and it is unclear how this situation 
will transition in the future.  Toyota’s financial condition and results of operations may 
be adversely affected if the shifts in demand for automobiles continue or progress 
further.  Demand may also be affected by factors directly impacting vehicle price or the 
cost of purchasing and operating vehicles such as sales and financing incentives, prices 
of raw materials and parts and components, cost of fuel and governmental regulations 
(including tariffs, import regulation and other taxes).  Volatility in demand may lead to 
lower vehicle unit sales, which may result in downward price pressure and adversely 
affect Toyota’s financial condition and results of operations. 

Toyota’s future success depends on its ability to offer new, innovative and competitively 
priced products that meet customer demand on a timely basis 

Meeting customer demand by introducing attractive new vehicles and reducing the 
amount of time required for product development are critical to automotive 
manufacturers.  In particular, it is critical to meet customer demand with respect to 
quality, safety and reliability.  The timely introduction of new vehicle models, at 
competitive prices, meeting rapidly changing customer preferences and demand is more 
fundamental to Toyota’s success than ever, as the automotive market is rapidly 
transforming in light of the changing global economy.  There is no assurance, however, 
that Toyota will adequately and appropriately respond to changing customer preferences 
and demand with respect to quality, safety, reliability, styling and other features in a 
timely manner.  Even if Toyota succeeds in perceiving customer preferences and 
demand, there is no assurance that Toyota will be capable of developing and 
manufacturing new, price competitive products in a timely manner with its available 
technology, intellectual property, sources of raw materials and parts and components, 
and production capacity, including cost reduction capacity.  Further, there is no 
assurance that Toyota will be able to implement capital expenditures at the level and 
times planned by management.  Toyota’s inability to develop and offer products that 
meet customers’ preferences and demand with respect to quality, safety, reliability, 
styling and other features in a timely manner could result in a lower market share and 
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reduced sales volumes and margins, and may adversely affect Toyota’s financial 
condition and results of operations. 

Toyota’s ability to market and distribute effectively is an integral part of Toyota’s 
successful sales 

Toyota’s success in the sale of vehicles depends on its ability to market and distribute 
effectively based on distribution networks and sales techniques tailored to the needs of 
its customers.  There is no assurance that Toyota will be able to develop sales 
techniques and distribution networks that effectively adapt to changing customer 
preferences or changes in the regulatory environment in the major markets in which it 
operates.  Toyota’s inability to maintain well-developed sales techniques and 
distribution networks may result in decreased sales and market share and may adversely 
affect its financial condition and results of operations. 

Toyota’s success is significantly impacted by its ability to maintain and develop its 
brand image 

In the highly competitive automotive industry, it is critical to maintain and develop a 
brand image.  In order to maintain and develop a brand image, it is necessary to further 
increase customers’ confidence by providing safe, high quality products that meet 
customer preferences and demand.  If Toyota is unable to effectively maintain and 
develop its brand image as a result of its inability to provide safe, high quality products 
or as a result of the failure to promptly implement safety measures such as recalls when 
necessary, vehicle unit sales and/or sale prices may decrease, and as a result revenues 
and profits may not increase as expected or may decrease, adversely affecting its 
financial condition and results of operations. 

Toyota relies on suppliers for the provision of certain supplies including parts, 
components and raw materials 

Toyota purchases supplies including parts, components and raw materials from a 
number of external suppliers located around the world.  For some supplies, Toyota 
relies on a single supplier or a limited number of suppliers, whose replacement with 
another supplier may be difficult.  Inability to obtain supplies from a single or limited 
source supplier may result in difficulty obtaining supplies and may restrict Toyota’s 
ability to produce vehicles.  Furthermore, even if Toyota were to rely on a large number 
of suppliers, first-tier suppliers with whom Toyota directly transacts may in turn rely on 
a single second-tier supplier or limited second-tier suppliers.  Toyota’s ability to 
continue to obtain supplies from its suppliers in a timely and cost-effective manner is 
subject to a number of factors, some of which are not within Toyota’s control.  These 
factors include the ability of Toyota’s suppliers to provide a continued source of supply, 
and Toyota’s ability to effectively compete and obtain competitive prices from 
suppliers.  A loss of any single or limited source supplier or inability to obtain supplies 
from suppliers in a timely and cost-effective manner could lead to increased costs or 
delays or suspensions in Toyota’s production and deliveries, which could have an 
adverse effect on Toyota’s financial condition and results of operations. 
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The worldwide financial services industry is highly competitive 

The worldwide financial services industry is highly competitive.  Increased competition 
in automobile financing may lead to decreased margins.  A decline in Toyota’s vehicle 
unit sales, an increase in residual value risk due to lower used vehicle price, an increase 
in the ratio of credit losses and increased funding costs are factors which may impact 
Toyota’s financial services operations.  If Toyota is unable to adequately respond to the 
changes and competition in automobile financing, Toyota’s financial services operations 
may adversely affect its financial condition and results of operations. 

Toyota’s operations and vehicles rely on various digital and information technologies 

Toyota depends on various information technology networks and systems, some of 
which are managed by third parties, to process, transmit and store electronic 
information, including sensitive data, and to manage or support a variety of business 
processes and activities, including manufacturing, research and development, supply 
chain management, sales and accounting.  In addition, Toyota’s vehicles may rely on 
various digital and information technologies, including information service and driving 
assistance functions.  Despite security measures, Toyota’s digital and information 
technology networks and systems may be vulnerable to damage, disruptions or 
shutdowns due to attacks by hackers, computer viruses, breaches due to unauthorised 
use, errors or malfeasance by employees and others who have or gain access to the 
networks and systems Toyota depends on, service failures or bankruptcy of third parties 
such as software development or cloud computing vendors, power shortages and 
outages, and utility failures or other catastrophic events like natural disasters.  Such 
incidents could materially disrupt critical operations, disclose sensitive data, interfere 
with information services and driving assistance functions in Toyota’s vehicles, and/or 
give rise to legal claims or proceedings, liability or regulatory penalties under applicable 
laws, which could have an adverse effect on Toyota’s brand image and its financial 
condition and results of operations. 

Financial Market and Economic Risks – Toyota 

Toyota’s operations are subject to currency and interest rate fluctuations 

Toyota is sensitive to fluctuations in foreign currency exchange rates and is principally 
exposed to fluctuations in the value of the Japanese yen, the U.S. dollar and the euro 
and, to a lesser extent, the Australian dollar, the Russian ruble, the Canadian dollar and 
the British pound.  Toyota’s consolidated financial statements, which are presented in 
Japanese yen, are affected by foreign currency exchange fluctuations through translation 
risk, and changes in foreign currency exchange rates may also affect the price of 
products sold and materials purchased by Toyota in foreign currencies through 
transaction risk.  In particular, strengthening of the Japanese yen against the U.S. dollar 
can have an adverse effect on Toyota’s operating results.  

Toyota believes that its use of certain derivative financial instruments including foreign 
exchange forward contracts and interest rate swaps and increased localised production 
of its products have reduced, but not eliminated, the effects of interest rate and foreign 
currency exchange rate fluctuations.  Nonetheless, a negative impact resulting from 
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fluctuations in foreign currency exchange rates and changes in interest rates may 
adversely affect Toyota’s financial condition and results of operations. 

High prices of raw materials and strong pressure on Toyota’s suppliers could 
negatively impact Toyota’s profitability 

Increases in prices for raw materials that Toyota and Toyota’s suppliers use in 
manufacturing their products or parts and components such as steel, precious metals, 
non-ferrous alloys including aluminium, and plastic parts, may lead to higher 
production costs for parts and components.  This could, in turn, negatively impact 
Toyota’s future profitability because Toyota may not be able to pass all those costs on 
to its customers or require its suppliers to absorb such costs. 

A downturn in the financial markets could adversely affect Toyota’s ability to raise 
capital 

Should the world economy suddenly deteriorate, a number of financial institutions and 
investors will face difficulties in providing capital to the financial markets at levels 
corresponding to their own financial capacity, and, as a result, there is a risk that 
companies may not be able to raise capital under terms that they would expect to 
receive with their creditworthiness.  If Toyota is unable to raise the necessary capital 
under appropriate conditions on a timely basis, Toyota’s financial condition and results 
of operations may be adversely affected. 

Political, Regulatory, Legal and Other Risks – Toyota 

The automotive industry is subject to various governmental regulations 

The worldwide automotive industry is subject to various laws and governmental 
regulations including those related to vehicle safety and environmental matters such as 
emission levels, fuel economy, noise and pollution.  In particular, automotive 
manufacturers such as Toyota are required to implement safety measures such as recalls 
for vehicles that do not or may not comply with the safety standards of laws and 
governmental regulations.  In addition, Toyota may, in order to reassure its customers of 
the safety of Toyota’s vehicles, decide to voluntarily implement recalls or other safety 
measures even if the vehicle complies with the safety standards of relevant laws and 
governmental regulations.  Many governments also impose tariffs and other trade 
barriers, taxes and levies, or enact price or exchange controls.  Toyota has incurred, and 
expects to incur in the future, significant costs in complying with these regulations.  If 
Toyota launches products that result in safety measures such as recalls, Toyota may 
incur various costs including significant costs for free repairs.  Furthermore, new 
legislation or changes in existing legislation may also subject Toyota to additional 
expenses in the future.  If Toyota incurs significant costs related to implementing safety 
measures or meeting laws and governmental regulations, Toyota’s financial condition 
and results of operations may be adversely affected. 

Toyota may become subject to various legal proceedings 

As an automotive manufacturer, Toyota may become subject to legal proceedings in 
respect of various issues, including product liability and infringement of intellectual 
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property.  Toyota may also be subject to legal proceedings brought by its shareholders 
and governmental proceedings and investigations.  Toyota is in fact currently subject to 
a number of pending legal proceedings and government investigations.  A negative 
outcome in one or more of these pending legal proceedings could adversely affect 
Toyota’s financial condition and results of operations.  

Toyota may be adversely affected by natural calamities, political and economic 
instability, fuel shortages or interruptions in social infrastructure, wars, terrorism and 
labour strikes 

Toyota is subject to various risks associated with conducting business worldwide.  
These risks include natural calamities, political and economic instability, fuel shortages, 
interruption in social infrastructure including energy supply, transportation systems, gas, 
water or communication systems resulting from natural hazards or technological 
hazards, wars, terrorism, labour strikes and work stoppages.  Should the major markets 
in which Toyota purchases materials, parts and components and supplies for the 
manufacture of Toyota products or in which Toyota’s products are produced, distributed 
or sold be affected by any of these events, it may result in disruptions and delays in the 
operations of Toyota’s business.  Should significant or prolonged disruptions or delays 
related to Toyota’s business operations occur, it may adversely affect Toyota’s financial 
condition and results of operations. 
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2. Annual Financial Report for the year ended 31 March 2016 and Auditor’s 
Report 
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3. Responsibility Statement 

The directors of TFA confirm that to the best of their knowledge: 

(a) the financial statements and notes set out in the Annual Financial Report, have 
been prepared in accordance the Australian Accounting Standards and 
Interpretations issued by the Australian Accounting Standards Board as well as 
the Australian Corporations Act 2001.  The Australian Accounting Standards 
incorporate International Financial Reporting Standards and interpretations 
issued by the International Accounting Standards Board, and give a true and fair 
view of the assets, liabilities, financial position and profit or loss of TFA and the 
Group taken as a whole as at 31 March 2016 and for the year ended on that date; 

(b) there are reasonable grounds to believe that TFA will be able to pay its debts as 
and when they become due and payable; and 

(c) the management report set out on pages 1 to 34 includes a fair review of the 
development and performance of the business and the position of TFA and the 
Group taken as a whole, together with a description of the principal risks and 
uncertainties that they face.  


