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[bookmark: _Toc20260001]1. Introduction
Toyota Motor Corporation operates at a scale where relatively small changes in vehicle costs can have major effects on profit. The group manufactures Toyota and Lexus vehicles across petrol, hybrid, plug-in hybrid and battery-electric ranges, alongside parts and financial services. Consolidated vehicle sales reached 9.595 million in FY2026 and revenue was ¥50.685 trillion (Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results). For managers, these figures raise a practical question: how can higher output be converted into stronger returns when materials, tariffs and investment demands are changing? Management accounting provides a way to examine that question through cost behaviour, contribution, budgeting and performance measures. This report uses Toyota's published information to evaluate those approaches, while recognising that its model-level cost data and internal budgets are not publicly disclosed (Atrill and McLaney, 2021; Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results).
[bookmark: _Toc20260002]2. Cost Analysis and Business Model
Toyota earns most revenue from selling vehicles, alongside components, after-sales activities and financial services. FY2026 consolidated sales were ¥50.685 trillion, of which product sales contributed ¥45.866 trillion and financial services ¥4.819 trillion (Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results). The combination spreads revenue beyond one-off car purchases: lending and leasing generate financing income, while servicing, parts and connected services can extend customer relationships. However, financial services also expose the group to interest-rate and credit risks, so they require separate performance and risk measures (Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results). Figure 1 shows this revenue mix.
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Figure 1. Composition of Toyota’s FY2026 consolidated revenue (¥ trillion)
Source: Toyota Motor Corporation (2026, FY2026 Consolidated Financial Results); percentages calculated by the author.
Its cost structure contains variable, fixed and mixed elements. Steel, electronic components, batteries, tyres, transport and some direct labour tend to increase as vehicle output rises. Factory property, equipment depreciation, salaried engineering teams and substantial product-development programmes remain relatively fixed in the short term. Utilities and maintenance contain both elements. Consequently, a simple claim that all manufacturing costs are variable would be misleading. Toyota reports functional expense categories, not a public fixed-versus-variable breakdown; any contribution-margin calculation therefore needs management-level cost classifications (IFRS Foundation, 2022). Cost behaviour and product/period-cost distinctions underpin this classification (Atrill and McLaney, 2019; Drury, 2015). Figure 2 summarises this classification.
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Figure 2. Classification of Toyota’s cost base by cost behaviour
Source: Author’s own illustration, based on the cost-behaviour analysis above (Atrill and McLaney, 2019; Drury, 2015). Toyota does not publish a fixed-versus-variable split.
In FY2026, product cost of sales rose from ¥35.510 trillion to ¥39.141 trillion, about 10.2%, faster than product sales growth of approximately 5.2%. Group operating income nevertheless remained positive at ¥3.766 trillion, but fell from ¥4.796 trillion. This demonstrates that expanding sales alone does not ensure higher margins (Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results). A contribution approach would estimate selling price minus variable cost per model, then prioritise vehicles subject to production capacity, demand and emissions constraints. It would also avoid mistakenly eliminating profitable lower-margin vehicles that contribute towards unavoidable fixed costs. Figure 3 compares the growth of the main FY2026 measures.
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Figure 3. Percentage change in selected Toyota measures, FY2025 to FY2026
Source: Toyota Motor Corporation (2026, FY2026 Consolidated Financial Results); changes calculated by the author. The product sales growth rate is the approximate figure given in the text.
Toyota Production System (TPS) principles—Just-in-Time, jidoka and kaizen—seek to reduce waste and defects; Toyota also describes applying TPS and kaizen to improve governance and certification workflows (Toyota Motor Corporation, 2024; Toyota Motor Corporation, 2024, Measures to Prevent Recurrence). However, ultra-lean inventory may create disruption exposure when parts supplies fail. The best management-accounting decision is therefore not simply to minimise stock: it is to compare inventory carrying costs with expected shortage, lost-production and resilience costs. A relevant-cost approach makes that trade-off explicit. In practice, the key question is whether additional buffer inventory prevents a sufficiently costly shutdown to justify storage and capital tied up. This also highlights a limitation of published statements: reported cost of sales identifies historical expenditure, but does not reveal avoidable costs for a particular model or whether bottleneck capacity is scarce. Management should therefore treat publicly calculated averages as indicators, not as precise prices for individual orders.
[bookmark: _Toc20260003]3. Budgeting and Financial Planning
Toyota's operating plan has to connect sales forecasts with factory capacity, component orders, labour requirements, investment and cash. A production budget based only on expected car sales would be incomplete: changes in model mix alter demand for batteries, engines and other components. Cash planning also matters because Toyota provides vehicle financing as well as manufacturing cars. In management-accounting terms, an original budget sets targets, while a flexible budget recalculates expected costs for the output actually achieved (Weetman, 2013). Toyota's internal budgets are not publicly available, so flexible budgeting and rolling forecasts are evaluated here as suitable controls rather than presented as confirmed internal practice. Both would help management reconsider assumptions when exchange rates, demand or trade costs move unexpectedly. Performance control should balance budgetary constraints with strategic learning (Simons, 1995).
Google Finance shows an “operating expense” line, but terminology matters: its presentation should be reconciled to Toyota's audited-style reported categories before comparing years (Google Finance, 2026). Toyota's annual financial summary reports selling, general and administrative (SG&A) expense declining from ¥4.782 trillion in FY2025 to ¥4.698 trillion in FY2026, a reduction of approximately ¥84.9 billion (1.8%). By contrast, the broader total “costs and expenses” increased from ¥43.241 trillion to ¥46.919 trillion, up ¥3.678 trillion (8.5%). These measures are not interchangeable: the wider total includes costs of products and financial services (Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results).
The striking result is the gap between sales growth and profitability. Revenue increased 5.5%, but the operating margin fell from 10.0% to 7.4%. This is an actual year-on-year performance comparison, not a formal budget variance, because Toyota's original internal budget has not been disclosed. In its FY2026 presentation, Toyota identified a ¥1.380 trillion negative impact from US tariffs and discussed exchange rates, higher wages and research spending, supplier support, pricing and vehicle volumes. Reported benefits from marketing and model mix did not cancel all these pressures (Toyota Motor Corporation, 2026, FY2026 Financial Results; Toyota Motor Corporation, 2026, FY2026 Financial Results). Figure 4 separates the disclosed tariff effect from the net change due to other factors; that remainder is calculated here, not reported by Toyota as a single category. Tariff-sensitive investments also benefit from analysing regulatory and market uncertainty (IEA, 2025).
[image: ]
Figure 4. Revenue, operating margin and the operating-profit bridge, FY2025 to FY2026
Source: Toyota Motor Corporation (2026, FY2026 Consolidated Financial Results; 2026, FY2026 Financial Results); author’s calculations. The tariff effect is reported by Toyota; the “other factors” bar is a derived balancing figure.
A useful flexible-budget review would separate (i) volume/mix variances, (ii) material purchase-price and usage variances, (iii) labour-rate/productivity variances and (iv) foreign-exchange/tariff effects. Tariffs are largely external and may not reflect plant-manager controllability. Comparing managers only against a rigid original budget would unfairly confuse external shocks with inefficiency. Instead, Toyota could run downside tariff and exchange-rate scenarios and approve investments against expected future cash flows, using sensitivity analysis to test whether electric-vehicle or hybrid projects still create value under weaker demand. The firm could also apply zero-based examination to discretionary spending such as advertising while maintaining committed factory safety and product-development budgets. This distinction is necessary because an across-the-board reduction may undermine future competitiveness. Post-investment reviews should compare approved expected cash flows with actual results, recording assumptions about exchange rates, volume, incentives and residual values. Net present value would be more suitable than a simple payback period when investment creates benefits over many years. Figure 5 summarises this framework.
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Figure 5. Flexible-budget variance framework for separating controllable and external effects
Source: Author’s own illustration; tariff effect from Toyota Motor Corporation (2026, FY2026 Financial Results).
Table 1. Selected consolidated income-statement measures (¥ trillion; financial years ended 31 March)
	Measure
	FY2025
	FY2026
	Change

	Revenue
	48.037
	50.685
	+5.5%

	SG&A / operating expense proxy
	4.782
	4.698
	−1.8%

	Total costs and expenses
	43.241
	46.919
	+8.5%

	Operating profit
	4.796
	3.766
	−21.5%


Source: Toyota Motor Corporation (2026, FY2026 Consolidated Financial Results), cross-checked against Google Finance (2026). FY2026 reflects 1 April 2025–31 March 2026. Values rounded; ratios calculated from unrounded amounts.
[bookmark: _Toc20260004]4. Performance Measurement and Decision-Making
Toyota's performance cannot be judged by turnover alone. The five reported indicators in Table 2 combine revenue, operating margin, return on equity, consolidated vehicle sales and electrified Toyota/Lexus retail sales. Each answers a different management question: whether sales are growing, whether those sales are profitable, how shareholders' capital is being rewarded, whether factory output is expanding and how customer demand is shifting towards electrification. The figures come from Toyota's FY2025 and FY2026 financial disclosures (Toyota Motor Corporation, 2025; Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results). Kaplan and Norton (1992) provide the rationale for combining financial outcomes with measures that may influence future performance, rather than treating one profit figure as sufficient.
The pattern is strategically important. Despite consolidated vehicle sales increasing by 2.5%, operating profit declined 21.5%. Higher output evidently did not fully protect Toyota from cost and policy pressures. Vehicle mix matters: Toyota reported 5.040 million electrified Toyota/Lexus retail sales in FY2026, versus 4.732 million in FY2025; these figures use a different retail scope from consolidated vehicle sales and must not be mixed when calculating percentages (Toyota Motor Corporation, 2026, FY2026 Financial Results). Management's multi-pathway approach balances demand for hybrids with investments in battery-electric technologies rather than treating every market as identical (Toyota Motor Corporation, 2023). International electric-vehicle market forecasts reinforce the need to test future demand across regions (IEA, 2025).
Pricing decisions appear in management's discussion of price revisions and product competitiveness. Management accountants could use customer-level contribution analysis to identify where higher prices offset input inflation without causing damaging losses in demand. Equally, strategic investment decisions should consider lifecycle profitability, not only first-year accounting returns: new models require tooling and R&D long before sales arrive. Toyota's FY2027 guidance forecast revenue of ¥51 trillion but lower operating income of ¥3 trillion; this forecast illustrates why managers should prepare defensive cost scenarios rather than extrapolating sales growth into profit growth (Toyota Motor Corporation, 2026, FY2026 Consolidated Financial Results).
Two further KPIs would strengthen internal control: defects per thousand vehicles and on-time delivery. Both are proposed measures, not published figures used in the comparison below. They connect Toyota’s production philosophy with costs of rework, warranties and customer trust (Toyota Motor Corporation, 2024)). A dashboard combining margins, unit contribution, quality and sustainability would encourage decisions consistent with long-term performance rather than quarter-by-quarter cost cutting. For example, rising electrified-vehicle volume may be encouraging, but a manager still needs to test contribution after battery costs, warranties and capital charges. Similarly, a higher return on equity could result from financial leverage rather than operational excellence. A balanced assessment should therefore present KPI definitions, targets and comparisons consistently; changing definitions across business units can make improvements appear larger than they are. Managers could examine regional price elasticity and customer waiting times before pursuing price increases that might erode customer loyalty.
Table 2. Five reported performance indicators
	KPI
	FY2025
	FY2026
	Assessment

	Revenue (¥tn)
	48.037
	50.685
	Growth

	Operating margin
	10.0%
	7.4%
	Weaker

	Return on equity
	13.6%
	10.1%
	Weaker

	Consolidated vehicle sales (m)
	9.362
	9.595
	Growth

	Electrified Toyota/Lexus retail sales (m)
	4.732
	5.040
	Growth


Sources: Toyota Motor Corporation (2025; 2026, FY2026 Financial Results; 2026, FY2026 Consolidated Financial Results). Note: electrified retail units and consolidated sales have different reporting scopes.
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Figure 6. Five reported performance indicators, FY2025 and FY2026
Source: Toyota Motor Corporation (2025; 2026, FY2026 Financial Results; 2026, FY2026 Consolidated Financial Results); changes calculated by the author.
[bookmark: _Toc20260005]5. Sustainability and Ethical Considerations
Sustainability is a financial decision as well as an environmental commitment for Toyota. Choices about batteries, production energy and vehicle technologies involve expenditure now and effects extending well beyond the next reporting year. Toyota's Integrated Report 2025 discusses its Environmental Challenge 2050 and nearer-term climate objectives (GRI, 2021). A management-accounting appraisal should therefore consider likely energy savings, regulatory costs, battery reuse and end-of-life responsibilities alongside initial investment. The Sustainability Data Book offers information for tracking these wider commitments (GRI, 2021). Such information improves decisions only if the measurement boundary and assumptions are clear.
Toyota's electrification strategy also presents an allocation question: financing multiple technologies offers geographic flexibility but risks spreading research funds across competing platforms. Lifecycle costing could compare total production, electricity or fuel use, warranty, recycling and end-of-life liabilities. Toyota North America reported a 32% reduction in Scope 1 and 2 operational greenhouse-gas emissions relative to FY2019; this is regional progress, not evidence of an equivalent global vehicle-lifecycle reduction (Toyota Motor North America, 2025). The distinction matters when assessing corporate claims. The GRI standards emphasise transparent reporting of material sustainability impacts (GRI, 2021). Life-cycle assessment provides a defined method for comparing environmental impacts across a product’s stages (ISO, 2006).
Ethical cost management requires more than low supplier prices. Toyota's human-rights reporting identifies supplier due diligence and expectations concerning labour rights (GRI, 2021); Toyota UK's 2026 modern-slavery statement similarly addresses supply-chain risk (Toyota (GB) PLC and Toyota Financial Services (UK) PLC, 2026). Purchasing managers should not receive incentives solely for reducing procurement prices if the savings depend on unsafe working conditions. Transparent transfer pricing, defensible dealer pricing and realistic warranty provisions are equally important. A balanced scorecard could combine cost-per-vehicle targets with supplier compliance, safety and emissions measures, limiting incentives to improve one KPI at society's expense (Kaplan and Norton, 1992). The financial case for ethical sourcing is also practical: labour violations may cause production delays, regulatory action and reputational damage. Scenario costing should attach probabilities and monetary effects to these risks without implying that every human-rights duty can be reduced to a financial number. At the same time, premium prices for greener vehicles should be supported by accurate claims about real lifecycle emissions rather than unqualified environmental marketing. Figure 7 shows how such measures could be combined in a single dashboard. The OECD (2018) recommends risk-based supply-chain due diligence.
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Figure 7. Proposed integrated management dashboard linking financial, customer, process and sustainability measures
Source: Author’s own illustration, applying the balanced-scorecard logic of Kaplan and Norton (1992).
[bookmark: _Toc20260006]6. Conclusion and Recommendations
Toyota's FY2026 figures show the limitation of using sales growth as a stand-in for success: both revenue and vehicle volumes rose, while operating profit and margin declined. The published accounts establish the direction and size of those movements but cannot reveal which individual models or production decisions are responsible. That distinction makes contribution analysis, flexible budgets and operational indicators valuable internal tools. Cost savings also need to be tested against quality, supplier treatment and environmental commitments rather than evaluated in isolation. Climate risks can be incorporated in forward-looking financial assessments (IFRS Foundation, 2023).
Three recommendations follow. First, implement rolling, flexible budgets with separate tariff, exchange-rate, volume and controllable-cost variance reporting; this would improve accountability under volatility. Second, allocate scarce manufacturing capacity and R&D through model-level contribution and lifecycle cash-flow analysis, testing hybrid and battery-electric investment under alternative demand scenarios. Third, integrate profit, vehicle quality, supply-chain labour standards and lifecycle emissions into one management dashboard with clear targets and independent review. Together these measures could protect resilience without sacrificing product quality, stakeholder trust or long-term competitiveness. Figure 8 summarises how the three recommendations fit together.
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Figure 8. Summary of the three recommendations
Source: Author’s own illustration, based on the recommendations in this section.
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