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Mercedes-Benz Group AG is a global leading premium automotive manufacturer, based in Stuttgart and listed on the Frankfurt Stock Exchange. As of 2024, the Group has approximately 175,000 employees and sold approximately 2.4 million cars and vans, with €145.6 billion in revenues (Mercedes-Benz Group, 2025a). It has a lineup of luxury saloons, sport utility vehicles, high-performance AMG vehicles as well as an expanding electric vehicle lineup, and you'll never be short of a vehicle-financing arm, Mercedes-Benz Mobility. In a capital-intensive industry with a cyclical nature and regulated by numerous laws and regulations, the Group is dependent on its internal information to guide its pricing, investment and cost decisions. Management accounting provides just this, as opposed to financial accounting, which reports to external stakeholders, and is forward-looking and aimed at decision-making for internal managers (Drury, 2021). This report assesses the application of management accounting tools/systems (costing, budgeting, performance measurement and sustainability accounting) by Mercedes-Benz in supporting financial decisions.
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Revenue model. Mercedes-Benz generates three parallel income streams. The most popular stream is the sale of new vehicles in three categories: Entry, Core and Top-End, and the Core segment (led by the E-Class and GLC) accounted for 59% of car sales in 2024, selling 1,167,100 units (Mercedes-Benz Group, 2025b). The second stream is that from after-sales: Service, spare parts and connected-car services, with higher margins and recurring throughout the vehicle's lifecycle. The third stream is called Mercedes-Benz Mobility and offers leasing, financing and insurance, with its contract portfolio totalling €138.1 billion in 2024 (just-auto, 2025). This hybrid approach reduces the cyclicality of unit sales as financing income is not affected by slowing demand for new cars.
Cost structure. High fixed costs dominate the automotive industry, with plant, tooling and most prominently research and development, which accounted for €9.7 billion in 2024 (Mercedes-Benz Group, 2025a). Fixed costs are independent of the volume of output and so have to be spread across the units produced – when output is reduced, the fixed cost per unit has to be increased, and margins are squeezed (Atrill and McLaney, 2018). Variable costs such as raw materials, components, energy and direct labour fluctuate generally in proportion to the amount of a product produced. The majority of these costs were included in cost of sales, which amounted to €117.0 billion in 2024, down 4.5% from 2023's level of €117.4 billion (MarkLines, 2025). The tendency of cost of sales to rise as sales drop highlights an operating leverage issue: A premium manufacturer with a high fixed cost structure has a declining profit as a result of a declining revenue.
The knowledge of this cost behaviour is fundamental to cost–volume–profit analysis, which helps in determining break–even volumes and contribution margins (Horngren, Datar and Rajan, 2021). The operating leverage in practice shows in the extent to which the drop in revenue was offset by the drop in Group EBIT, as in 2025, the bottom line fell by a modest 20% at Mercedes-Benz to €13.6 billion (down from €19.7 billion), which represents a 30.8% decline (Mercedes-Benz Group, 2025a; see Figure 1). This was negatively impacted by weaker demand in China, unfavourable net pricing and the fixed costs (Mercedes-Benz Group, 2025c). The Group's strategy of tilting the mix towards higher-margin Top-End and Core models and scaling down the lower-margin Entry segment is essentially a contribution-led decision to protect margin per unit, and not necessarily focusing on volume (Bhimani et al., 2019). Each one of these extra premium vehicles has a high contribution margin and can actually cover total contribution margin despite the decrease in unit volumes, which is exactly what a cost–volume–profit analysis is supposed to show. One drawback of this, however, is the assumption that the cost behaviour and selling prices will be constant in the relevant range: in a market affected by tariffs and a rapid electrification, this is not necessarily true (Atrill and McLaney, 2018).
Table 1. Selected financial highlights, Mercedes-Benz Group AG
	Indicator (€ bn unless stated)
	2023
	2024

	Group revenue
	152.4
	145.6

	Group EBIT
	19.7
	13.6

	Cost of sales
	117.4
	117.0

	Research & development
	10.0
	9.7

	Adjusted return on sales, Cars (%)
	12.6
	8.1

	Free cash flow (industrial business)
	11.3
	9.2


Source: Mercedes-Benz Group (2025a); MarkLines (2025).
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Figure 1. Mercedes-Benz Group revenue and EBIT, 2023–2024 (€ bn). Source: Mercedes-Benz Group (2025a).
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Budgeting is a key part of the way Mercedes-Benz is able to manage an operation spread across the globe and is the tool used to break down strategy into time-bound financial plans. In essence, a budget establishes projected revenues, costs and capital expenditures for each division, determines how the resources are going to be used and serves as a tool to compare actual performance against through variance analysis later in the year (Drury, 2021). Budgeting's planning and control requirements are essential for a manufacturer spending billions on model programmes and electrification well in advance of the money's return (Weetman, 2019); capital-expenditure budgets, in particular, dictate what vehicle platforms and battery investments will be funded.
The year-on-year change in operating costs brings this point to a head. Both cost of sales and research and development spending were reported to be almost flat, at €117.0 billion (2023: €117.4 billion) and €9.7 billion (2023: €10.0 billion), respectively (Mercedes-Benz Group, 2025a). This stability at first sight is unimpressive but harbors counter forces. From the outside, the Group was exposed to input-cost inflation and a decline in the critical Chinese market of 7% (along with other macroeconomic factors outside of management's control), import tariffs and unfavourable movements in foreign exchange (Mercedes-Benz Group, 2025c; MarkLines, 2025). If left unchecked, these forces would have pushed up the running costs significantly.
On the inside, management took action on purpose to compensate for them. The biggest one was the introduction of the “Next Level Performance” programme, which aims to save about €5 billion by 2027 and 2025, a 10% reduction in the company's fixed costs, 10% reduction in production cost per unit and an 8% reduction in material costs, including a 20% cut in the fixed costs of the company's Beijing joint venture (Mercedes-Benz Group, 2025c; ainvest, 2025). These are old-school cost control levers; material-cost benchmarking and standard costing reveal where spend is out of budget, and the budget incorporates the necessary efficiencies as commitments at each plant (Horngren, Datar and Rajan, 2021). What the flat cost-of-sales figure thus reflects is an accomplishment, and an impressive one at that: the large number of gains in efficiency generated internally balanced out on the whole by the cost-push factors. The final step in the cycle is variance analysis to determine if the price effect is an uncontrollable one, or if it's an efficiency loss which can be controlled, and to feed that information back into the next planning cycle (Drury, 2021).
However, budgeting is not a purely mechanical task, and it would be naive to think so! The main criticism of fixed annual budgets is that they can become brittle and out of date in fast-changing markets, both discouraging responsiveness and encouraging gaming, with the latter a point that spurred the “beyond budgeting” movement (Becker, 2014; Bourmistrov and Kaarbøe, 2013). The application of the rolling, multi-year efficiency goals, and the fact that forecasts were made repeatedly, indicate an understanding of these constraints; the goal is not to establish a single, rigid plan, but to construct a more flexible medium-term plan in collaboration with the annual plans.
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Performance must be judged by clear indicators to make good decisions. Management accounting is able to break down key performance indicators (KPIs) into financial and non-financial categories, with the financial KPIs representing the outcomes in monetary terms, and the non-financial KPIs representing the drivers of future outcomes in the operational aspects (Kaplan and Norton, 1996). Five KPIs are in use to demonstrate the monitoring of the business by Mercedes-Benz (Table 2). The Group's headline profitability ratio is adjusted return on sales, which fell from 12.6% to 8.1% (Cars) in 2024, and is the one that is most closely monitored by investors (Mercedes-Benz Group, 2025a). Operating profit before financing effects (adjusted EBIT) reflects the profitability of the industrial business before financial effects, whilst free cash flow from the industrial business (€9.2 billion) demonstrates the ability to fund investment and shareholder returns (just-auto, 2025). Complementing these four financial KPIs is a fifth, non-financial KPI: The share of cars sold that are electrified in 2024 was approximately 20.5% (Mercedes-Benz Group, 2025b).
Table 2. Five key performance indicators, 2024
	KPI
	Type
	2024 value

	Group revenue
	Financial – scale
	€145.6 bn

	Adjusted return on sales (Cars)
	Financial – profitability
	8.1%

	Group EBIT
	Financial – operating profit
	€13.6 bn

	Free cash flow (industrial)
	Financial – liquidity
	€9.2 bn

	Electrified vehicle (xEV) share
	Non-financial – strategy
	≈20.5%


Source: Mercedes-Benz Group (2025a, 2025b); just-auto (2025).


Non-financial indicators like share of electrified vehicles, unit volume per segment and demand for Top-End models are leading indicators, which predict financial results before they become apparent in the P&L. This is the principle of the balanced scorecard which suggests that the financial approach to measuring performance is merely backward-looking and partial (Kaplan and Norton, 1996; Otley, 2016). But Nørreklit (2000) warns that the causal relationships that the model assumes between non-financial influences and financial results are not always as strong as the model suggests — at Mercedes-Benz, for instance, demand in the Core-segment was strong, but their earnings before interest, taxes, depreciation, and amortization (EBIT) actually fell.
These KPIs are directly linked to strategic decisions. The cost-cutting programme above was triggered by the decline in return on sales, and the pressure on Top-End volumes that fell to 281,500 units, or 14% of sales (Mercedes-Benz Group, 2025b; see Figure 2). The drop in the Entry segment was due to weak, margin-dilutive demand, leading to a reduction in dependence on lower-margin small cars and focus on more profitable Core and Top-End vehicles, according to Mercedes-Benz Group (2025c). With respect to pricing, management has intentionally adopted a value-over-volume approach, safeguarding brand positioning and net pricing, instead of offering discounts to gain market share (ainvest, 2025). Strong free-cash-flow KPIs (Mercedes-Benz Group, 2025a; CNBC, 2024) also supported the selection of the capital allocation measures, which include a proposed dividend of €4.30 per share for 2024 and a share-buyback programme. It means that the measurement of performance is directly related to decision making on expansion, cost and pricing.
[image: ]
Figure 2. Mercedes-Benz Cars unit sales by segment, 2024. Source: Mercedes-Benz Group (2025b).
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[bookmark: _Toc235196238]The automotive industry has shifted sustainability to the mainstream of financial decision-making, and management accounting is now increasingly including environmental costs and long-term climate risk (Bebbington and Unerman, 2018). “Ambition 2039” represents Mercedes-Benz's flagship commitment: The Group aims to become net carbon neutral across the entire value chain with its new-vehicle fleet by 2039, with an intermediate target of around 50% reduction in CO₂ per vehicle by 2030 and the goal of using 100% renewable electricity for owned production (Mercedes-Benz Group, 2025d). It demands vast amounts of investment in electrification and battery technology, and includes climate goals as part of the investment appraisal and budgeting processes of the Group, rather than as a standalone corporate-responsibility exercise (Schaltegger and Burritt, 2018). Environmental management accounting methods, such as life-cycle costing and carbon accounting, are able to quantify these long-term costs, which can then be included in the product decision (Burritt and Schaltegger, 2010). The Group's purchasing volume suppliers account for about 90%, and about 80% of them have signed an “Ambition Letter” pledging to make their materials carbon-neutral, showing how its sustainability goals trickle down to decisions around procurement and supplier costs (ESG Today, 2020). The financial aspect is more clear-cut when European fleet CO₂ regulation tightens, as a failure to meet the requirements puts manufacturers at risk and this cost is factored into investment appraisal (Bebbington and Unerman, 2018). Ethical issues are involved in both cost management and pricing. The Next Level Performance programme is a financial rationalisation initiative with job cuts and higher pressure on suppliers, balancing the interests of the shareholders with those of the stakeholders (Manufacturing Digital, 2025). The pursuit of such aggressive supplier cost reduction may be detrimental to quality or to labour standards in the back end of the supply chain if not managed in a responsible way. A premium positioning to maintain margins goes hand in hand with fairness and transparency - especially as connected-car subscriptions and feature paywalls come under increasing scrutiny. Management accountants thus need to consider the long-term and short-term financial and ethical implications of the choice. The financial and ethical considerations of the decision are not necessarily coincident (CIMA, 2021).
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[bookmark: _Toc235196475]Conclusion and Recommendations
This report shows that management accounting plays an intrinsic role in the process of financial decision-making at Mercedes-Benz. How the combination of high fixed costs and operating leverage has resulted in a more pronounced fall in EBIT from a low level gain in revenue, as well as decisions on model mix, pricing and capital allocation driven by a balanced set of financial and non-financial key performance indicators (KPIs), are all discussed in the context of cost–volume–profit analysis, budgeting and the Next Level Performance programme. These tools are being increasingly infused with sustainability and ethical issues.
Three recommendations follow. The Group should speed up its transition to rolling forecasts and flexible budgeting to be more responsive to the unpredictable nature of demand than to the fixed, annual approach. Second, it should enhance activity based costing to more clearly reveal the profitability of each model and option, thus refining the value over volume approach. Third, it should include carbon and life cycle costing in a formal way as part of investment appraisal, ensuring that Ambition 2039 will be embedded in day-to-day financial choices.
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