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[bookmark: _Toc225342379]1. Introduction
Netflix Inc. is a global leader in the digital streaming industry, offering subscription-based access to films, television series, and original content. Founded in 1997, the company has grown rapidly and now serves over 260 million subscribers worldwide (Netflix, 2024). Its success is largely driven by its ability to invest heavily in original content and adapt to changing consumer preferences. However, Netflix operates in a highly competitive market, facing strong competition from companies such as Amazon Prime Video and Disney+, which increases pressure on pricing and content investment decisions.
Management accounting plays an important role in supporting decision-making in such an environment. It provides tools such as cost-volume-profit (CVP) analysis, budgeting, and variance analysis to help managers plan and control financial performance (Drury, 2018). For a company like Netflix, where costs are high and returns are uncertain, these tools are essential for balancing growth with profitability.
[bookmark: _Toc225342380]2. Cost Analysis and Business Model
Netflix operates a subscription-based business model, where customers pay a monthly fee for unlimited access to content. This creates a relatively stable and predictable revenue stream compared to traditional media companies that rely on advertising or one-off purchases (Netflix, 2024). In 2023, Netflix generated approximately $33.7 billion in revenue, showing steady growth despite increasing competition (Netflix, 2024).

	Year
	Revenue ($bn)
	Operating Income ($bn)
	Content Spending ($bn)

	2021
	29.7
	6.2
	~17

	2022
	31.6
	5.6
	~16.8

	2023
	33.7
	6.9
	~17



Table 1: Netflix Financial Overview - Netflix Annual Reports, 2024

The table shows that although revenue has increased, operating income has fluctuated due to high content costs. This highlights the importance of cost management.
From a management accounting perspective, Netflix’s cost structure is heavily dominated by fixed costs. The company incurs high costs in content production and licensing, regardless of how many users watch the content. This reflects a high-operating-leverage model, where profitability depends on achieving a large subscriber base. Cost-volume-profit (CVP) analysis is particularly relevant here, as it shows that once fixed costs are covered, additional subscribers contribute directly to profit (Drury, 2018).
In contrast, variable costs such as streaming infrastructure, customer service, and payment processing are relatively low. This allows Netflix to benefit from economies of scale, meaning the average cost per user decreases as the number of subscribers increases (Horngren et al., 2021). However, this also creates risk. If subscriber growth slows, the company may struggle to recover its high fixed costs, which was evident during periods of slower growth in 2022.
Netflix also applies principles similar to activity-based costing (ABC), in which costs are linked to specific activities, such as producing different genres or targeting different regions. This helps the company allocate resources more efficiently and invest in content that generates higher engagement (Kaplan and Anderson, 2007). However, unlike traditional manufacturing, content success is highly unpredictable, limiting the accuracy of cost allocation.
Compared with competitors, Netflix’s model shows both strengths and weaknesses. For example, Disney+ benefits from existing intellectual property such as Marvel and Star Wars, reducing the risk associated with content investment (Walt Disney Company, 2024). Similarly, Amazon Prime Video operates within a broader ecosystem, meaning its content spending is supported by other revenue streams (Amazon, 2024). In contrast, Netflix relies almost entirely on subscription revenue, making it more exposed to cost pressures.
Overall, while Netflix’s cost structure supports long-term profitability through scale, it also increases financial risk. This highlights the importance of effective cost management and strategic investment decisions.
[bookmark: _Toc225342381]3. Budgeting and Financial Planning
Budgeting plays a key role in Netflix’s financial management, particularly because of the high level of investment required for content production. The company uses budgeting to plan its spending and ensure that resources are allocated effectively across different areas such as content, marketing, and technology. Unlike traditional companies that rely on fixed annual budgets, Netflix adopts a more flexible approach, adjusting its spending based on performance and market conditions (Atrill and McLaney, 2019).

	Expense Category
	Amount ($bn)

	Cost of Revenue (Content)
	20.3

	Marketing
	2.7

	Technology & Development
	2.5

	General & Admin
	1.6



Table 2: Operating Expenses Breakdown (2023) - Netflix Annual Report, 2024
The table shows that content costs dominate Netflix’s expenses. This reflects a strategic decision to invest in original programming to attract subscribers. From a critical perspective, this strategy is both a strength and a weakness. On one hand, original content helps Netflix differentiate itself from competitors. On the other hand, it increases financial pressure because success is not guaranteed. This creates a budgeting challenge, as managers must decide how much to invest without knowing the exact return.
Netflix’s financial data shows that content-related costs are its largest expense. In 2023, the company reported over $20 billion in cost of revenue, mainly driven by content production and licensing (Netflix, 2024). This reflects a strategic decision to prioritise original content to attract and retain subscribers. However, this also creates budgeting challenges, as the return on content investment is highly uncertain.
One key management accounting tool used in this context is variance analysis, which involves comparing actual results with budgeted figures (Drury, 2018). For example, if production costs exceed the planned budget, managers can investigate the reasons, such as delays or increased labour costs, and adjust future budgets accordingly. This helps improve cost control and supports better decision-making.
However, from a critical perspective, Netflix's budgeting is complicated by external factors. Inflation has increased production costs, while competition from platforms such as Disney+ and Amazon Prime Video has forced Netflix to continue investing heavily in content (Walt Disney Company, 2024; Amazon, 2024). This reduces the company’s flexibility, as cutting costs too much could negatively affect content quality and subscriber growth.
Netflix also uses rolling forecasts, which are updated regularly rather than relying on a fixed annual plan. This approach allows the company to respond quickly to changes in subscriber growth or market conditions (Bhimani et al., 2019). For example, when subscriber growth slowed in 2022, Netflix adjusted its strategy by introducing a lower-priced, ad-supported subscription plan. This shows how budgeting is linked to strategic decision-making.
Despite these strengths, there are limitations. Forecasting in the entertainment industry is highly uncertain, as it is difficult to predict which content will succeed. This means budgets may not always be accurate, leading to inefficiencies. In comparison, competitors such as Amazon have more diversified revenue streams, which reduces the risk associated with budgeting decisions.
Overall, while Netflix uses advanced budgeting techniques, the effectiveness of these tools is limited by uncertainty and external pressures. This highlights the need for continuous adaptation in financial planning.
[bookmark: _Toc225342382]4. Performance Measurement and Decision-Making
Netflix uses a combination of financial and non-financial KPIs to evaluate performance.





	KPI
	Value (2023–2024)

	Subscribers
	~260 million

	Revenue Growth
	~6–7%

	Operating Margin
	~20%

	Average Revenue per User
	Increasing trend

	Churn Rate
	Relatively low



Table 3: Key Performance Indicators - Source: Netflix, 2024

These KPIs play a key role in decision-making. For example, subscriber growth is directly linked to revenue, while operating margin reflects cost control.
Performance measurement is essential for Netflix, as it allows the company to evaluate its success and guide strategic decisions. Netflix uses a combination of financial and non-financial key performance indicators (KPIs), consistent with management accounting approaches such as the balanced scorecard, which considers both financial results and operational performance (Kaplan and Norton, 1996).
One of the main financial KPIs is revenue growth, which reached approximately $33.7 billion in 2023 (Netflix, 2024). This shows that the company is continuing to expand despite increased competition. Another important measure is operating margin, which is around 20%, indicating relatively strong cost control compared to earlier years. However, this improvement is partly due to tighter spending rather than rapid growth, which may raise concerns about long-term sustainability.
Non-financial KPIs are equally important. Subscriber numbers remain a key measure, with Netflix reporting over 260 million users globally (Netflix, 2024). This reflects the company’s ability to attract and retain customers. In addition, Netflix closely monitors content engagement, using data analytics to track what users watch and for how long. This allows the company to make more informed decisions about future content investment.
From a management accounting perspective, these KPIs support decision-making by linking performance to strategy. For example, when subscriber growth slowed in 2022, Netflix introduced an ad-supported subscription plan and cracked down on password sharing. These decisions were based on performance data and aimed at increasing revenue and improving profitability.
However, there are limitations to this approach. While data-driven decision-making improves efficiency, it may reduce creativity. Over-reliance on algorithms could lead to repetitive content, which may weaken Netflix’s competitive position in the long term (Smith, 2021). In contrast, competitors such as Disney+ rely more on established franchises, which reduces uncertainty in performance measurement (Walt Disney Company, 2024).
Another issue is that some important factors, such as brand value and customer satisfaction, are difficult to measure accurately. Although Netflix tracks engagement and churn rates, these do not fully capture customer experience. This highlights a limitation of management accounting, as not all valuable information can be quantified (Bhimani et al., 2019).
Overall, Netflix’s use of KPIs is effective in supporting decision-making, but it also creates challenges. The company must balance data-driven insights with creative judgment to maintain its competitive advantage.
[bookmark: _Toc225342383]5. Sustainability and Ethical Considerations
Sustainability has become an increasingly important factor in business decision-making, and Netflix has begun incorporating environmental and social considerations into its operations. The company has committed to reducing its carbon footprint, particularly in content production, by improving energy efficiency and investing in renewable energy (Netflix, 2023). This reflects a broader shift towards sustainable practices within the media industry.
From a management accounting perspective, sustainability can be analysed using concepts such as sustainability accounting, which considers both financial and non-financial impacts (Gray, 2010). For Netflix, this means evaluating whether investments in environmentally friendly production methods provide long-term benefits, such as cost savings, improved brand image, and reduced regulatory risk. However, these benefits are often difficult to measure, which limits the effectiveness of traditional accounting tools.
There are also ethical considerations linked to pricing strategies. Netflix has increased subscription prices in several markets, which has improved revenue but may negatively affect affordability for customers. This creates a conflict between profitability and fairness. Management accounting can support ethical decision-making by providing transparency in cost structures, allowing managers to justify pricing decisions more clearly (Drury, 2018).
Another ethical issue relates to content production. Netflix must ensure fair working conditions and responsible use of resources. While the company invests heavily in content, there is an ongoing debate about whether cost pressures may impact working conditions within the industry. This highlights the importance of balancing cost efficiency with ethical responsibility.
Critically, Netflix appears to treat sustainability as a secondary priority compared to growth and profitability. In contrast, some competitors, such as Disney, have made more visible commitments to environmental and social responsibility (Walt Disney Company, 2024). This suggests that Netflix could improve its integration of sustainability into decision-making.
Overall, while Netflix has taken steps towards sustainability, there is still room for improvement in how these considerations are measured and applied within management accounting practices.
[bookmark: _Toc225342384]6. Conclusion and Recommendations
In conclusion, Netflix demonstrates strong use of management accounting tools to support its financial decision-making. Its subscription-based model and high fixed cost structure highlight the importance of techniques such as cost-volume-profit (CVP) analysis, budgeting, and performance measurement. The company effectively uses KPIs and data analytics to guide strategic decisions, including pricing and market expansion. However, the analysis also shows that Netflix faces significant challenges, particularly due to high content costs, forecasting uncertainty, and increasing competition.
To improve its performance, Netflix should strengthen its use of predictive analytics to forecast content success better and reduce financial risk. In addition, the company should develop more measurable sustainability indicators to support long-term decision-making. Finally, Netflix should adopt a more balanced pricing strategy to maintain customer satisfaction while ensuring profitability. These improvements would enhance the effectiveness of its management accounting practices and support sustainable growth.
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