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Executive Summary

Management accounting is vital for managers as it provides them with the ability using which they help their firms make prolific decisions for the future. The following report has explained the background of Amazon, the chosen business for this study. Initially, elaborating on the significance of management accounting in decision-making for modern businesses, the report has described its revenue model and cost structures. Along with the role of budgeting in this firm, its yearly changes in operating expenses and decisions against them made by management and influenced by external factors have been assessed. Identifying financial and non-financial KPIs of Amazon on which strategic decisions were made have been discussed in this study. Thus, the report has explained how this company integrates sustainability into financial decision-making and evaluated its ethical considerations in cost management and pricing strategies. Summarising the key findings from the discussion, certain recommendations based on managerial accounting principles have been provided to the organisation. 
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Figure: Explore with Amazon
Source: (Amazon News, 2026) 
Amazon is a renowned name in the e-commerce and technology industry of the United States which operates across numerous countries and serves millions of people (Amazon News, 2026). The scale of operations in this business is large as its key products and services involve online retail services, digital advertising, customer electronics, subscription services and cloud computing through AWS. 
[bookmark: _vqqd6dqspfc][bookmark: _Toc232172689]Importance of management accounting in decision-making for modern businesses
Management accountants provide company managers with relevant financial and operational information which eventually supports effective decision-making. The information helps firms evaluate performance, improve profitability, control expenses and allocate resources efficiently. Nowadays, modern organisations rely on management accounting to respond quickly to evolving market trends and achieve their goals (Weygandt et al., 2025).
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The incorporation of management accounting within Amazon will be studied in this report. Thus, it will discuss this company’s revenue model and cost structures for cost analysis. Further, it will analyse the role of budgeting and decisions for handling yearly changes in operating expenses for financial planning. The discussion will also identify how based on financial and non-financial KPIs the company has made strategic decisions. The ways sustainability is integrated in financial decisions of Amazon as well as ethical considerations are seen in its cost management and pricing tactics have been assessed in this report. Concluding the main insights of this report, two effective recommendations will be given to this company for betterment. 

[bookmark: _tu3q0p4lnpxe][bookmark: _Toc232172691]Cost Analysis and Business Model
[bookmark: _hzrqs19v7yxo][bookmark: _Toc232172692]Revenue Model of the Company
	Online Retail Sales: -
	Amazon generates revenue through several business segments which strengthens its overall financial performance and reduces its dependence on a single source of income. Online retail sales are one of them which represent the largest source of revenue for this firm (Amazon, 2026). Customers purchase a wide range of products through its digital platform which generate substantial sales across the global markets. Strong product variety as well as customer convenience support this company continue revenue growth.

	Amazon Web Services: -
	Amazon Web Services which is commonly known as AWS provides cloud computing solutions to several organisations. High demand for digital transformation has increased AWS revenue significantly during recent years. The key offerings of this service include data storage, computing power and software solutions (AWS, 2026).

	Advertising Services: -
	Advertising services by Amazon have become an important revenue contributor for the business. Growing online shopping activity has significantly increased the demand for advertising placements (Amazon Ads, 2026). Companies basically pay Amazon to promote products on the platform which allows better visibility amongst their customers. 

	Subscription Services: -
	The subscription services generate recurring revenue for Amazon through Prime memberships where members receive benefits like faster delivery, entertainment content and exclusive offers (Amazon News, 2026). Along with that, subscription payments on a regular basis provide a stable income stream for the company.
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Fixed Costs
Fixed costs are the spending that relatively stay stable regardless of sales fluctuations in the short run or long run. Major fixed costs of Amazon include data centres, fulfilment centres, office facilities, salaries for permanent employees and technological infrastructure maintenance (Taylor, 2023). A significant amount of investment in the assets enable Amazon to support its large-scale operations in an efficient manner. 
Variable Costs
Variable costs do not stay fixed like the previous costs; rather, these expenses change as per the sales volume and business activity. While higher sales volumes create corresponding increases in operating costs, Amazon’s key variable costs include payment processing charge, shipping costs, sales related expenses, packaging materials (Faherty, 2024). These costs increase over time when the orders from the customers rise accordingly. 
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	Roles
	Description

	Resource Allocation: -
	Budgeting helps Amazon allocate financial resources across different business segments efficiently while their management prepares budgets for retail operations, cloud computing services, logistics networks and activities for technological development. This kind of allocation supports strategic priorities of the company as well as ensures that resources are available for future growth opportunities.

	Cost Control: -
	Budgeting supports cost control by establishing spending targets for different departments while managers compare actual expenditure with planned expenditure in order to identify variances and improve operational efficiency. Reviews budgets on a daily basis assists Amazon’s managers in eliminating and preventing unnecessary costs within their main business functions.

	Investment Planning: -
	Large scale investments require detailed budgeting processes within Amazon and planned investments include fulfilment centres, data centres, AI technologies and delivery infrastructure. Budgeting enables Amazon’s management to evaluate financial feasibility before committing substantial organisational resources.

	Performance Evaluation: -
	Budgetary targets provide companies with benchmarks for measuring organisational performance throughout the financial year. Departmental managers of this e-commerce marketing retailer are assessed against budgeted objectives which support accountability and effective financial management practices.

	Decision Making Support: -
	While budgetary forecasts help managers anticipate future challenges and identify opportunities for business expansion, strong budgeting practices contribute towards profitability, operational efficiency and long-term competitive advantage within the global markets.
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Operating Expense Performance
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Figure: Changes in Operating Expenses of Amazon Since the Last 5 years
Source: (Google, 2026)
According to the published annual reports of Amazon, its operating expenses were around $636.9 billion in 2025 while the value was $569.4 billion in 2024 (Google, 2026). As rise in customer orders increase operating expenses, this extreme elevation in operating costs of Amazon indicates consistent expansion across major business activities. While from $537.9 billion in 2023 to $569.4 billion in 2024 was a predictable growth, that jump in 2025 was approximately a 12% growth. 
Internal Management Decisions
Following this sudden and unpredictable rise in Amazon’s operational expenditure, management made the decision to increase their investment in key infrastructures. Organisational restructuring costs associated with selected workforce management decisions also influence the operating expenses of the company. While they invested in cloud computing and AI, they made some additional spending decisions for supporting the expansion of AWS, overall technological and logistics development across international markets (AWS, 2026). These strategic investments were made to strengthen the growth of revenue in the future as well as maintain competitive advantages. 
External Macroeconomic Factors
During 2025, the external economic conditions around Amazon heavily contributed to higher operating expenses. Growing demand for digital services across the globe encouraged investment in infrastructure and triggered operating expenditure (Amazon, 2026). While rising labour costs increased staff-centric spending within the operational areas of the organisation, constant inflationary pressures affected transportation, technology and service procurement costs across the whole world.
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	KPIs
	Description

	Revenue Growth: -
	Annual revenue of Amazon increased to approximately $716.9 billion in 2025 which reflects strong demand within retail, cloud computing and advertising activities (Yahoo Finance, 2026). Therefore, this consistent growth in its revenue since recent years indicates successful market expansion and effective strategic management.

	Operating Income: -
	Amazon reported operating income of around $79.9 billion in 2025 which is a strong operating income and it highlights improved operational efficiency. The scenario also reflects effective management of this company’s resources across its business segments.

	Net Income: -
	Amazon achieved a net income of approximately $77.6 billion in 2025 (Amazon, 2026). Thus, this higher profitability supports future investments of the company and strengthens their long-term financial sustainability.

	Prime Membership Growth: -
	Increasing Amazon Prime membership levels directly raises customer loyalty and supports recurring revenue generation. Strong membership growth also enhances customer retention across competitive digital markets of the company.

	Customer Satisfaction and Delivery Performance: -
	Fast delivery services along with positive customer experiences strengthen the position of Amazon in their operating markets (Yahoo Finance, 2026). Further, consistent service quality supports the customer loyalty as well as contributes to increasingly earning more revenue and organisational success in the future.
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	Decisions
	Elaboration

	Expansion of AWS Infrastructure: -
	Strong revenue growth and increasing demand for cloud services encouraged Amazon to expand AWS infrastructure (Wittig and Wittig, 2023). Financial performance data indicated significant growth opportunities which led their managers to invest in data centres and advanced technological capabilities.

	Investment in AI: -
	As performance information highlighted growing demand for AI-based solutions across business sectors, Amazon management increased investment in these technologies and related infrastructure to respond to this trend. The intention of making these decisions was to improve innovation capabilities and strengthen competitive advantages (Widder and Kim, 2025).

	Logistics Network Expansion: -
	The management of Amazon recognised that faster delivery services improved their customer experiences and encouraged repeat purchases. Therefore, they paid attention to additional investment on logistics efficiency as well as operational effectiveness (Hassel and Sieker, 2022).

	Cost Management Initiatives: -
	The management of Amazon emphasised on improving the overall productivity, optimising the process of resource utilisation and enhancing total operational efficiency. Thus, the actions supported the profitability objectives of the business while maintaining the overall service quality (Juvonen, 2023).

	Pricing and Customer Value Strategies: -
	The managers of this company focused on maintaining competitive prices while preserving profitability levels. Strategic pricing decisions helped Amazon attract customers and strengthen market share across global markets (Strauss et al., 2024).
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Renewable Energy Funding
As financial tracking tools ensure that solar farms and wind projects yield positive eco-friendly returns, corporate directors across the globe approve massive capital investments for these projects. Amazon contributes financial resources significantly to green energy infrastructure to power their global operations as expansion in a sustainable way reduces long-term carbon footprints (Da Costa et al., 2025).
Investment in Eco-friendly Fleets
As reducing fuel consumption lowers operational costs and protects the planet, the financial planners of Amazon evaluate the total life cycle costs of transport assets very carefully. The organisation integrates environmental metrics into their general procurement processes by financing a massive fleet of 100000 electric delivery vehicles (Masłowski et al., 2025).
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	Ethical Considerations in Amazon’s Cost Management
	Ethical Considerations in Amazon’s Pricing Strategies

	Labour Cost Containment Risks
	Supply Chain Financial Pressure
	Algorithmic Price Optimisation Fairness
	Predatory Market Pricing Concerns

	Corporate leaders face ethical challenges when trying to minimise warehouse expenses as aggressive cost management can harm health standards of employees (Sainato, 2026). The warehouse automation projects of Amazon aim to lower their operational expenditure while they primarily focus on employee welfare to prevent dangerous working conditions within fulfilment centres.
	Procurement managers throughout the world must balance corporate expense reductions with fair merchant treatment as third-party suppliers damage market trust (Hendriksz, 2025). Exploiting small logistics operators creates severe legal risks for Amazon due to which ethical cost control policies of this company show fair contract rates to their international delivery partners.
	Dynamic pricing models utilise real time consumer market data to shift product values instantly as computerised systems seek maximum retail profitability (Amazon Sustainability, 2026). Therefore, the corporate compliance team of Amazon audits the automated profit systems regularly. Avoiding unfair price elevations during emergencies becomes necessary for this company to protect vulnerable retail consumers.
	Amazon must evaluate the societal impacts of setting extremely low retail prices as aggressive discounts can destroy smaller local market competitors (Petro, 2022). As maintaining fair market access ensures long-term compliance with global trading laws, internal legal experts of this company review pricing adjustments to avoid anti-competitive practices.
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Based on the above analysis, management accounting is a critical tool for navigating the complex financial environment of Amazon, a global retailer. The analysis has shown that fixed infrastructure costs represent a massive portion of the total corporate spending. According to the insights, variable logistics expenses fluctuate based on the seasonal demands of consumers. The report has ensured that Amazon effectively uses budgeting to align its massive operational resources with long-term innovation goals.
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Enhanced Variance Analysis
Rapid shifts in fuel prices require immediate budgetary adjustments for which the management of Amazon should implement a frequent variance analysis process to track logistics spending daily. Detailed reporting on cost deviations will help the firm maintain its profit margins during periods of high global inflation (Jones et al., 2023).
Sustainability Performance Incentives
The organisation must link executive financial rewards to carbon reduction targets which will ensure that sustainability remains a priority for this company while planning strategically. Financial planners within this company need to determine their environmental goals as core performance indicators (Council Fire, 2025).
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