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Executive Summary
This report includes a detailed overview of the Netflix brand and includes an explanation of the revenue model of the business. An explanation has been provided on the costs which are incurred by the company, and the role of budgeting in its operational activities has been discussed. It has looked into the decisions taken by the management of the company, which influenced the changes in its operating expenses. Moreover, this part has discussed the evaluation of the five variables of the KPI that have a huge role in the business strategic decision in the context of determining product pricing and expansion. The integration of the aspects of ethical consideration and sustainability towards the operational performance of Netflix has been described here in a wise manner. 
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[bookmark: _Toc214103028]Introduction 
This part will highlight the functional operations of Netflix, which is mainly a streaming service provider of American business that shows acquired films and television shows to the target audiences of the international market. This mainly functions through its activity in the mass media segment with the help of its product range of streaming video, live sports to meet the users' requirements. The level of the active user base of the business is around 301.6 million in 2025, which will increase exponentially (netflix, 2025a). Along with that, the data of the management accounting helps the manager to evaluate the business practices with the help of statistical data that support them to find out performance-related loopholes, which will be effective for decision-making. The managers also evaluate the business trends that will be effective to find out the strengths and weaknesses that will play an important part in their decision-making process. 

[bookmark: _Toc214103029]Cost Analysis and Business Model
[bookmark: _l3uu7a7nezxd][bookmark: _Toc214103030]Discussing the revenue model of Netflix
The revenue model of Netflix is considered to be a hybrid monetisation approach, which includes generating income from various sources. Following this revenue model helps the business to cater to a wider range of audience, serve them and increase its overall earnings. Different streams through which the organisation generates income are discussed in the points below,
Subscription model: This is the primary revenue generation model of the company, under which it charges a continuous fee from its customers in exchange for using its platform (Morris, 2022). Netflix charges either monthly or annually to its users, and provides a wide range of shows for them. Based on the features it provides, different pricing of subscription is listed, and thus the users get a choice from a variety, and choose that plan which suits their desire. 
Marketing revenue: Under this plan, Netflix aims to cater for those customers who are price-sensitive and still want to enjoy the services of the streaming platform. Advertisements are run while watching any content, and the company charges businesses to show their ads on its platform.  To create this revenue-earning stream, Netflix partners with technological brands and generates sales through its advertisements (Morris, 2022).  
Licensing model: The content which are listed on the platform of Netflix is original, and the company has intellectual rights to those contents. In order to earn a higher income and diversify its revenue streams, the company allows other platforms to show its content based on the licensing model. Therefore, the streaming company is able to earn revenue when its contents are run by the TV channels or screens in airports or stations. 
[bookmark: _cfl9mqstjy98][bookmark: _Toc214103031]Analysing the cost structure of the business
The cost structure of Netflix can be understood on the basis of both fixed and variable costs, which are incurred by the company. 
Fixed costs: There are certain costs which the business incurs and remain the same with respect to a change in its production of goods and services (Szalkowski and Johansen, 2023). Most of Netflix’s costs are fixed in nature, which involves the production of the content created by it. Since the company provides original content, all the expenses on production are incurred by the company itself. Another fixed cost of the company is related to the continuous maintenance of its technological aspects, such as platform maintenance and network infrastructure. Salaries and wages, and rents are the most common examples of fixed costs which are spent by the company and do not fluctuate with a change in its subscriber numbers (Szalkowski and Johansen, 2023). 
Variable costs: These are defined to be those costs which change according to a change in the production level of the company. The amount spent by the business in the transformation of the content is variable in nature, as it changes if the subscriber number changes. For example, if the number of subscribers is decreasing, then the networking and transferring costs of Netflix will also reduce and vice versa (Wood, 2025). Secondly, growing subscribers increases the charges for customer services for the company, as it needs to spend more to manage a higher customer base. The amount of royalties is also irregular and keeps shifting, and thus is considered to be variable in nature. 

[bookmark: _qtxjlw7uzhm7][bookmark: _Toc214103032]Budgeting and Financial Planning
[bookmark: _dp2pe8dtvf6s][bookmark: _Toc214103033]Understanding the role of budgeting
Defining the concept
A financial document which is prepared by a business organisation, which includes its planning and estimating related to future income and expenditure, is known as budgeting (nidirect, 2025). It helps the company to make strategic planning and identify goals, based on which allocation of funds will be done in future. 
Highlighting its role in business operations
Creation of a plan: Budgeting helps Netflix in making a proper financial plan on the basis of the outcomes of the income statement. With the creation of this document, the company can predict future growth potential, rise in income and make better decisions in order to achieve its long-term goals and targets. 
Allocation of resources: There are various expenditures made by the company, which are categorised by it for easy understanding of the cost structure. Budget helps Netflix allocate its available funds appropriately according to different expense heads, which comprise technological development, content creation and licensing (nidirect, 2025). 
Managing costs: Budgeting helps the business organisation to identify its unnecessary expenses and control those costs, since an appropriate road map is created. Based on this, Netflix makes strategic decisions to cut down these costs and manage the structure appropriately and allocate those funds for better use. 
[bookmark: _8lxex8awcec7][bookmark: _Toc214103034]Analysing the shift in operating expenses and the variables behind this
Highlighting the change in operating expenses
A continuous shift occurred in the operating expenses of Netflix over the past 5 years’ time period, which ranges between 2020 and 2024. Data shows that the company had spent a total of £3.90B for its operations in 2020, which showed a hike of 0.44% from its previous year (google, 2025a). Moving ahead, it increased to £4.69B in 2021, which is a year-on-year change of 20.18%. This hike continued as it was £5.17 B, £5.36 B and £5.73 B for 2022, 2023 and 2024, respectively. 
Discussing factors which influence these shifts
The internal management of Netflix has made crucial decisions due to which these shifts in its operating expenses occurred.
Fostering operational efficacy: Netflix made an investment in order to improve its operational activity, due to which a continuous rise was seen in this particular expenditure. This includes the implementation of automation and technological development to foster its operational activity and control its cost structure to reduce unnecessary expenses (netflix, 2021). The company’s operating expenses also increased due to more investment in the R&D process and analysing a wide range of data. 
Expanding to international locations: Netflix has become a global brand, and this expansion strategy of the internal management has resulted in an increase in its operating expenses. Considering that entering into new markets requires huge investments, the company has to increase its expenditure for opening and maintaining new office premises in international locations, which has resulted in its operational charges increasing (Szalkowski and Johansen, 2023). 


[bookmark: _Toc214103035]Illustration of the performance measurement and decision-making 
[bookmark: _px9bt8aaoeqh][bookmark: _Toc214103036]Representation of the KPIs
Paid net membership additions: During the period of 2024, the business added around 41.35 million paid members to its paid services. 
Total revenue: In 2024, Netflix reported its streaming-related revenue of 39 billion pounds, up from the previous year by 16%. 
Operating Margin: During this respective accounting period of 2024, the level of the operating income was around 10.42 billion pounds, which represents equivalent to 27% of the final value. 
Number of paid memberships: At the closing of 2024, Netflix had of base of 301.6 million paid memberships from the context of the international marketplace. 
Average revenue per member: The business reports average monthly revenue per paying subscriber, which evaluates how it maintains its user base (netflix, 2025b). 
[bookmark: _Toc214103037]Evaluation of the strategic decision depending on these KPI’s 
Expansion of Ad-supported tier: Netflix is rapidly scaling their ad-supported membership tier, which is effective for the development of the business. During their Q2 2024 shareholder letter, this is noted around 34% quarter-on-quarter growth in the context of ad-tier membership, which is effective for their programmatic advertising. With the help of this activity, monetise their cost-sensitive users from the system by bringing diversification of the revenue from not just its subscription changes (Kick, 2024). 
Content investment and diversification: This business continues its investment in the production of content that effectively improves the level of engagement of its subscribers. Hit shows such as live sports events assist them to boost the time that users spend on their platform and retain members, which helps in the implication of non-financial KPIs towards content success. 
Price rises: Having a strong subscriber rise and an effective monetisation process, Netflix has increased its level of subscription prices, which is effective for the development of ARPU. Due to this, the business has switched its concerts regarding its maximisation of revenue as its user increased continuously. 
Discovering the level of improvement: During the time of their 2024, Netflix mentions the development of an intuitive TV homepage, which is useful for content discovery. Improved level of discovery of the produced content makes the relationship with KPI more effective, which is useful for increasing the screening time. 
Share buyback: With the support of continuous cash flow, the respective entity has the potential to repurchase its shares from the market, which is a good strategic decision to regain its ownership. This type of decision showcases confidence related to its core business metrics, which is good for its operational improvement. 

[bookmark: _nps0aj3mwje1][bookmark: _Toc214103038]Highlighting aspects of sustainability and ethical considerations
[bookmark: _r6ts6wlfr6wo][bookmark: _Toc214103039]Sustainability in financial decision-making
The selected entity has the capacity to apply sustainability towards its business functions, which has a positive impact on the level of business performance. During the time of 2020, the business set a target of becoming a net zero by 2022 from their investment in renewable energy for their production facilities and data centres (netflix, 2025c). This is mainly showcasing the business line that is showcasing the business commitment to decreasing the level of carbon footprint. From the evaluation of the annual sustainability report, the chosen business is showing its task in such a way that is effective for reducing emissions by optimising its production process. Financially, these sustainability activities are related to Netflix's budgeting and decision-making system, which may include the election of more sustainable production methods in themselves (SS, 2025). Also, Netflix collaborates with their supplier, which is effective for decreasing its environmental impact over a certain time.  
[bookmark: _pllmubn4qz65][bookmark: _Toc214103040]Ethical considerations in cost management and pricing
The selected business has been suffered from several kind of ethical considerations regarding their pricing and cost management strategies. One main issue of this is price discrimination, where the entity charges different pricing tiers that mainly rely on the income base and location. During that time, the application of an ad-supported tier is represented as a kind of support for making the services more accessible towards the lower-income users. Also, with the help of that, the rise of the ethical concerns regarding the consumption of users' data from the end of business is analysed precisely for targeted marketing (Anny, 2025). The right application of balance among profitability and affordability is considered a kind of delicate task, which is useful for the business to determine its pricing strategies that are effective for the users. 
[bookmark: _Toc214103041]Conclusion and recommendation 
This part describes the revenue model of Netflix through which the entity is able to generate revenue from the funds that were invested in itself. The changes in the operating overheads of the selected business were depicted in this part with the help of some variation of charts. Some recommendation, depending on the management accounting principle, was also involved in this part in a precise manner. The application of ABC costing regarding their sustainability initiatives was useful for measuring the benefits of green production, which was important for their investment decision-making process. Along with that, the application of customer-value analysis and target costing provides suggestions to the respective entity to determine their pricing in such a way which was effective for maintaining their ethical standards. 
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