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Executive summary
The report has examined the management accounting function and addressed its significance in Amazon, a global e-commerce company. Its major revenue stream has been illustrated, and two cost structures, such as fixed and variable costs, have been denoted. An operating expenses review of the company has been conducted, and both the internal and external factors have been addressed, which influence the decision-making of Amazon. Key performance indicators of the company, such as revenue and customer satisfaction score,have been highlighted.
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[bookmark: _Toc213944002]Introduction
Management accounting techniques and principles are extremely vital for operational decision-making and financial management. Especially for a large and listed entity feels its importance feels immensely. US-based e-commerce company Amazon is one of such company which will be addressed in the report, and the role of management accounting in various sections of the company will be discussed. The company was founded by Jeff Bezos in 1994, and currently it has nearly 1.5 million employees across the globe. Besides the vast global online marketplace, the company offers services such as cloud computing, streaming entertainment, web services and healthcare(aboutamazon, 2025a). In terms of financial outcomes of the company, its yearly revenue for 2024 highlights its volume. The company has earned $638 billion in revenue from its total global operation in the year. For a modern business organisation such as Amazon, management accounting helps to design the strategies and guide the entire decision-making of the entity accordingly. Throughout the report, such practical implications of management accounting in this company will be evaluated.


[bookmark: _Toc213944003]Analysis of the business model and the cost structure of Amazon
[bookmark: _Toc213944004]Highlighting the revenue model of the company
The company Amazon is operated in multiple fields and hence in order to analyse its business model, the stream of revenue of the company needs to be looked at. 
Online platforms 
The e-commerce business is the principal source of revenue of the company. This particular sector makes the company one of the world’s most valuable brands. Looking at the revenue contribution from this sector in the first quarter of 2024, it has been found that $54.7 billion has been generated by this sector. The company majorly earns revenue from its direct sales through its platform(Richter, 2024).
Third party seller services  
The commission earned from the marketplace fees from third-party sellers is the second most important revenue line of the company. It provides a platform to the sellers to offer their products to customers and charges fees. The first quarter of 2024 has provided significant revenue from this sector to the company, such as $34.6 billion.
Amazon Web Services (AWS)
AWS has been the most profitable and growing sector of the company among its multiple segments. Overall, in 2024, the revenue from this particular sector has reached $108 billion, showing a 19% year-on-year growth(aboutamazon, 2024). This sector of the company provides cloud computing facilities to businesses on a subscription basis. The technological growth across all sectors has increased the use of cloud computing, and the company is capitalising on it.
Advertising and subscription-based entertainment
Amazon Prime is the subscription-based entertainment streaming platform of the company, which generates a significant amount of revenue for the company. At the same time, from the advertising and sponsorships, the company has been able to earn a noteworthy revenue. $11.8 has been the revenue of the company from this sector in the first quarter of 2024(Richter, 2024).
[bookmark: _Toc213944005]Cost structure analysis of Amazon
The cost structure of the company contains two primary heads of costs, such as fixed costs and variable costs. Major elements of these two cost heads for Amazon are highlighted below,
Viable costs 
Various expenditures are present in the cost structure of the company that are used only at the time of production or services. These are typically termed as variable costs, and in managerial decision making, these cost elements have a pivotal role to play. For Amazon also, he volume of these costs fluctuates with the order volumes. Some of the key variable cost elements in the structure of this company areproduct and content cost, cost related to the transaction and payment processing, packaging cost and a certain portion of the marketing cost of the company(aboutamazon, 2024). Since these costs are flexible in nature, cost control process of the company is heavily dependent on these elements.
Fixed costs 
The nature of fixed costs is entirely opposite of the variable cost, and these have no direct relation to the volume of the service or production. Fixed costs are incurred on a specific time of the year and heavy capital expenditures are the part of it(Caramela, 2025). Fixed expenditures of Amazon include technology infrastructure cost, expenses that are conducted to add new features in the online services of the company, cost of web and electronic devices.
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[bookmark: _Toc213944007]Evaluation of the role of budgeting for the company
Budgeting is a highly useful tool of management accounting for both the financial and several non-financial operations. 
Strategic resource allocation 
The company deals with a heavy volume of resources, including IT infrastructure and huge data related to the preferences of customers. In the internal operation of the company, budgeting will be immensely helpful to allocate such vast resources, anticipating its ability to generate returns. A proper and organised budget assists the company in identifying its strong areas and allocating the required resources accordingly. For instance, aligning with the potential of AWS, the company can increase its allocation to this sector more than others. Budgeting makes such decision-making easier and accurate for the company.
Cost control 
One of the principal conditions of the decent profitability is the accurate and wise control of costs. Budget has an important role in controlling and mitigating unnecessary costs (Gallagher, 2022). Amazon has multiple types of variable costs, such as content, payment processing and packaging. A proper budget identifies the entity about the flaws of cost control and standardisation is maintained. Operational flexibility and better financial control are achieved by the company through the budgeting process.
Performance benchmarking 
Measurement of the performance of the employees across multiple countries are extremely vital for the company to track the overall organisational progress. Budgeting creates a standard benchmark in the company on which basis they can monitor the quality of their performance and take necessary actions to improve.  The decision-making of the company becomes much informative and comprehensive through the comparative outcome between the budgeted target and the actual outcome.
[bookmark: _Toc213944008]Review of the operating expenses of the company
Appropriate tracking of operating expenses determines the ability of the management to mitigate costs. Amazon’s operating expenses on a current and year-on-year basis are reviewed hereunder,
Year-on-year trend of operating expenses
Operating expense is an important component of the income statement of the company and its increase reduces the profit margin. At the same time its growth from the previous quarter highlights the operational ability of the company.
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Figure: Amazon financials
Source:(Google.com, 2025)
The yearly operating expenses trend of Amazin has been displayed above, and the comparison between September 2024 and September 2025 has highlighted an 18.33% increment of the total operating expenses. Such an increase needs to be seen along with the revenue growth of that period to make a clear analysis. Since the revenue of the company has also increased during this period, the high cost of operation has not decreased the profit margin, rather it has increased(Google.com, 2025). 
Factors that have influenced the shift of operating expenses of the company
Several internal decisions and external factors have led the hike of operating expenses of Amazon in recent times.The company has increased its investment in the technological sector, such as AWS, from which 20% year-on-year sales uplift has occurred. Internal decision-making making such as more focus on AI and cloud, might have been the reason of such increased operating expenses during this period of time(aboutamazon, 2025b). External factors such as supply chain disruptions due to the geopolitical tension and inflation cam also be a notable element behind the sharp increment of operating expenses of the company.


[bookmark: _Toc213944009]Measurement of performance and the decision-making aspect
[bookmark: _Toc213944010]Discussing the five main performance indicators of the company
Performance measurement of the company includes both the financial and non-financial metrics tracking, which the company can use to measure its growth.
Customer satisfaction score 
The feedback of the customers regarding the service and the packaging quality can be traced by the company and can measure its service performance. The company has ranked in 1st position in the customer satisfaction index of the USA in 2023, showing its strong reputation among customers(aboutamazon, 2023).
Profit margin 
Profit margin measurement is a notable financial indicator that the company can examine to highlight its economic performance. Profitability across segments plays a crucial role in the decision-making of the company, such as capital allocation and the development of existing products. For example, the net profit margin of Amazon has increased by 21% in September 2025 is evidence of the prudent performance in terms of managing the costs(Google.com, 2025).
Sectoral revenue growth 
Revenue growth of a specific sector of the business, such as e-commerce or the entertainment sector, can be a noteworthy indicator of the performance of the company. By tracking the performance of that sector through its revenue, the breakdown of the revenue becomes easier.  Revenue growth of AWS software can be important indicator for the company to track performance.
Free cash flow 
This is another significant financial metric that tracks the liquidity strength of the company after meeting all cash expenses. The growth of free cash flow increases the ability of Amazon to take more risks.
Speed of delivery 
Operational efficiency measurement of Amazon can be traced through the speed of product delivery. Order cycle time and average delivery delays are some tools to gauge the speed of the delivery of products. 
[bookmark: _Toc213944011]Major strategic decisions by Amazon based on the KPIs
Cost reduction 
The thorough revision of the financial performance indicator has led the company towards strategic decisions such as cost-cutting(Palmer & Levy, 2024). In 2024, the first quarter report of the company has evidenced such a huge cost-cutting and an increasein the operating margin significantly.
Focus on AWS
Continuous monitoring of the revenue generation of the AWS sector of the company has made strategic decisions such as more investment on the sector of cloud computing and AI. By doing so, it may capitalise the sector more effectively(aboutamazon, 2025b). 
Delivery quality improvement 
Incorporation of AI and robotics in the delivery system of the company has been a major strategic decision(Greenawalt, 2025). This is a reflection of the positive customer feedback about the service quality of the company.
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[bookmark: _Toc213944013]Sustainable delivery
One of the significant cost decision-making of Amazon is associated with its sustainability focus on packaging. It has extensively mitigated the use of single-use plastic in its packaging system, and globally 16.4% reduction has taken place. Besides the environmental angle, this initiative is financially profitable for the company as well. A huge cost of waste can be cut through this decision of the company, and at the same time, shipping costscan also be widely minimised.Another notable initiative of the company is to transform its delivery vans to renewable energy. This will reduce the cost of fuel as well(aboutamazon.eu, 2025).
[bookmark: _Toc213944014]Pricing strategies
The dynamic pricing strategy of the company can be an example of sustainable financial decision making, and this considers the affordability of the customers (Neubert, 2022). Strategy of Amazon held the balance between profitability and the fairness of the services. From the economic and financial point of view, a practical pricing policy by the company is evidence of prudent decision-making. Additionally, the sustainable approach in their operation will also be reinforced.
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[bookmark: _Toc213944016]Conclusion
The report has deeply examined the functions of management accounting in Amazon and has investigated the revenue model and the vitality of budgeting in their operation. Looking at the operating expenses trend of the company, it has highlighted the role of internal decision-making such as AWS investment growth and various other external factors, such as inflation, behind the high operational cost of the company. It uses different types of KPI’s to measure performance and make its decisions.
[bookmark: _Toc213944017]Recommendations
Activity-based costing implementation 
The company is involved in various operations across the globe, and to ensure the transparency and overall service improvement, activity-based costing can be an ideal option (Boyd, 2021). It is recommended to the company to follow this.
Predictive analytics in budgeting
Promotion of responsible growth and the competitive edge of the company can be achieved by predictive analytics. Especially the budgeting process of the company will be improved by this.
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