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1. Introduction
Marks & Spencer Group plc (M&S), founded in 1884, is a leading British retailer listed on the London Stock Exchange as part of the FTSE 100 (London Stock Exchange, 2026). It operates in the Food, Fashion, Home & Beauty segments and owns a 50% stake in Ocado Retail (Marks and Spencer Group plc, 2025a). In 2023, its share price increased by 121.8% (Trustnet, 2024), but a cyberattack in April 2025 wiped out over £1 billion of market value and cut operating profit by around £300 million (CNBC, 2025; GlobalData, 2026). This event underscores the importance of effective management accounting practices in mitigating external shocks that threaten profitability and shareholder value, especially when compared with competitors such as Next and Primark.
Management accounting involves identifying, measuring, analysing, and communicating both financial and non-financial data to support managers in planning, controlling, and evaluating organisational performance (Atrill and McLaney, 2021; Weetman, 2013). These internal processes connect decision-making with organisational outcomes. The field is being transformed by advances in artificial intelligence, which automate cost tracking, improve managerial judgment with data-driven insights, and enable more flexible decision-making across M&S's operations (HMFA, 2025). For M&S, effective cost management increased the adjusted return on capital employed from 14.1% to 16.4% in FY2024/25 (Marks and Spencer Group plc, 2025a), demonstrating how such practices support sustained profitability and competitiveness amid volatile retail markets.
This report critically evaluates how M&S applies management accounting tools and principles, focusing on cost analysis, budgeting, performance measurement, sustainability, and strategic decision-making to inform stakeholders about their effectiveness.
[bookmark: _Toc234502623]2. Cost Analyses and Business Model
A revenue model explains how an organisation earns income from its products and services (Atrill and McLaney, 2021). M&S uses a multi-channel, own-brand retail revenue model across three connected streams: Food; Fashion, Home & Beauty; and its Ocado Retail stake. In FY2024/25, group sales reached £13,914.3 million, a 6.1% increase from 2023/24, driven mainly by an 8.7% rise in Food sales and a 3.5% increase in Fashion, Home & Beauty (Marks and Spencer Group plc, 2025a). This demonstrates the resilience of its diversified model to category-specific demand shocks (Macrotrends, 2025). However, as M&S is solely an own-brand retailer, it bears all costs for product development, sourcing, and quality assurance, placing full volume risk on the company, an inherent disadvantage compared to multi-brand competitors like Next (Weetman, 2013).
Understanding M&S's cost structure involves categorising costs by their nature and behaviour. Product costs, including direct materials, direct labour, and manufacturing overhead, are assigned to each unit produced and stored as inventory until sold. Conversely, period costs, such as selling and administrative expenses, are recognised immediately in the profit or loss statement (Seal and Rohde, 2018). In the retail sector, M&S's cost of goods sold reached £9,078.7 million in FY2024/25, resulting in a gross profit of £4,738.1 million and a gross margin of about 34.3% (Yahoo Finance, 2025). Costs are also classified by their behaviour: variable costs change in total with activity levels, while fixed costs remain constant regardless of output (Seal and Rohde, 2018; Atrill and McLaney, 2022).
M&S maintains a substantial fixed-cost base, characteristic of a large bricks-and-mortar retailer. Under IFRS 16, property lease obligations, store depreciation, defined-benefit pension costs, and payroll for over 63,000 employees (Marks and Spencer Group plc, 2025a) constitute largely unavoidable short-run commitments, resulting in significant operational leverage. Consequently, when revenue declines, these fixed costs persist, leading to a disproportionate compression of profitability. This vulnerability was sharply highlighted by the cyberattack in April 2025, which diminished operating profit by approximately £300 million (CNBC, 2025). In contrast, variable costs, primarily related to food procurement, packaging, and logistics, adapt more readily to changes in sales volumes but still face risks associated with supply-chain volatility.
Accurate cost attribution requires comprehensive management information. Activity-based costing (ABC) allocates indirect overhead to cost objects such as products, channels, or customers based on the activities that generate it. This approach enables management to assess divisional profitability with greater precision (Atrill and McLaney, 2021; Seal and Rohde, 2018). The integration of artificial intelligence further enhances this process; machine learning algorithms are increasingly used to analyse large transactional datasets, identify cost drivers, and automate overhead allocation in real time (HMFA, 2025). As a result, this significantly strengthens the foundational information needed for budgeting, performance measurement, and sustainability decisions.
[bookmark: _Toc234502624]3. Budgeting and Financial Planning
Budgeting involves creating a financial plan that guides management in planning, coordinating, and controlling activities (Atrill and McLaney, 2021). In management accounting, budgets authorise spending, share plans, motivate managers, and track performance (Weetman, 2013). At M&S, the yearly cycle turns the "Reshaping for Growth" strategy into divisional budgets, allocating capital across Food, Fashion, Home & Beauty, and Ocado Retail while ensuring financial discipline.
According to Yahoo Finance (2025) and Google Finance, operating expenses increased from £3,534.1 million in FY2023/24 to £4,070.2 million in FY2024/25, reflecting a rise of £536.1 million, or 15.2% year-on-year. This surge far exceeds the 6.1% revenue growth in the same period (Marks and Spencer Group plc, 2025a), suggesting costs are outpacing income and highlighting the need for strict budget management.
Two main factors drive this growth. Internally, management raised capital expenditure to £557.9 million for FY2024/25, an increase of £177.9 million compared to FY2023/24. This investment focuses on store renovations at flagship locations like Cribbs Causeway, new full-line stores, and enhancements to digital infrastructure (Marks and Spencer Group plc, 2025a). The approach follows incremental budgeting, where the previous year's expenditure serves as the baseline, and management adds approved increases aligned with strategic goals (Weetman, 2013). A known limitation is that this method incorporates past inefficiencies without assessing whether baseline activities still add value. Zero-based budgeting (ZBB), which requires justifying all expenses anew each cycle, would mitigate this but is rarely practical for M&S's scale (Atrill and McLaney, 2021).
The UK government's 2024 Autumn Budget introduced two significant cost increases. Starting 6 April 2025, employer National Insurance contributions (NICs) increased from 13.8% to 15.0%, and the secondary earnings threshold was lowered from £9,100 to £5,000 per employee. Deloitte (2024) highlights that these changes raise employer NIC costs on a £20,000 salary by 50%, hitting retail businesses especially hard. At the same time, the National Living Wage increased from £11.44 to £12.21 per hour (GOV.UK, 2024; Low Pay Commission, 2025), adding about £60 million to payroll costs and another £60 million to NIC expenses, totalling approximately £120 million, as confirmed in investor disclosures (ShareAction, 2025). Within a standard-costing framework, these are considered non-controllable variances and are excluded from assessments of management's operational efficiency (Weetman, 2013). Rather than passing these costs on to consumers, management chose to absorb them, viewing wage investment as a long-term value driver aligned with employee engagement KPIs (Atrill and McLaney, 2022).
Data from Google Finance and Yahoo Finance (2025) shows a 15.2% rise in operating expenses, climbing from £3,534.1 million in FY2023/24 to £4,070.2 million in FY2024/25. This increase reflects M&S's strategic and externally driven expansion of its cost base. While aligned with the company's growth plans and regulatory requirements, it underscores the need for detailed variance analysis, breaking down actual versus budgeted expenses into controllable and non-controllable parts and for flexible budget frameworks that can adapt to macroeconomic shocks. These measures are essential to protect M&S's profitability amid its ongoing transformation (Atrill and McLaney, 2022; Weetman, 2013).
[bookmark: _Toc234502625]4. Performance Measurement and Decision-Making
Atrill and McLaney (2022) define performance measurement as the process of comparing inputs, outputs, and outcomes against predetermined targets to guide decision-making. Building on this concept, Kaplan and Norton (1992) introduced the balanced scorecard. This framework integrates both financial and non-financial metrics across four key perspectives: financial, customer, internal processes, and learning and growth. This approach aims to reduce dependence on historical financial data. As supply chains grow more intricate and outsourcing becomes prevalent, it is increasingly essential to incorporate non-financial indicators such as supplier performance, ethical compliance, and operational resilience into performance evaluations (Kaplan and Norton, 1992). In this section, we will apply the balanced scorecard to five key performance indicators (KPIs) from M&S, examining how each contributes to strategy and acknowledging the limitations of this framework within the context of M&S.
First, group revenue increased by 6.1% to £13.91 billion in FY2024/25, with Food sales rising 8.7% to £9.0 billion (Marks and Spencer Group plc, 2025a), reflecting a multi-year recovery trend (Macrotrends, 2025). This supported ongoing investments in store renewal and food innovation under "Reshaping for Growth," rather than retrenchment (Atrill and McLaney, 2022). However, as a volume-based metric, revenue does not account for profitability, margin quality, or cash conversion and can conceal cost pressures such as those outlined below.
Second, profit before tax (PBT), adjusted for certain items, increased by 22.2% to £875.5 million, reaching its highest level in 15 years. Meanwhile, statutory PBT declined due to a cyber incident that caused an estimated £300 million loss (Marks and Spencer Group plc, 2025a; CNBC, 2025; GlobalData, 2026). By separating "adjusting items" from core trading profit, the company highlighted controllable cost performance (Weetman, 2013), thereby supporting cost-control initiatives such as furniture simplification. However, this categorisation depends on managerial judgment, which can introduce earnings management and reduce comparability (Weetman, 2013; Yahoo Finance, 2025).
Third, the adjusted ROCE (operating profit divided by capital employed) increased to 16.4% from 14.1%. Meanwhile, net debt/EBITDA decreased to 1.9x from 7.4x (Marks and Spencer Group plc, 2025a), signalling a shift in investment focus towards high-return store rotations and technology rather than low-yielding assets (Atrill and McLaney, 2022). However, according to IFRS (2016), the capitalised leases inflate the capital employed, which limits the reliability of ROCE as a measure for a lease-heavy retailer like M&S.
Fourth, M&S's SBTi-validated goal of achieving net-zero emissions by FY2040, including a 55% reduction in Scope 1 and 2 emissions by FY2030, led to investments in the RE: Spark supplier decarbonisation partnership (Marks and Spencer Group plc, 2025b). This approach aligns with balanced-scorecard principles, where non-financial metrics support long-term enterprise value, even though short-term returns are limited and verifying long-term, Scope-3-focused targets can be challenging.
Fifth, employee engagement, defined as commitment to organisational goals alongside wellbeing, and "Mystery Shop" customer-satisfaction scores informed people-investment decisions, with internal research linking engagement to sales performance (Engage for Success, 2013). In response to the National Living Wage rise to £12.21 (Low Pay Commission, 2025), management absorbed higher payroll costs rather than cutting hours, treating wages as a value driver (Atrill and McLaney, 2022); however, the underlying study excluded a third of stores, limiting generalisability across M&S's estate.
These KPIs demonstrate M&S balancing profitability, efficiency, and stakeholder metrics, showing sound decision-making and its limitations (Weetman, 2013).
[bookmark: _Toc234502626]5. Sustainability and Ethical Considerations
Building on the carbon-reduction KPI above, M&S is increasingly integrating sustainability into financial decision-making through environmental management accounting (EMA), which involves identifying and using physical and monetary environmental cost information to improve financial and environmental performance (Burritt, Hahn and Schaltegger, 2002). This is reinforced by the UK's newly endorsed Sustainability Reporting Standards (UK SRS S1 and S2), based on IFRS S1/S2, which require listed companies, including M&S, to disclose climate-related financial risks from January 2027 (GOV.UK, 2026). Consequently,  according to Little (2025), RE: Spark and store-rotation appraisals now embed carbon and compliance costs alongside conventional payback criteria (Marks and Spencer, 2025b). A limitation of EMA, however, is that reputational benefits from decarbonisation remain difficult to monetise precisely, leaving appraisals reliant on managerial estimation (Burritt, Hahn and Schaltegger, 2002).
Ethical considerations also constrain cost-management and pricing. The International Code of Ethics adopted by CIMA requires accountants to maintain integrity and objectivity when allocating costs affecting suppliers and colleagues (IESBA, 2018). M&S's low-price Food strategy must be reconciled with fair supplier remuneration under Fairtrade and Better Cotton commitments, and with statutory wage costs following the National Living Wage rise (Low Pay Commission, 2025), reducing reputational and greenwashing risk (Weetman, 2013). A limitation is that such principles-based codes offer qualitative guidance rather than a measurable rule, leaving scope for interpretation when costs and ethics conflict (IESBA, 2018).
Life cycle costing (LCC) evaluates an asset's total cost over its lifecycle from acquisition to disposal and highlights the link between financial and ethical decisions (Atrill and McLaney, 2022). M&S's efforts to electrify its fleet and rotate stores reduce long-term energy and maintenance costs while enhancing its brand reputation among ESG-focused consumers, thereby safeguarding future profits. However, LCC's reliability has historically been constrained by uncertain long-term energy prices and evolving carbon regulations (Atrill and McLaney, 2022). Increasingly, artificial intelligence addresses this challenge: machine learning models analyse extensive operational data to identify cost patterns and improve forecast accuracy. At the same time, predictive analytics enable earlier detection of maintenance needs and potential failures (Cerchione et al., 2024). For M&S, incorporating AI into LCC could yield more accurate capital investment evaluations, better carbon and cost forecasts, and stronger links between sustainability metrics and financial results.
Proactive asset management operationalises LCC benefits by translating sustainability KPIs into financial results and emphasising the role of management accounting in ethical, sustainable decision-making (Weetman, 2013).
[bookmark: _Toc234502627]6. Conclusion
This report explores how M&S utilises management accounting tools and principles across cost analysis, budgeting, performance measurement, sustainability, and ethical decision-making. The findings indicate that management accounting transcends mere technical functions; it operates as a strategic tool that supplies both financial and non-financial data to help navigate competitive pressures, regulatory changes, and macroeconomic fluctuations (Atrill and McLaney, 2021; Weetman, 2013). Frameworks such as the balanced scorecard, environmental management accounting, life cycle costing, and activity-based costing enhance informed and accountable decision-making at M&S. However, limitations, including forecast uncertainty, the potential for earnings management, and limited applicability, underscore the need for managers to exercise critical judgment alongside quantitative analysis (Kaplan and Norton, 1992; Burritt, Hahn, and Schaltegger, 2002). Emerging artificial intelligence technologies hold promises for mitigating some of these challenges by automating cost attribution and enhancing forecast accuracy (HMFA, 2025). In summary, disciplined and adaptable management accounting practices have been pivotal to M&S's financial recovery and will remain essential for sustained profitability and strategic growth.
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