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[bookmark: _Toc224225299]1. Introduction
Netflix, Inc. is a leading streaming entertainment service in the world with a subscription base of more than 325 million subscribers in more than 190 countries (Sugandh, 2026). Netflix was established in 1997 and it would have reinvented the entertainment sector by transforming the business into a streaming platform in 2007. The revenue model by the firm is more of a subscription one with different pricing plans tailored to suit the consumer needs. In 2025, Netflix remained a global player, still being a major player in the SVOD (Subscription Video on Demand) market.
The use of management accounting is critical to modern companies such as Netflix since it can offer the analytical tools that companies require when making decisions internally. It helps managers to plan their budgets, manage costs, measure their performance financially, and predict future trends in a business world that is becoming more and more data-driven hence effective resource allocation, profitability measurement and strategies are assured.
[image: Netflix - Watch TV Shows Online, Watch Movies Online]
[bookmark: _Toc224225322]Figure 1: Netflix Inc.
Source: Netflix (2025)

[bookmark: _Toc224225300]2. Cost Analysis and Business Model
[bookmark: _Toc224225301]Revenue Model
The income that Netflix gathers is based on the subscription model, which is the main source of its revenue as people are charged monthly to access a huge repository of TV shows, movies, and original content. In 2025, Netflix expounded a total of 45.18 billion revenue as compared to the previous year (2024) i.e. 39.00 billion which is 16% higher in total because of growth in membership and implementation of higher tier pricing programs (Netflix, 2025). Another new source of revenue, which Netflix started to bring in is ad-supported where Netflix starts earning substantial advertising income. The subscription income is still dominant, as it generates the largest portion of earnings, but the ad-based approach of Netflix is the first step in the direction of diversified revenues.
By 2025, the number of global members had increased to more than 325 million subscribers. This growth was fuelled by key markets such as North America and Europe, although there was competition. The addition of an ad-supported tier was also able to draw in more price-elastic users to subsequently raise ARPU (average revenue per user) and grow the total revenue.

[bookmark: _Toc224225302]Cost Structures
The cost structure of Netflix consists of both a fixed and a variable cost as per the business model of Netflix, which is based on content.
Fixed Costs:
The largest fixed costs are the content amortization where Netflix bears the high initial costs of obtaining and creating content and amortizing it over the useful life of the content. By 2025, Netflix had expanded its original content and the investment on content increased even further. Also fixed expenses like technology infrastructure like data storage and streaming technology are in place, that will assist in delivery of global services irrespective of short-term variations in viewership.
Variable Costs:
One of its key variable costs is content production because Netflix invests in original content constantly. The level of production depends on the strategic priorities every year. On the same note, marketing costs vary depending on the content release and expansion in new regions. The costs involved by Netflix in the delivery of the content such as bandwidth and content delivery are also variable and increase with the amount of content being streamed.
To sum up, the revenue of Netflix is mainly subscription-based, and advertising is increasingly contributing to it. Its expenses are mainly caused by fixed expenses on content and technology infrastructure, and variable expenses on content production, marketing and streaming (Hansen, Mowen and Heitger, 2021).

[bookmark: _Toc224225303]3. Budgeting and Financial Planning
[bookmark: _Toc224225304]Budgeting and its role in Netflix
Budgeting is a very important activity in terms of directing the financial strategy of Netflix, making sure that its resources are well distributed to facilitate its growth and run efficiency in the long term. Netflix being a global streaming platform having extensive investments on content production, marketing and technology utilizes budgeting as the means of predicting revenue, regulating costs, and balancing on the strategic investments.
Budgeting process assists Netflix to assess possible payback of investment in original content and platform upgrades as well as overseas growth. Indicatively, the company alters its marketing and infrastructure budgets when it wishes to venture into new territories to facilitate the ease of service delivery. Budgeting is also able to assist Netflix in tracking performance against targets hence any variances in costs or revenues planned would be dealt with in due time (Bacia, 2024). Netflix will be able to achieve its operating margin goals and remain profitable despite heavy content expenditure and competition with the help of a thorough financial planning.

Change in Operating Expenses (Year by Year)
According to the Google Finance data, the operating expenses of Netflix have steadily increased throughout the years:
[bookmark: _Toc224225317]Table 1: Change in Operating Expenses
	Operating expense and growth

	Year
	Total Operating expenses (in billion)
	Growth

	2021
	23.5
	-

	2022
	25.98
	10.55%

	2023
	26.77
	3.04%

	2024
	28.58
	6.76%

	2025
	31.86
	11.48%



This data indicates that the overall trend in the operating expenses is upwards with the highest growth rate of 11.48% in the years 2024-2025 (Google finance, 2025).

[bookmark: _Toc224225305]Internal Decisions affecting Expense Growth
· Production and acquisition of content: Netflix has been spending a lot of money on the production of original content to ensure that they capture and keep subscribers, especially in the major markets. This expansion in operating costs in 2025 was partially explained by the fact that more resources were directed to high-budget original series, films, and international programming. Other investments by the company were also massive in the form of licensing agreements with other third-party content providers to broaden its portfolio and distinguish itself with rivals such as Disney+ and Amazon Prime.
· Marketing & Subscriber Acquisition: With the growth in competition within the streaming industry, Netflix started spending more on marketing, specifically to attract subscribers, especially to its ad-supported plan, which will be released in 2025 (Baranidharan and Kulkarni, 2025). The increase in marketing cost indicates the approach of Netflix to attract additional users both in the established and new markets.
· Technological Investments: Netflix still invested in the development of its technology infrastructure, including the quality of its streaming, recommendation algorithms, and backend technologies to support the increase in demand.


[bookmark: _Toc224225306]Macroeconomic Factors influencing expenses
· Inflation: Inflationary forces around the world in the year 2025 also helped in increasing the cost of production and operations (Ibrahimov, Vancsura and Parádi-Dolgos, 2025). Materials, labour and licensing fees also rose and this directly affected the operating costs at Netflix.
· Currency Fluctuations: Netflix as a multinational company is sensitive to the movements of the currency exchange rates in the determination of its revenue and expenses. Indicatively, fluctuation in the foreign exchange in areas such as Europe and Latin America created uncertainty to the costs and this will push the total cost high in 2025.
Conclusion
With strategic budgeting, Netflix was able to control its increasing costs even as it prioritized on content production, marketing and technological improvements. The macroeconomic factors, together with the internal decisions of the company, have led to the high increase in the operating expenses seen in the year 2025.

[bookmark: _Toc224225307]4. Performance Measurement and Decision-Making
[bookmark: _Toc224225308]Key Performance Indicators (KPIs)
Netflix relies on non-financial and financial KPIs to evaluate performance and help in strategic decision-making. According to the 2025 outcomes of the company and its latest financial reports, the following five are especially important:
· Revenue Growth: Netflix tracked 45.18 billion revenue of 2025 indicating the growth of 16 percent year on year and indicates strong performance by the top line in comparison to the previous year (Netflix, 2024). This expansion shows the growth in subscription prices as well as the growth in its ad-supported platform.
· Operating Margin: In 2025, the operating margin grew to 29.5%, which is an improvement in the efficiency of changing revenue into operating profit.
· Paid Memberships: By the year-end 2025, Netflix had more than 325 M paid subscribers, a significant non-financial performance measure of market penetration and size of customer base.
· Advertising Revenue Growth: More than 2.5× growth in advertising revenue was more than $1.5 bn in 2025, which indicates that Netflix is no longer just a conventional subscription-based company (Stock Titan, 2026).

· Free Cash Flow: Netflix will have a free cash flow amounting to around 9.46 billion dollars in 2025 which increases at a rate of about 36.7% per annum which is an indication that Netflix has a high cash generating potential (S&P Global, 2026).
These KPIs will give a fair picture of the financial wellbeing of Netflix (revenue, margin, cash flow) and market standing (subscriptions, ad revenue).

[bookmark: _Toc224225309]KPIs-Based Strategic Decisions
· Pricing and Tier Changes: According to the increase in revenues and ARPU (Average Revenue Per User), Netflix raised the charges in subscriptions according to the area. The introduction of an ad-supported level brought in additional users and diversified the sources of revenue, which are helping to achieve the 16% increase in revenue in 2025.
· Growth in Advertising: More ad revenue resulted in Netflix spending more in its ad-technology platform and advertising sales team, and pushing to generate more ad revenue in 2026.
· Content Investment: The increase in the operating margin and free cash flow enabled Netflix to keep investing in original content that focused on high-budget ones to keep and attract subscribers, particularly in Europe and Asia.
· Cost Control: Netflix worked towards reducing costs within marketing and better content with high returns, which led to the increase in margins (Gao, 2025).
· Global Expansion: On the basis of paid membership growth, Netflix also moved to further into the emerging markets and adjusted content and strategies to local tastes.
KPIs informed these decisions and Netflix could make changes to its strategies based on market needs, competition, and financial objectives.

[bookmark: _Toc224225310]5. Sustainability and Ethical Considerations
[bookmark: _Toc224225311]Sustainability in Financial Decision Making
Netflix has implemented sustainability in its financial decision-making process through the net commitments to cut emissions by 50 percent by the year 2030. In 2024, the company had a huge stride attaining a 46 percent decrease in its Scope 1 and 2 emissions (Netflix, 2024). To reinforce its climate ambitions, Netflix remained covering 100% of its electricity use with renewable electricity credits, an indication of its obvious decarbonization attempt.

Besides, Netflix is committed to reducing its carbon footprint by investing in clean mobile power and adoption of electric vehicles. In 2024, 50 percent of the production was based on clean technologies, and the consumption of diesel generators decreased by over 20 percent in a number of productions. Also, the company took steps in adopting sustainable aviation fuel (SAF) and electric vehicle fleet to help further reduce operational emissions.

[bookmark: _Toc224225312]Ethics of Cost Management and Pricing
The cost management of Netflix displays the aspect of sustainability by focusing on the environmentally friendly production practices. Through its partnership with other suppliers who are eco-friendly and the use of clean technologies, Netflix is making sure that its productions have minimal environmental impacts despite the high upfront costs. The measures of electrification of vehicles and using renewable energy sources used in the company contribute to reducing the risks of climate change in the long term.
Regarding pricing strategy, Netflix launched its ad-based plan in 2025, which is a cheaper plan of subscription (Rizzo, 2026). Such an ethical pricing choice increases the access to Netflix content even as it brings in revenue in the form of advertisements. Such a step strikes the right balance between the affordability and sustainability priorities of the company, allowing the company to ensure that its financial expansion does not go out of proportion in comparison with its environmental and ethical obligations.

[bookmark: _Toc224225313]6. Conclusion and Recommendations
[bookmark: _Toc224225314]Conclusion
The company has a flexible and revenue diversification strategy, as demonstrated by its good performance in 2025 with a 16 percent growth in revenues and a successful launch of an advertisement-based level of service. The increase in the operating margin and the free cash flow of the company indicate the increasing efficiency of the company. The focus on sustainability, including the readiness to reduce its emissions by half by 2030, and spending on clean technologies, are useful to Netflix to increase the balance between financial expansion and environmental responsibility.
[bookmark: _Toc224225315]






Recommendations
· Expand Ad-Supported Tier: This is going to keep expanding investment in ad-tech functionality and partnerships to diversify revenue.
· Sustainable Content Production: It will focus on carbon-neutral productions and investments in clean technologies as the environmental goals will be aligned.
· Data-driven investment:  The company has the ability of realizing superior returns and performances on the basis of genres and geography that are high performing.
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