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1. Introduction
British Airways (BA) is one of the world's leading international airlines, having been formed in 1974 from the merger of British Overseas Airways Corporation (BOAC) and British European Airways (BEA). BA, based in London Heathrow, serves more than 183 destinations on six continents and carried around 46.7 million passengers in 2025 (Travel and Tourism World, 2025). Since 2011, British Airways has been operated as a full subsidiary of the International Airlines Group (IAG), a publicly listed holding company that also owns Iberia, Vueling, and Aer Lingus. In the financial year 2024, IAG generated record revenues of EUR 32.1 billion, British Airways contributing around GBP 14.4 billion (IAG, 2025).
In a sector characterised by high operational complexity, narrow margins and high macroeconomic sensitivity, management accounting plays an essential role in underpinning British Airways' financial decisions. Unlike financial accounting, which is mainly concerned with reporting on past performance to external parties, management accounting provides forward-looking, internally focused information that supports planning, control and decision-making (Seeman, 2013). 
Athrill and McLaney (2021, p. 3) define management accounting for decision-makers as the discipline of identifying, measuring, and communicating financial and non-financial information to enable managers to meet their business goals and make informed decisions. Drury (2021, p. 4) also emphasises the role of providing information to people in the organisation to help them make better choices. This report assesses how BAE Systems uses these tools in cost analysis, budgeting, performance measurement, and sustainability.
[bookmark: _Toc234746410]2. Cost Analysis and Business Model
[bookmark: _Toc234746411]2.1 Revenue Model
The revenue model of British Airways is primarily driven by ticket sales the largest share of revenue. Revenue is divided into three categories: passenger revenues, cargo revenues, and other revenues, which include services such as monetisation of the Executive Club loyalty programme, maintenance services sold to third parties, and retail partnerships. The airline operates a hub-and-spoke model based at Heathrow, supplemented by a point-to-point service from Gatwick and London City. This model allows BA to maximise returns on high-frequency, high-demand transatlantic and European routes while leveraging the interconnectedness of Heathrow connections (Doyle, 2025).
2.2 Cost Structure: Fixed and Variable Costs
Understanding the behaviour of costs is essential for management accounting. Drury (2021) distinguishes between fixed costs, which remain constant regardless of activity level, and variable costs, which vary with production. Attrill and McLaney (2022) also point out that variable costs are particularly common in the service sector, which makes accurate cost classification a matter of considerable managerial judgement and technical analysis. British Airways exhibits a similar hybrid cost structure, typical of capital-intensive service sectors (Horngren, Datar, and Rajan, 2015).
Fixed costs at BA include aircraft lease payments, fleet depreciation, Heathrow slot fees, and terminal depreciation. In 2024, IAG's depreciation and amortisation costs were around EUR 2.36 billion, reflecting the Group's substantial capital base (IAG, 2025). These costs are incurred independently of seat capacity or flight frequency, creating significant operating leverage. 
Variable costs, on the other hand, include jet fuel, catering, passenger handling charges, and crew overtime. Fuel is the single largest variable cost, amounting to around GBP 2.95 billion in FY2024 for BA, down from GBP 3.10 billion in FY2023, driven by lower global oil prices and the airline's fuel strategy (MEYK, 2025).
 Labour costs, which include both fixed and variable elements, represent about 22 per cent of total operating costs (Atkinson et al., 2012; IAG, 2025). The mixed nature of labour costs requires careful analysis using techniques such as the low-cost method or regression analysis to separate the fixed and the variable components (Garrison, Noreen and Brewer, 2021).
Activity-Based Costing (ABC) is relevant to BA given the variety of its products and services. Kaplan and Anderson (2007) argue that time-based ABC allows organisations to allocate costs more precisely to activities than traditional volume-based methods, revealing the true costs of serving different customer segments. By applying ABC, BA can determine that long-haul premium passengers generate significantly higher contribution margins than short-haul economy passengers and inform pricing and network decisions accordingly.


3. Budgeting and Financial Planning
3.1 The Role of Budgeting at British Airways
Budgeting is at the heart of British Airways' financial planning. Like Bhimani and others. (2019, p. 387) notes that budgets serve several functions: they inform management plans, coordinate activities between departments, motivate staff and provide a basis for evaluating performance. In BA, the annual budget procedure aligns operational plans with the financial objectives set at the IAG group level. The budget cycle typically involves bottom-up inputs from business, operations and finance teams, which are then consolidated and aligned with top-down objectives, which are then aligned with bottom-up inputs.
In addition to traditional incremental budgeting, BA uses rolling forecasts updated quarterly, which allow management to react dynamically to changing market circumstances. This approach is a non-budgetary approach advocated by Hope and Fraser (2003, cited in Seal, Rohde and Garrison, 2019), which emphasises flexibility and adaptive planning in place of fixed annual targets. The capital budgeting decisions, including the assessment of fleet investments for the new Airbus A350-1000 and A320neo aircraft, shall be evaluated using the net present value (NPV) and internal rate of return (IRR) techniques, in accordance with best practices (Drury, 2021). Atrillo and McLaney (2021) stress that NPV is a theoretically superior approach to long-term capital investment decisions, as it captures the time value of money and aligns investment decisions to maximise shareholder wealth, which is especially important for BA in the context of its multi-billion-pound fleet renewal programme.
[bookmark: _Toc234746412]3.2 Year-on-Year Change in Operating Expenses
Table 1 below presents an analysis of British Airways' key operating expense categories for FY2023 and FY2024, drawing on IAG interim and full-year reports (IAG, 2024; IAG, 2025).
	Expense Category
	FY2023 (GBP bn)
	FY2024 (GBP bn)
	YoY Change
	Driver

	Fuel & Oil Costs
	3.10
	2.95
	-4.8%
	Lower jet fuel prices; 70% hedging policy

	Labour / Employee Costs
	2.70
	2.90
	+7.4%
	Pay settlements, headcount growth

	Depreciation & Amortisation
	1.10
	1.20
	+9.1%
	New fleet additions (A350, A320neo)

	Airport & En Route Charges
	0.95
	1.02
	+7.4%
	Traffic growth, Heathrow charge increases

	Selling, Marketing & Other
	1.45
	1.51
	+4.1%
	Increased distribution costs

	Total Operating Costs
	9.30
	9.58
	+3.0%
	Inflation offset by fuel savings


                                    Source: Adapted from IAG (2024, 2025); Google Finance (2025)
The figures show that total operating costs increased by around 3.0 percentage points in the financial year 2024, from GBP 9.30 billion to GBP 9.58 billion. The most important internal management decision affecting this model was the fuel hedging strategy of BA, which hedged around 70 per cent of its fuel needs in advance, which has partially insulated BA from the volatility of oil prices, resulting in a 4.8 per cent reduction in fuel costs despite a 17.3 per cent increase in available seat kilometres (IAG, 2025). On the other hand, labour costs increased by 7.4 per cent, reflecting wage agreements made following industrial actions in previous years and a competitive market for qualified aeronautical personnel. It is an external macroeconomic factor, amplified by management's internal decisions to invest in employee retention.
Depreciation costs increased by 9.1 per cent due to the accelerated delivery of new, more fuel-efficient aircraft. Although this increases short-term fixed costs, it represents a strategic management decision informed by a long-term cost-benefit analysis: the Airbus A350-1000 is around 25 per cent more fuel-efficient per seat than the Boeing 747 it will replace (IAA, 2024). Airport and route charges rose by 7.4 per cent, driven by an external factor, namely that Heathrow Airport Limited increased its regulated charges - a macroeconomic and regulatory factor largely beyond the direct control of the management.
[bookmark: _Toc234746413]4. Performance Measurement and Decision-Making
[bookmark: _Toc234746414]4.1 Key Performance Indicators
Kaplan and Norton (1996) introduced the Balanced Scorecard as a framework for translating strategy into operational metrics across four dimensions: financial, customer, internal processes, and learning and development. British Airways follows a similar approach, with performance monitored across both financial and non-financial aspects (Otley, 1999). Table 2 presents the five key KPIs identified in BA's annual reports and IAG's investor communications.




	KPI
	Type
	2024 Value
	2025 Value
	Relevance

	Operating Profit Margin
	Financial
	14.2%
	15.2%
	Measures overall profitability efficiency

	Revenue per Available Seat Kilometre (RASK)
	Financial
	Reported in IAG accounts
	Improved YoY
	Measures revenue generated per unit of capacity

	On-Time Performance (D15)
	Non-Financial
	~78%
	82%
	Measures operational reliability

	Passengers Carried
	Non-Financial
	39.8 million
	46.7 million
	Measures network growth and demand

	Customer Net Promoter Score (NPS)
	Non-Financial
	Tracked internally
	Improving trend
	Measures customer satisfaction and loyalty


Source: Adapted from IAG (2025); Travel and Tour World (2025); Business Traveller (2025)
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The improvement of the operating profit margin from 14.2 per cent in 2024 to 15.2 per cent in 2025 is evidence of a prudent cost-management and revenue-control strategy (IAG, 2025). BA uses sophisticated yield management systems to dynamically price seats and optimise revenue per available seat kilometre (RASK), a financial KPI that reflects revenue efficiency (Horngren, Datar and Rajan, 2015). By monitoring RASK alongside the cost per available seat kilometre (CASK), management can identify routes where profitability falls below the threshold and take measures to reduce frequency.
The KPI on on-time performance reflects investments in operational resilience and digital infrastructure (Travel and Tourism World, 2025). Poor punctuality directly increases costs through knock-on delays, crew overtime and compensation for passengers under the EC261 regulations (Porter, 1985); on the other hand, better punctuality improves customer satisfaction ratings (NPS), which drive repeat purchases and demand for premium cabin space. This illustrates the interdependence of non-financial and financial key performance indicators, a topic at the heart of the Balanced Scorecard Framework (Kaplan & Norton, 1996).
The 17.3 per cent increase in passenger numbers carried, from 39.8 million in 2024 to 46.7 million in 2025, reflects strategic decisions to expand the network, particularly the resumption of routes suspended during the post-pandemic restructuring period, supported by the delivery of new aircraft. The decision was based on an analysis of contribution margins by route and projected load factors provided by management (Cinquini & Tenucci, 2010). On the other hand, BA also reduced its total number of routes by 6 per cent in 2025 to 558, demonstrating disciplined portfolio management by exiting low-profit routes and shifting capacity to higher-yielding transatlantic and long-haul markets (IAG, 2025).
[bookmark: _Toc234746416]5. Sustainability and Ethical Considerations
5.1 Integrating Sustainability into Financial Decision-Making
British Airways has integrated sustainability into its strategic and financial planning through the BA Better World framework, in line with IAG's Group-wide commitment to achieving net-zero carbon emissions by 2050 (British Airways, 2025). From a management accounting perspective, sustainable investments involve long-term capital allocation. The airline's path to net zero is based on three pillars: fuel efficiency through the renewal of its fleet, the use of sustainable aviation fuels and carbon sequestration projects (IAG, 2025).
The SAF investment is an example of the interface between sustainability and management accounting. BA sourced 2.7 per cent of its total fuel from SAF in 2024, up from 1 per cent in 2023, and aims to reach 10 per cent by 2030 (British Airways, 2025). Although SAF currently costs between 2 and 5 times as much as conventional jet fuel, the management accounting analysis supports the business case for increasing SAF procurement. In addition, more than 90 per cent of BA's aircraft at Heathrow are now powered by electricity or biodiesel, which reduces operational CO2 by around 5 000 tonnes per year and contributes to cost savings as carbon prices rise (British Airways, 2025). In 2025, BA maintained its IATA Environmental Assessment certification, which independently verifies the robustness of its environmental management systems.
[bookmark: _Toc234746417]5.2 Ethical Considerations in Cost Management and Pricing
Ethical considerations in airline pricing are many and varied. British Airways uses dynamic pricing algorithms to maximise yields, which is economically rational but raises ethical issues of affordability and fairness (Bhimani et al., 2019). Moreover, the imposition of fuel surcharges as a separate charge on top of the ticket price has been the subject of regulatory scrutiny and consumer criticism because it obscures the real costs of travel. Management accountants in a BA must balance the legitimate objective of recovering costs with reputational and legal risks. Drury (2021) argues that ethical frameworks should serve as a basis for management accounting practices to maintain stakeholders' confidence, especially as airlines face increased public scrutiny of environmental and social governance. Weetman (2013) also dispute that transparent financial reporting and valuation must be based on ethical responsibility, not just on legal compliance.

[bookmark: _Toc234746418]6. Conclusion and Recommendations
This report examined how British Airways applied management accounting tools and techniques in its operations. Analysis of the cost structure reveals a hybrid fixed-variable cost model, with fuel hedging and fleet modernisation as key levers. Budgetary analysis shows that, while total operating costs increased slightly by 3.0 percentage points in 2024, strategic decisions partly offset inflationary pressures. Performance measurement of the five key performance indicators shows steady improvement across both financial and non-financial aspects, with an operating margin of 15.2 per cent in 2025 and a 14-year high in on-time performance. Sustainability is increasingly integrated into financial decisions, and investments in SAF and carbon management are part of long-term capital planning.
Based on this analysis, three recommendations are made. First, BA should accelerate the adoption of time-based activity costing (TDABC) across its network, which would provide granular cost visibility by route and passenger segment and enable more accurate pricing and capacity decisions (Kaplan & Anderson, 2007). Second, the airline should complement traditional incremental budgeting with zero-based budgeting (ZBB) for discretionary cost categories such as marketing and administration, which require annual cost forecasts rather than perpetuating past cost patterns (Seal, Rohde, and Garrison, 2019). Third, BA should formally embed a fourth balanced scorecard perspective, with quantified sustainability key performance indicators linked to management remuneration, and strengthen accountable, transparent management (Kaplan & Norton, 1996).
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