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5.2: Describe Trends in Today’s Business Environment and Analyze Their Impact on
Accounting
The business environment never rests. Regulations are always changing, global competition continues to increase, and technology
provides continual disruption. Management accounting is always evolving due to changes in the business environment. The types
of information needed and obtainable have changed significantly over time.

Many areas of employment are impacting businesses and the managerial accounting function today. For example, more than 
percent of workers in the United States are employed within service industries, such as government agencies, marketing firms,
accounting firms, and airlines. The health-care and social service industries have doubled in size. However, as the number of
service jobs has increased, the number of manufacturing jobs, as a percentage of all jobs, has been decreasing.1 One of the primary
reasons for the decline in manufacturing jobs is automation and other technological changes.

How are service industries different from manufacturing organizations? The fundamental difference is the product they sell. The
service company, such as a marketing, legal, or consulting firm, produces intangible goods, meaning that the product has no
physical substance. Manufacturing companies produce tangible goods, which customers can handle and see. This leads to another
significant difference between manufacturing companies and service firms: inventory. Service firms, unlike manufacturing, do not
have large inventories, because there is no tangible product. Manufacturing will have inventories of raw materials, of goods that are
in the process of being produced and goods that have been completed but not yet sold. Managerial accountants must track all of this
information for manufacturing companies. However, managerial accountants are still needed within service-based firms to track
time, materials, and overhead. For example, Boeing Company is a manufacturer of airplanes. Their accountants must track several
different types of inventory categories, direct labor, and overhead costs, among other things. One of Boeing’s customers, Delta Air
Lines, is a service-based company. The managerial accountants for the airline also are responsible for following costs, but their
reports are targeted toward industry-specific measures such as operating margins, revenue from passenger miles, load factors, and
passenger yield, among others.

Much of managerial accounting focuses on manufacturing. However, the techniques used for cost accounting for manufacturing
companies also can be applied to service-based organizations. The former would develop a cost of goods manufactured schedule,
and the latter would need a cost of service schedule. The structure of the reports is principally the same, but section headings would
reflect the type of organization.

Technology
Business entities always look for ways to leverage technology. Any type of technology that can increase production, reduce costs,
or increase safety will attract attention from the business world. There are many areas of technology that businesses have used
already, but to continue reaping those benefits, these companies need to adjust quickly with the ever-advancing business
technology.

Companies have the ability to integrate many of their business processes through enterprise resource planning (ERP) systems,
which help companies streamline their operations and help management respond quickly to change. Although they are expensive,
these systems help alleviate the complications that arise from business systems that do not coordinate with one another. For
example, a company may have many different individual systems for each function: human resources may have a system to track
employees’ insurance benefits, training, and retirement programs, while payroll may have a program that tracks employees’
earnings, taxes, deductions, and direct deposit information. Much of the information human resources and payroll collect is the
same. Having one system with different silos is much more efficient than having two separate systems. Management must be aware
of and adapt to whichever type of system that the business has—either one ERP or several independent systems that may not
coordinate information (Figure ).
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Figure : Eight Primary Components of Enterprise Resource Planning (ERP). The diagram shows the role of ERP in
streamlining a business by coordinating the various components of that business. (attribution: Copyright Rice University,
OpenStax, under CC BY-NC-SA 4.0 license)

Businesses have been on the forefront of advancing technology. As computer systems developed throughout the twentieth century,
they brought with them the potential for many benefits, but the business world needed to adapt and transform their infrastructure.
Over the last forty years, tangible assets (buildings, machinery, and vehicles) have declined from 80 percent of a company’s value
to  percent, while intangible assets (trademarks, patents, and competencies) are now at an average of  percent of a company’s
value. It can be difficult to put a value on some of the intangible assets, but it is not hard to realize they do have worth. JetBlue has
the number one brand loyalty of all North American airlines. Apple has built a kingdom around brand loyalty. Intangible assets can
give a company a competitive edge, entice consumers, and protect the organization’s brain trust.

Technological advances can directly affect managerial accounting reports, through estimates of overhead costs. Historically,
overhead was typically calculated on the basis of relatively straightforward relationships, such as direct labor costs or direct labor
hours. With the advancements through automation, in many instances, direct labor costs are much lower and no longer relevant in
computing overhead costs. Automation is a method of using systems such as computers or robots to operate different processes
and machinery to improve efficiencies and lower direct labor costs. Companies use automation to remove the complex, superfluous
stages from a process in order to streamline the practice. In essence, labor is being traded for machine production. Such industries
as auto production are excellent examples. This exchange of direct labor for greater costs in overhead for such factors as machinery
depreciation will be addressed in Job Order Costing and Process Costing on calculating production costs.

Automation has changed the production of automobiles over the last  years. This 100-second video from Ford
Motor Company on automation demonstrates this concept.

With the growth of the Internet and the speed by which information is shared, businesses can now communicate with employees
from around the world within seconds. This has made outsourcing common in certain sectors. Outsourcing is hiring workers
outside of the company who perform their tasks inside or outside of the country. Most of the exported jobs have gone to less-
developed countries, where there are lower labor costs. Outsourcing saves the company money on labor and overhead costs and has
become a major trend over the past several years. More and more organizations, both large and small, are now using outsourcing as
a way of growing their entities without adding additional labor and overhead costs. Outsourcing allows a company to focus on its
own competencies and hire those outside sources to handle other duties.

Another technology that is quickly becoming widespread is radio-frequency identification (RFID). This technology uses
electromagnetic fields to routinely identify and trace inventory tags that have been attached to objects. The tags contain information
that has been stored by electronic means. The RFID tags can made into many shapes and sizes and enclosed in many different
materials. These tiny devices have advantages over the common bar code. They do not need to be positioned precisely over the
scanner and cannot be manipulated like barcodes. This technology has been used for many years in identifying and tracking lost

5.2.1

15 85

 Link to Learning

100

https://libretexts.org/
https://creativecommons.org/licenses/by-nc-sa/4.0/
https://biz.libretexts.org/@go/page/131646?pdf
https://biz.libretexts.org/Bookshelves/Accounting/Managerial_Accounting_(OpenStax)/04%3A_Job_Order_Costing
https://biz.libretexts.org/Bookshelves/Accounting/Managerial_Accounting_(OpenStax)/05%3A_Process_Costing
https://www.youtube.com/watch?v=AgL1ZL_sh08


5.2.3 https://biz.libretexts.org/@go/page/131646

pets, but it was considered too expensive for more extensive use in industry. With the advancements over the last several years,
RFID devices are now seen as “throwaway” control devices. One company recently signed a contract to sell  million RFID tags
at a cost of about ten cents per device. Other current uses include antitheft tags attached to merchandise, credit card chips, and
heavy-duty transponders used in shipping containers. New uses being investigated include RFID chips in passports, food, and
people.

With the increase in global businesses and competition, there has been an increased focus on outsourcing in order to reduce
costs. As you’ve learned, outsourcing involves hiring an outside company to provide services or products rather than having
them produced internally.

For example, you are the vice president of operations for a manufacturing firm. Other firms similar to yours have outsourced
some of the product assembly. You estimate that you could save a significant amount of money on wages and benefits, as you
would let go approximately ten workers if you outsource. Would you outsource? Why or why not?

Lean Practices
All companies want to be successful. This requires continuously trying to improve the function of the organization. A lean business
model is one in which a company strives to eliminate waste in its products, services, and processes, while still fulfilling the
company’s mission. This type of model was originally implemented by the Japanese automaker, Toyota Motor Corporation, soon
after the end of World War II. The implications of an organization adopting a lean business model can be overall business
improvement, but a lean business model can be difficult to implement because it often requires all systems and procedures that an
organization follows to be readjusted and coordinated. Managerial accounting plays a vital role in the success and implementation
of a lean business model by providing accurate cost and performance evaluation information. Entities must comprehend the nature
and sources of costs and develop systems that encapsulate costs accurately. The better an organization is at controlling costs, the
more it can improve its overall financial performance. Continuous improvement is the manufacturing process that rejects the
ideas of “good enough.” It is an ongoing effort to improve processes, products, services, and practices. This philosophy has led
organizations to adopt practices such as total quality management, just-in-time manufacturing, and Lean Six Sigma. The
fundamental ideas of all of these involve continuous improvement; they differ only in focus.

Total quality management (TQM) concentrates on quality improvement and applies this benchmark to all aspects of business
activities. In TQM, management and employees look to reveal waste and errors, streamline the supply chain, improve customer
relations, and confirm that employees are informed and properly trained. The objective of TQM is continuous improvement by
concentrating on systematic problem-solving and customer service. Scientific methods are used to study what succeeds and what
does not, and then the best practices are implemented throughout the organization.

However, the pursuit of total quality will cost the company money. With the help of management accountants, companies can track
these costs and forecast whether or not the improvements will eventually save the organization money down the road.

Just-in-time (JIT) manufacturing is an inventory system that companies use to increase efficiency and decrease waste by
receiving goods only as they are needed within the production process, thereby reducing warehousing costs. This method requires
accurate forecasting. Managerial accountants work together with purchasing and production schedulers in keeping the flow of
materials accurate and efficient.

This method was initiated by Toyota Motor Corporation, and it has expanded to many other manufacturing organizations
throughout the world. Toyota set the example by controlling their inventory levels by relying on their supply chain to deliver the
raw materials it needed to build their cars. The parts arrived just as they were needed, not before or after.

One major advantage of JIT manufacturing is reducing costs by eradicating warehouse storage needs. Organizations, in turn, tend
to spend less money on raw materials because of a reduction in spoilage and waste. Another advantage is that companies can easily
move from the assembly of one product to the assembly of another.

Disadvantages of JIT manufacturing start with its complexity. In moving from a traditional manufacturing approach to a JIT
approach, management must reconfigure the entire flow of the production process, from the initial use of the raw materials to the
output of the final finished good. Another disadvantage of JIT manufacturing is that it makes organizations more susceptible to
disruptions in the supply chain. If a supplier of raw materials has a labor strike, weather problems, a breakdown of machinery, or
some other catastrophe and cannot deliver the materials on time, that one supplier can shut down an entire production process and
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delay delivery of finished goods. An example of this occurred in 2011 after a tsunami and earthquake hit Japan and disrupted
production at a critical supplier of auto parts. General Motors (GM) facilities in the United States announced they would have to
shut down assembly plants where they could not continue production without the parts from Japan.

Lean Six Sigma (LSS) is a quality control program that depends on a combined effort of many team members to enhance
performance by analytically removing waste and diminishing variations between products. The lean component of LSS is the
concept that anything that is not needed in a product or service, or any unnecessary steps that exist, add cost to the product or
service and therefore should be considered waste and eliminated. The Six Sigma component of LSS has to do with the elimination
of defects. Essentially, as a company becomes leaner, it should also be able to reduce defects in manufacturing or in providing a
service. Fewer defects add to cost savings through the need for fewer reworked products, fewer repeat service calls, and therefore,
more satisfied customers. It was developed by Motorola in 1986 and emphasized cycle-time improvement and the reduction of
defects. This process has shown to be a powerful way of improving business efficiency and effectiveness. As organizations
continue to modify and update their processes for optimal productivity, they must be flexible. As of 2017, LSS had developed into
a business management way of thinking that focused on customer needs, customer retention, and improvement of business products
and services. There are many establishments, including Motorola, that now do LSS training. There are certifications including
white belt, yellow belt, green belt, black belt, and master black belt. The belts signify an employee’s knowledge regarding LSS. For
example, a white belt understands the terminology, structure, and idea of LSS and reports issues to green or black belts. A green
belt typically manages LSS projects, and a master black belt works with upper-level management to find the areas in the business
where LSS needs to be implemented, leads several LSS teams, and oversees implementation of those projects.

Kaizen (Japanese for change for the better) is another process that is often linked to Six Sigma (Figure ). The two concepts
are often used together for process improvements, as they both are designed for continuous improvement by eliminating waste and
increasing efficiencies. The concept of kaizen comes from an ancient Japanese philosophy that involves continuously working
toward perfection in all areas of one’s life. It was adopted in the business world after World War II in an effort to rebuild Japan. It
centers on making small, day-to-day changes that develop into major improvements over time. The key behind the success of
kaizen comes from requiring all employees—from the CEO at the top, all the way down to the shop-floor janitors—to participate
by making recommendations to improve the organization. From the start of the process, it must be well defined that all
recommendations are appreciated and that there will be no adverse results for participating. Workers, instead, should be rewarded
for any modifications that advance the workplace. Employees become more self-assured and invested when they help improve the
company.

Figure : Kaizen Board Showing Kaizen Process and Some Related Tactics. (credit left: modification of “Woman Standing in
Front of Sitting People” by “rawpixel.com”/Pexels, Pexels license / Public Domain; right: modification of “A few kaizen tactics”
by Sacha Chua/Flickr, CC BY 2.0)

Another lean practice, the theory of constraints (TOC), involves recognizing and removing bottlenecks within the value chain that
may be limiting an organization’s profitability. This philosophy, developed by Dr. Eliyahu M. Goldratt, is a valuable instrument for
improving the flaws in processes. The main goal of this methodology is to remove obstructions, or constraints, which are referred
to as “bottlenecks.” There are several types of bottlenecks that organizations must deal with endlessly. One example occurs at the
grocery store when it is crowded and there are only three checkout lanes open but ten people in each line. Obviously, the bottleneck
is created by having too few checkout lanes open. The bottleneck can be mitigated by opening more checkout lanes. Other
examples are listed in Table .

Table : Examples of Constraints

Bottleneck Examples

Physical Employee resources, limited space, equipment resources

Policy Procedures, regulations, contracts
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Bottleneck Examples

Culture “It’s the way we’ve always done it”

Market Size of the market, demand for product, nature of competition

There are five steps in the cycle of continuous improvement under TOC:

1. Identify the system constraint.
2. Decide how best to exploit the constraint and make quick changes using existing resources.
3. Subordinate everything else to the process to ensure alignment with and support of the needs of the constraint.
4. Elevate the system’s constraint, and determine if the constraint has shifted to another area in the process.
5. Repeat the process.

This is a continuous cycle; therefore, once a bottleneck is solved, the next bottleneck should be addressed immediately (Figure 
).

Figure : Five Focusing Steps of the Theory of Constraints in Its Cyclical Process. (attribution: Copyright Rice University,
OpenStax, under CC BY-NC-SA 4.0 license)

Balanced Scorecard

The balanced scorecard (BSC) approach uses both financial and non-financial measures in evaluating all attributes of the
organization’s procedures. This approach differs from the traditional approach of only using financial measures to evaluate a
company. While financial measures are essential, they are only a portion of what needs to be evaluated. The balanced scorecard
focuses on both high-level and low-level measures, using the company’s own strategic plan. This method assesses the organization
in four separate perspectives:

Financial. The financial measures are the major focus of the BSC—but not the only measures. This perspective asks questions
like whether the organization is making money or whether the stockholders are pleased.
Customer. The BSC also evaluates how the organization is perceived, from the customer’s perspective. This measures customer
satisfaction, new customer growth, and market share.
Internal process. The internal procedures and processes perspective observes how smoothly things are running. This perspective
will examine quality, efficiency, and waste as they relate directly to the products or services.
Learning and growth/capacity. This area evaluates the entity and its performance from the standpoint of human capital,
infrastructure, culture, technology, and other areas. Are employees collaborating and sharing information? Does everyone have
access to the latest trends in training and continuing education in their areas?

The main advantage of this approach is that it offers organizations a way to see the cause-and-effect in the objectives. For example,
if an organization would like to make more money in order to pay higher dividends to its stockholders, the organization will need to
increase market share, improve customer satisfaction, or grow its customer base. In order to make customers happier or gain new
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customers, the organization could try to reduce defects and increase the overall quality of the products; to accomplish that, the
organization could retrain or offer new training to its employees.

Globalization
The development of business through international influence or extending social and cultural aspects around the world is known as
globalization. It has expanded our competitive borders, giving customers more alternatives. Customers can order an item from
another country with the click of a button and have that item delivered in a few days or less. How has globalization affected
companies? Not only must they choose between ordering goods or components globally, but they must decide in which countries to
sell their goods, and in which companies they may be able to establish factories.

Globalization affects management accountants in several ways. Companies need real-time, accurate information to make good
decisions, so more timely and accurate information is needed. As companies expand globally, managers need to know the cost of
operating internationally, as well as the laws, rules, and customs. Globalization also can expose companies to improvements in
running a business.

Debates continue as to the positive and negative consequences of globalization in all of its contexts. The advantages of
globalization include helping developing countries in creating jobs, developing industries, differentiating and expanding their
markets, and bettering their standard of living for their citizens. Some believe the expansion of pop culture around the globe to be
an advantage of cultural globalization. It has multiplied the interchange of ideas, music, art, language, and cultural ideals. On the
other side of the debate, one common criticism of globalization is that it has enhanced wealth disparity and, further, that
organizations of the Western world have benefited much more than those anywhere else. There is also the argument that
globalization is improving standards of living worldwide as industrialization is expanding, but it is causing global warming and
climate change, due to the greenhouse gases the factories emit. Additionally, in some areas it has led to the abuse and misuse of
natural resources and caused other detrimental consequences.

How do these various globalization debates affect businesses? A successful company must be profitable to stay in business, but
profitability is not the single key to success. A successful company must also consider the environment in which it operates—
culturally, socially, environmentally, and economically—which requires companies to evolve and adjust as each of these
environments changes. This evolution means that companies must continually evaluate themselves and their impact on all of their
stakeholders, which include investors, creditors, management, employees, customers, governments, and, either directly or
indirectly, the world. What companies used as measures of success forty years ago are different from the measures used twenty
years ago, and those are different from those that are used today, and still different from what will be needed in the future.
Management accounting is the area in which many of these changing measures are either generated or evaluated. Such measures
not only evaluate the cost effectiveness of products or services, but determine the best way to evaluate and reward employees and
evaluate the cost-benefit of environmental protections, the impact of automation versus outsourcing, and the cost of training and
educating employees.

In an article in Business 2 Community, Kate Gerasimova draws on her experience within the Russian and American business
environments to discuss the role of ethics in global business endeavors. Ethics are the principles, and the values that underlie
them, that allow us to determine what is right and wrong. According to Gerasimova, ethics fall into three categories: “code and
compliance, destiny and values, and social outreach.”2 In the global business context, she also emphasizes the importance of
respecting differences in values held by coworkers, communicating honestly in business dealings, and building trust. To assist
in the application of the organization’s ethical approach to doing business in a different culture, it needs to develop a set of
“core values as the basis for global policies and decision-making.”3 Gerasimova notes that organizations also need to consider
that “clients and coworkers may have a different perspective on ethics and proper behavior than those to which you are
accustomed.” To address the different perspectives, an organization should train its employees to be culturally sensitive while
balancing the need for rules and policies with the ability for employees to be flexible and to use their imagination.

Social Responsibility and Sustainability
What is sustainability, and what does it have to do with businesses? The United Nations definition is “the ability to meet the needs
of the present without compromising the ability of future generations to meet their own needs.”4 Usually, sustainability is viewed
as having three components: economic, social, and environmental. Obviously, a business cannot continue into the future unless it is
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economically sound; however, if it maintains its economic status by depleting too many natural resources or paying illegal wages,
then that company is not practicing good social responsibility.

Corporate social responsibility (CSR) is an organization’s programs that evaluate and take responsibility for the organization’s
effects on environmental and social welfare. There are many aspects of corporate social responsibility, including the types,
locations, and wages of the labor employed; the ways in which renewable and nonrenewable resources are utilized; how charitable
organizations or local areas in which the company operates are helped; and setting corporate employee policies such as maternity
and paternity leave that promote family well-being. Although the causes and cures of climate change are open to discussion, most
will agree that everyone, including corporations, should do their part to avoid further damage and improve any negative impact on
the environment.

As New Belgium Brewing Company states on their website: “We’re New Belgium and we pollute. There. We said it. We are
not perfect and we know it.” But New Belgium Brewing has become a leader in sustainability. They preach it in every aspect
of the company: production, marketing, employees, and customers. The company makes the point that being energy efficient is
not only being environmentally responsible, it is being financially responsible through their “internal energy efficiency tax.”
The company uses many different metrics to track and improve its impact on the environment. For example, the company
measures its energy usage and taxes itself on energy consumption and then saves those internal tax dollars to implement further
energy savings by installing new processes and techniques. They divert 99.9 percent of the waste from their brewery away
from landfills. The company makes enough in recycling revenues to pay four salaries. These are just a few ways in which New
Belgium Brewing faces the challenges of social responsibility. Read more at

http://www.newbelgium.com/Sustainabi...mental-Metrics.

In late 2016, the Paris Agreement (Paris Accord) brought together nations for the common cause of combating climate change.
There were  nations in attendance, and until recently, all  ratified or agreed to the effort. It requires all partners to pursue
specific endeavors to keep the global temperature rise to  degrees Celsius above that of preindustrial levels. This would be
accomplished by voluntarily reducing greenhouse gas emissions. In early 2017, US President Donald Trump announced that the
United States would withdraw from the agreement. At that time, only Syria and Nicaragua were holdouts. Since then, both have
signed the agreement, leaving the United States now as the lone holdout, although it will take several years for the formal
withdrawal. In spite of the president’s announcement, there have been representatives from cities, states, corporations, and
universities around the United States that have pledged to continue with the agreement and meet the greenhouse gas emission
targets as set out in the Paris Accord. Many of the corporations who have promised to move forward with reducing greenhouse
gases have expressed that the Paris Accord expands markets for groundbreaking clean technologies and that it creates employment
opportunities alongside economic growth.

In terms of managerial accounting, sustainable business practices create many issues. Organizations need to decide what elements
will be measured. For example, minimizing electricity consumption, maximizing employee safety, or reducing greenhouse gases
may be the biggest issue of concern for a company. Then, the company needs to determine ways of measurement that make sense
regarding those items. Companies are becoming more aware of their impact on the world, and many are creating social
responsibility reports in addition to their annual reports. This type of reporting requires different types of information and analysis
than the typical financial measures gathered by companies. This is sometimes referred to as the triple bottom line, as it assesses an
organization’s performance not only relating to the profit, but also relating to the world and its people, and will be covered in
Sustainability Reporting.

Zaley is an aerospace manufacturing firm in the southwest United States. They manufacture several products used in the
aviation and aerospace industry. The company has been steadily growing over the past ten years in both sales and personnel.
The engineering and design team uses computerized aided drafting (CAD) to design the various products that are produced by
the machining division.

The machining division recently implemented significant technological improvements by installing an advanced technique
using hard-metal and aluminum high-speed machining. The following managers are involved with the machining division:

Alex Freedman, technical specialist (supervises all computer programs)

 Concepts in Practice: Corporate Social Responsibility at New Belgium Brewing
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Emma Vlovski, sales manager (supervises all sales agents)
Kayla McClaughley, cost accounting director (supervises all cost accountants)
Mwangi Kori, lead test engineer (oversees all new-product testing and design)
Torek Sanchez, production director (supervises all manufacturing employees)

Each of these managers needs information to make decisions needed to carry out the respective jobs.

Think about what might be involved in the job of each of these managers and the types of decisions they may be required to
make in order to meet the goals of the company. What information would be needed by each of the managers?

Solution
Answers will vary. Sample answer:

Alex Freeman, technical specialist (supervises all computer programs), needs information on the hours and type of usage
possibly by department or by individual to ascertain if the equipment is being used effectively or if the programs used by
the company are appropriate or additions or deletions need to be made. In addition, this information is needed to address
how much and what type of staffing he needs in his department.
Emma Vlovski, sales manager (supervises all sales agents), would want information about the level and type of sales for the
company as a whole as well as for the individual sales agents. She would want to know which products are selling well,
which ones are not, which sales agents are being the most successful, and why they are more successful than the others.
Emma would also want information on how the agents are compensated, as this may be tied to the sales agent’s efforts to
meet sales goals.
Kayla McClaughley, cost accounting director (supervises all cost accountants), would want to know what tasks the cost
accountants perform, how much time they spend on these tasks, and whether there are any redundancies in workload so that
improvements in efficiency can be made. If any of the accountants has certifications such as CPA or CMA, she would want
to know if they are keeping their certifications current through continuing professional education.
Mwangi Kori, lead test engineer (oversees all new-product testing and design), would need information on the efficiency
and effectiveness of each of the products tested, including success and failure rates. She would want information on how
well the policies and procedures for design changes are being followed and if those policies and procedures need updating
or rewriting.
Thomas Sanchez, production director (supervises all manufacturing employees), would want information on hours worked,
pay rates, and training (past and ongoing) for the manufacturing employees. She would also want information on how each
individual employee performs his or her role in the manufacturing environment. For example, are there particular
employees who have fewer defects or down time in their part of the process than others?
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