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Abstract. This paper aims to systematically study the multifaceted role of
management accounting within the framework of enterprise financial risk
management, with a specific focus on its practical implications and operational
mechanisms. Through a comprehensive synthesis of extant literature review and
an in-depth case study, this paper examines how Starbucks apply management
accounting tools to help its management enhance the abilities of cost-control,
decision-making and recourse allocation to respond to financial risks. The
findings suggest that management accounting plays a crucial role in cost control
and budget management when firms experience financial risks. However, there
remains room for improvement in its practical application. In the future, firms
can integrate advanced technologies, such as big data analytic and artificial
intelligence, into management accounting to address financial risks. This study
provides insights that can help firms better apply management accounting tools
to prioritize high-value operations and reduce inefficient expenditures,thereby
strengthening financial stability and mitigating insolvency risks during periods
of financial stress.
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1 Introduction

In recent years, the uncertainty of the global economic environment has significantly
increased, and enterprises are facing a growing and diversified range of risks. The
achievement of their goals is now confronted with unprecedented challenges. Enterprise
risk management has become a decisive factor in the survival and development of
businesses, with management accounting playing an indispensable role in this process.
Management accounting plays a crucial role within organizations by optimizing
resource allocation, enhancing decision-making accuracy, controlling costs and
assisting companies in mitigating risks, especially financial risk [1]. This paper uses
Starbucks as a case study to explore how management accounting tools help the
company predict and respond to financial risks such as rising costs and challenges to
market share in the highly competitive coffee market. This study contributes to the
research on the application of management accounting and provides new ideas for
enterprise financial risk management. It also provides practical guidance to businesses
to improve management practices and achieve sustainable development. This paper first
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reviews the literature on relevant theories, then analyse how Starbucks applies
management accounting to deal with financial risks. By clarifying the role of
management accounting in Starbucks' financial risk management, identifying existing
issues and providing solutions, this research offers references for businesses in
managing financial risks in the future.

2 Overview of Management Accounting

2.1  Functions of Management Accounting

Management accounting covers a wide range of functions that play a vital role in
helping organizations achieve their strategic objectives. These functions include
identifying, recording, measurement, reporting and evaluating various financial and
non-financial data to support managerial decision-making [2]. Through these processes,
management accounting enables businesses to better understand their economic
conditions, optimize resource utilization and make informed decisions. Essentially, it
serves as a tool for management to confirm strategic directions, assess tactical
developments, and monitor operational activities, ensuring that resources are used
efficiently to meet organizational goals. Core functions of management accounting
include cost analysis and budget preparation. Cost analysis involves tracking and
recording the different types of costs incurred by the business, such as direct costs,
indirect costs and fixed costs [3]. By conducting cost analysis, companies gain valuable
insights into the structure of their products or services, identify the key cost drivers, and
develop strategies for controlling costs. This helps organizations improve profitability
and manage resources more effectively. Budget preparation, on the other hand, is an
essential aspect of management accounting that involves forecasting future financial
performance, planning resource allocation and setting targets. It enables management
to anticipate potential financial outcomes and make decisions in advance. Management
accountants also assist in creating various types of budgets, including financial, sales
and production budgets, to ensure that resources are allocated optimally across different
departments and functions [3]. This process not only helps in managing day-to-day
operations but also aligns the company’s activities with its long-term strategic goals,
ensuring sustainable growth.

Overall, management accounting serves as a cornerstone for decision-making,
performance evaluation and financial planning within an enterprise. By providing the
necessary data and analytical tools, it enables management to navigate complex
business environments, optimize resource allocation and implement strategies that
drive the company towards achieving its objectives.

2.2  Management Accounting Tools

Management accounting encompasses a wide range of tools, which can be classified by
function into forecasting, decision-making, controlling, planning and evaluation. These
tools are designed to support managerial decision-making and to ensure the efficient
and smooth operation of an organization [4]. In practice, management accounting tools
are the primary means for achieving accounting objectives. Their purposes are to
enhance economic efficiency strengthen competitive advantages, and support strategic
goals. Within this framework, the commonly used management accounting tools
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include cost management tools, forecasting tools and performance management tools.
These tools play a critical role in optimizing business processes, guiding decision-
making, and contributing to the long-term success and sustainability of the
organization.

3 Overview of Financial Risk Management

3.1 Financial Risk Classification

Modern enterprise financial risks can be divided into internal and external risks. Internal
risks fall into three categories: financing financial risk, investment financial risk and
operational financial risk. Financing financial risks include interest rate risk, exchange
rate risk, purchasing power risk, refinancing risk and others. As for investment financial
risks, enterprises' investment activities include direct investment and securities
investment, with securities investment further categorized into bond investment and
stock investment. These investment activities gives rise to various risks, including
interest rate risk, exchange rate risk, default risk, and reinvestment risk. Finally,
operational financial risks include production risk, procurement risk, and inventory risk.
Some scholars believe that internal financial risks should also include guarantee risks
and risks related to the internal control environment. External risks can be classified
into natural risks, political risks, social risks, economic risks, and others [5].

3.2 Financial Risk Control Measures

Financial risks in enterprises are influenced by both external factors and internal factors.
Internal factors can be further divided into financing decision errors, lack of
profitability, poor asset liquidity, corporate governance issues and the impact of
industry types. In response to these various factors, enterprises adopt different measures
to control financial risks. For external factors, companies typically focus on enhancing
awareness of the financial risks posed by the external environment. This includes
optimizing organizational management structures, reasonably arranging the flow of
funds, establishing a comprehensive risk early-warning system, and taking effective
actions to respond promptly to the complex changes in the external environment that
could lead to financial risks. As for internal factors, enterprises generally strengthen
internal financial system supervision, improve financial risk assessment mechanisms
and use techniques such as sensitivity analysis to assess financial risks. These measures
help businesses better manage and control their internal financial risks and ensure the
organization’s stability and sustainability.

3.3 Financial Risk Management Process

Financial risk management is an organized and planned approach to control the
company’s financial activities. In general, the financial management process in an
enterprise involves the following steps: financial risk identification, financial risk
analysis, financial risk management strategies and the formulation of action plans.
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4 The Application of Management Accounting in Corporate
Financial Risk Management

Management accounting has become an important component of corporate accounting.
It typically integrates financial accounting data with other operational information,
focusing on three key areas: cost, profit, and capital, for comparative analysis. Many
enterprises apply management accounting in the process of financial risk management,
which primarily includes risk identification, decision support, cost control and internal
supervision [6]. Through management accounting tools, companies can predict future
financial trends and promptly identify financial risk points for early warning.
Additionally, in daily business activities, management accounting can be used to
monitor changes in the external environment, thereby enhancing financial risk
management capabilities. In the current era, with the continuous development of big
data and technology, management accounting tools are also constantly improving,
making the identification and response measures for corporate financial risks more
diverse and effective.

4.1 Risk Identification

Management accounting can be used for the early identification and assessment of
corporate risks, thereby establishing a risk warning system. In practice, it systematically
collects and organizes both internal company data and external information. Within the
company, management accountants typically use tools such as sensitivity analysis and
Monte Carlo simulations to assist in risk identification [2].

4.2  Decision Support

Management accounting provides solid support for the decision-making process and
guides decision optimization. It plays a key role in precise cost and benefit analysis,
enhancing the company's ability to forecast risks. Furthermore, management
accounting excels in constructing risk scenario models and conducting in-depth
analysis, helping management understand the potential consequences of various risk
scenarios and laying the foundation for formulating proactive response mechanisms. In
addition, management accounting plays a significant role in investment and financing
strategies [2].

4.3  Cost Control

Management accounting plays a core role in corporate risk control. First, it typically
uses cost analysis methods to identify potential financial risk factors within the
company's expenditures, classifying and measuring various costs to distinguish
wasteful and irrational spending. Secondly, management accounting helps develop cost
control strategies reasonable limits on company expenditure. Finally, management
accounting maximizes resources utilization, ensuring the efficient allocation of
corporate resources. It is particularly beneficial in equipment management and human
resource cost allocation [2,7].

4.4 Budget Management

Management accounting also plays a crucial role in budget management. First, it
typically uses tools such as zero-based budgeting and flexible budgeting to formulate
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precise budget plans. While developing these budgets, management accounting can also
generate analysis reports, helping the company quickly adjust strategic plans and
tighten cost control [2]. Through budget management, companies can receive guidance
on risk management and proactively mitigate financial risks.

5 Analysis of Starbucks’ Financial Risk

5.1 Overview of Starbucks

Development History. Starbucks was founded in 1971 in Seattle, USA. It has become
the largest and fastest-growing coffee chain in the world since then. As the first
specialty coffee company, Starbucks went public in June 1992, which had a significant
impact on the brand's growth and its global business expansion. In 1998, Starbucks
opened its first store in Taiwan. In 1999, it opened its first store on the mainland in
Beijing. Currently, Starbucks has over 26,000 stores across 75 countries [8].

Business Model. After entering overseas markets, Starbucks adopts four business
models based on the specific conditions of each country: franchising, licensing
agreements, joint ventures and sole proprietorship [9]. The company is currently
divided into three main divisions: the Americas Business, which includes the United
States, Canada, and Latin America, where coffee, other beverages, snacks and related
products are sold through company-operated and licensed stores; the International
Business, which covers China, Japan, other Asia-Pacific regions, and EMEA (Europe,
the Middle East, and Africa), where similar products are sold through both company-
operated and licensed stores; and Channel Development, which involves selling
packaged coffee, tea, and ready-to-drink beverages to customers outside of company-
operated and licensed stores.

In terms of its business model, Starbucks has developed a unique approach. Initially,
Starbucks adopts a customer segmentation strategy, targeting middle to high-income
consumers who are less sensitive to price. In the internet era, Starbucks has refined its
understanding of consumer preferences and behaviors, allowing for more precise
customer profiling. Additionally, Starbucks places a strong emphasis on customer
relations by focusing on consumer experience and providing rigorous training for its
employees. In different international markets, the company tailors its services to local
cultural and regional contexts, adding emotional value for its customers [10]. Before
the widespread use of electronic payments, Starbucks introduced the Starbucks Card,
which reduced transaction times and improved customer interaction. Rather than
relying heavily on advertising, Starbucks focuses on opening stores in high-footfall
commercial areas. This and other business strategies have helped Starbucks maintain
its leadership position in the coffee industry.

5.2 Main Financial Risk Faced by Starbucks

Currently, Starbucks' overall financial situation is relatively good, but concerns about
its debt repayment capacity have raised the risk of insolvency. By the end of fiscal year
2021, Starbucks' debt-to-equity ratio had reached 116.93%. Since fiscal year 2018, the
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company’s retained earnings have sharply declined, with negative retained earnings
reported for the 2019-2021 fiscal years, which contributed to the company’s insolvency.
The primary reason for this situation is the launch of "Accelerated Share Repurchase"
program by its board in 2018, with a total value of $25 billion. Additionally, with the
increased issuance of long-term bonds, Starbucks issued a total of $12.308 billion in
long-term bonds between fiscal years 2018 and 2021, while only repaying $1.107
billion of those bonds. This resulted in an increase of $11.201 billion in the company's
outstanding long-term debt. The share repurchases, which reduced total assets and
shareholder equity, heightened the need for debt financing, further increasing the
company’s debt levels and insolvency risk. Moreover, Starbucks’ financial policy of
returning funds to shareholders, notably through a 208% increase in cash dividends in
fiscal year 2020, has worsened its financial situation [11]. Over the 25-year period from
fiscal year 1997 to 2021, Starbucks issued only $3.848 billion in stock (including stocks
issued as part of equity incentive plans), but returned $31.662 billion to shareholders
(including share buybacks and dividends). This method of returning capital has further
contributed to the company’s growing insolvency problem. In addition, Starbucks’
rapid expansion has led to excessive capital occupation, high operational costs, and
slow product innovation, all of which has also negatively impacted sales revenue and
aggravated its financial problem.

6 Application of Management Accounting in Starbucks’
Financial Risk Management

6.1 Cost Control

Cost control not only focuses on the savings of raw materials, labor and operating costs,
but also extends to areas such as capital management, project planning, and risk
management. In the process of cost control, the application of advanced information
technology and intelligent management tools has become an effective means for
companies to solve cost problems [12]. First, Starbucks has strengthened its bargaining
power over raw material costs, minimized waste during the production process and
optimized store energy efficiency. In overseas markets, taking the Chinese market as
an example, the main costs are in raw material trade and transportation, store leasing,
and employee salaries. Starbucks considers store rent as part of its investment and uses
management accounting tools such as target costing to set prices and control costs. In
terms of store location selection, Starbucks relies on a set of standardized data to
evaluate potential sites in order to reduce costs [13].

6.2  Budget Management

In budget management, Starbucks accurately identifies its target consumer groups and
forecasts market trends to develop financial plans that are both practical and forward-
looking. Starbucks strictly controls the budget and evaluates the effectiveness of new
product development and marketing activities to ensure that every investment generates
a positive return for the company. Starbucks applies management accounting tools such
as Net Present Value (NPV), Internal Rate of Return (IRR), and Payback Period to
assess the potential value and risks of each investment [13].
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7 Challenges and Solutions of Management Accounting in
Practice

7.1  Effectiveness of Management Accounting in Business Practice

First, in terms of cost control, management accounting can provide businesses with
accurate cost information. Using management accounting tools such as standard costing
and activity-based costing, management accounting provides data support for the
business. Management accounting sets cost standards based on the actual situation of
business operations and compares them with actual costs to assist businesses in
controlling costs. In addition, management accounting can also provide strategies for
cost control. By analyzing the internal relationships between costs, operations, and
management, management accounting provides references for cost control [14].
Secondly, management accounting can provide internal management with financial
information, including financing management, profitability management, and
budgeting, helping management make decisions and improving management efficiency.
Management accounting can also support long-term strategies by helping businesses
optimize. The use of financial resources improves financial performance, and ensure
the safety of funds.

7.2 Problems of Management Accounting in Business Practice

Firstly, the cost control function of management accounting still has certain limitations
in the informatization level of cost accounting. This is primarily due to the absence of
comprehensive information systems. Secondly, most enterprises struggle with
insufficient proficiency in applying management accounting tools, and their analysis of
cost variations lacks scientific and systematic approaches. Additionally, the vast
majority of enterprises lack knowledge related to management accounting, and their
understanding is insufficient, leading to a lack of awareness in applying management
accounting in practice. Moreover, the professional competence of management
accounting personnel in enterprises needs improvement. Furthermore, the application
of management accounting in enterprises remains relatively narrow, often confined to
cost accounting and performance evaluation, making it difficult to distinguish it from
traditional financial accounting. Lastly, management accounting still has certain
limitations and deficiencies in financial risk management within enterprises, making it
difficult to fully realize its potential [7].

7.3  Solutions and Suggestions

In the practical process, enterprises can combine modern technologies such as big data,
cloud computing and artificial intelligence to establish a comprehensive information
system, enhancing the rigor of management accounting applications. In terms of talent
development, enterprises can establish performance evaluation standards to urge
management accounting professionals to improve their business capabilities and build
a strong management accounting talent team. Moreover, enterprises should encourage
cooperation between different departments. Cross-departmental collaboration can help
integrate financial data and economic information related to sales, human resources and
operations, thereby better utilizing the role of management accounting [2]. In terms of
risk control, enterprises can integrate risk management systems with financial
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management systems, and use management accounting tools to deeply explore the risk
factors behind the data, aiming to respond to and avoid risks, thereby achieving
sustainable development of the enterprise.

8 Conclusion

This paper, by analyzing Starbucks' financial risk control through cost control and
budget management, reveals the important role of management accounting in financial
risk management within enterprises. It also provides recommendations on how
businesses can better apply management accounting in practice. Starbucks has
successfully relied on management accounting tools and leveraged the role of
management accounting to achieve a certain level of financial risk management,
thereby enhancing its financial risk management capabilities. The Starbucks case
demonstrates the feasibility of applying management accounting to address internal
risks and achieve sustainable development in today’s complex and ever-changing
economic and external risk environment. Management accounting plays a unique role
in helping businesses make rational and data-driven decisions and in effectively
controlling financial risks arising from an increasingly complex economic environment.
It holds high strategic value and offers distinctive advantages. However, its practical
application still faces various shortcomings and challenges. Future research can focus
on addressing these practical issues and further explore its broader role in financial risk
management.
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