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MANAGEMENT ACCOUNTING AND SENSEMAKING - A GROUNDED
THEORY STUDY OF MALTESE MANUFACTURING SMES

by Francis Debono

This research investigates the role of management accounting within Maltese
manufacturing Small and Medium Sized Enterprises (SMEs). In particular it focuses
on the interaction between users and providers of accounting information. SMEs
make a substantial contribution towards value-added and employment in many of the
major economies and particularly so in a small country like Malta. In spite of their
importance, studies of management accounting practices and processes in this sector
have been rather limited. Taking an Interpretive approach, this research uses Corbin
and Strauss's (2008) Grounded Theory methodology to develop a substantive theory
of how management accounting information becomes significant to SME owners.

The research reveals that in a scenario where Maltese SMEs are facing increased
uncertainty, management accounting information performs an enabling function as it
provides a fundamental input to organisational sensemaking. This process is labelled
'enabling sensemaking through accounting information'. In order for this to take
place, a number of intervening conditions need to be satisfied. First and foremost a
trust threshold needs to be overcome before accountants are allowed to provide the
required information. Then accountants have to make sure that they gain in-depth
knowledge not only of the business functions but also the owners' vision for the
business. Owners on their part need to enable the accountants so that they may
effectively perform their roles.

This research contributes to Interpretive accounting research by extending the
knowledge of the phenomenon of sensemaking in a previously unexplored setting. It
demonstrates how management accounting and sensemaking are interwoven within a
sophisticated framework that requires users and providers of accounting information
to develop a strong personal relationship within SMEs. It also extends the knowledge
of the way in which trust plays a fundamental role in this type of relationship. The
study also serves to extend the applicability of Grounded Theory methodology and
shows how it provides an ideal platform to explore the management accounting
phenomenon as a complex behavioural construct.
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CHAPTER 1 - INTRODUCTION

1.1 Research background

This research aims to investigate the role of management accounting within Maltese
manufacturing Small and Medium Sized Enterprises (SMEs). In particular this thesis
will look at the interaction between users and providers of accounting information.
SMEs have the potential to make a vital contribution towards economic prosperity
whilst management accounting information can provide the necessary support that
may render SME decision-making more efficient and effective. Accountants, as the
principal providers of accounting information, are thus in a unique position to make
valuable contributions which will improve business performance directly and

national performance indirectly.

In spite of this potential, in-depth studies of management accounting practices and
process in SMEs have been limited. This research will try to address this lacuna and
contribute to the academic body of knowledge on this subject area. The specific aim
is to develop a theory which can explain the processes underlying the use of

management accounting information in the context of Maltese manufacturing SMEs.

The research does not aim to explore any specific management accounting
techniques as such. Rather, by looking at the management accounting phenomenon
across several businesses this thesis will propose a grounded substantive theory of
how accounting information becomes significant to users irrespective of the
management accounting tools used. The focus will therefore be on the social

processes that render management accounting information relevant.

1.2 Significance of the research

The aim of this research is to contribute to existent academic knowledge of
management accounting processes in practice. By engaging with the empirical world
of management accounting practice it will not only provide theoretical insights

valuable for academic researchers but also provide a concrete platform which can be



used by researchers to establish a fruitful dialogue with accounting and management

practitioners.

Within the European Union (EU), SMEs account for 99% of all businesses. Between
them they employ approximately two-thirds of all private sector employees and
generate over half of value-added contributed by all businesses (European
Commission, online.). They can thus be considered to be the "true back-bone of the
European economy, being primarily responsible for wealth and economic growth,
next to their key role in innovation and R&D" (European Commission, online.).
Therefore the more that is known about how they use accounting information, the

more can be done to provide them with the kind of accounting information they need.

The challenges being faced by businesses can have a significant impact on the use of
management accounting information. This will in turn have an impact on the
interaction between those who provide and those who use that information. This
makes this research particularly significant given the economic environment being

faced at the time of this study (2010-2014).

1.3 The underlying theoretical foundation of the research

This research focuses on the social processes and interactions relating to
management accounting that take place in an organisational setting. It is thus firmly
rooted within the Interpretive approach to accounting research. This sees accounting
as a social phenomenon that is created and interpreted by the actors involved. The
meaning and mode of utilisation of accounting information is not absolute but
relative to the individual, organisational and environmental influences. It is by
exploring these influences that researchers can achieve a deeper understanding of

how accounting information becomes meaningful.

The research strategy follows the principles of Grounded Theory (Glaser and Strauss,
1967, Strauss and Corbin, 1998, Corbin and Strauss, 2008). This approach allows for
issues that are relevant to the research participants to emerge from the participants

themselves. It therefore ensures that their interpretation of the phenomenon is

2



captured. Grounded Theory supports the Interpretive stance discussed in the previous
paragraph and facilitates the generation of theories that are transferable between

different audiences.

1.4 The Maltese scenario
1.4.1 SMEs in Malta
SMEs are defined by the European Commission (2003) as companies that satisfy the

following thresholds with regards to number of employees and turnover or balance

sheet total:

Compan Balance

pany Employees | Turnover | or | sheet
category

total

Medium-sized | <250 <€50m <€43m
Small <50 <€10m <€10m
Micro <10 <€2m <€2m

Table 1: Thresholds for SME classification (European Commission, 2003)

In terms of business size, the economic structure of Malta is similar to that found in
the EU indicated in section 1.2. However, the reliance of the Maltese economy on the
contribution of the SME sector is even more pronounced than for the rest of the EU
(European Commission, 2013). In Malta, SMEs generate 80% of employment,
compared to the EU average of 66.5% and 71.4% of value-added compared to the
EU average of 57.6%. This gap is expected to widen further in the coming years
(European Commission, 2013). The SMEs have had a crucial role in enabling Malta
to weather the economic crisis reasonably well with employment within this sector
increasing by 2.5% in the period 2008-12 (European Commission, 2013). During the
same period, manufacturing SMEs in particular outperformed large businesses both
in terms of employment levels (an increase of 2% against a reduction of 6%) and
value added (an increase of 3% versus a reduction of 13%). Together with wholesale
and retail trade, manufacturing contributes to more than 46% of both employment
and value-added within the SME sector (European Commission, 2013). Table 2

below provides a summary of this data:



Number of enterprises Number of employees Value Added

Malta EU27 Malta EU27 Malta EU27

Number Share Share Number Share Share Billion € | Share Share
Micro 24,837 94.1% 92.1% 41,660 36.0% 28.7% 1 29.1% 21.1%
Small 1,244 4.7% 6.6% 25,100 21.7% 20.4% 1 21.6% 18.3%
Medium- 265 1.0% 1.1% 25,942 22.4% 17.3% 1 20.6% 18.3%
sized
SMEs 26,346 99.8% 99.8% 92,702 80.0% 66.5% 2 71.4% 57.6%
Large 45 0.2% 0.2% 23,126 20.0% 33.5% 1 28.6% 42.4%
Total 26,391 | 100.0% | 1700.0% 115,828 | 100.0% | 100.0% 3 100.0% | 100.0%

Table 2: SMEs in Malta - basic figures (European Commission, 2103, p.2)

Maltese manufacturing companies that produce mainly for the local market have had
a long history of government protection. Import restrictions, import duties and quota
systems ensured that these companies had a ready market for their product with
limited external competition. Moreover further controls on the operation of the
market within Malta meant that competition between rival firms producing for local
consumption was also rather mild. When Malta joined the EU in 2004 this
protective/regulatory regime was gradually removed over a period of several years.
This had a major impact on most of these businesses and the Maltese government
had to spend considerable effort in assisting these businesses to face the new reality.
The dismantling of protective measures has driven the SMEs towards higher levels
of capital investment as they seek to become leaner and increase the value-added
content of their output. Moreover they are moving towards a more specialised human
resource requirement which in turn triggers further investment in staff training and

development (Ernst & Young, 2013).

The small size of the Maltese market presents a number of special challenges for
Maltese SMEs. The deregulated domestic market is very small meaning that it tends
to be dominated by a few firms which compete very intensively amongst themselves.

New entrants will find it very difficult to break into this market (Ernst & Young,




2013). The small size also allows limited opportunities to take advantage of
economies of scale. Manufacturing firms in particular will find that even minimum
orders from suppliers exceed their requirements and end up carrying very high level
of stocks which puts a substantial strain on their financing requirements (Ernst &

Young, 2013).

Financing options are also limited as the small size of the economy means that the
capital market is likewise constrained. There are no venture capital structures and
investment banks consider the local economy too small to provide a local service
(Ernst & Young, 2013). Thus SMEs have to rely almost exclusively on loan
financing through the main local banks. However since these are essentially
commercial banks they impose a substantial collateral burden and charge higher

interest rates (Ernst & Young, 2013).

The geographic isolation of Malta, a group of islands in the middle of the
Mediterranean Sea without permanent land connections, creates a number of unique
challenges for manufacturing businesses. Transport costs are necessarily higher and
this inflates the production costs, which in turn lead to higher prices for consumers
(Ernst & Young, 2013). The main transport link is via marine transport. This means
that re-supply is subject to delays and unreliable delivery schedules caused by natural

phenomena (Ernst & Young, 2013).

1.4.2 The accounting profession in Malta

Malta has a very well established accounting profession. With almost 2,000 fully
qualified accountants (Accountancy Board, 2014) it represents a sizable portion of
the approximately 165,000 (National Statistics Office, 2014) gainfully occupied
persons in Malta. Several routes are available for Maltese citizens to qualify as
accountants, the main two being the five-year course at the University of Malta and
the UK qualification provided by the Association of Chartered and Certified
Accountants (ACCA). At any one time there are approximately 1,000 individuals

pursuing professional accountancy studies. All first tier and many mid-tier



international accounting firms have a Maltese presence, managed almost exclusively

by Maltese partners.

In spite of these relatively large numbers given the size of the Maltese economy, the
market for accountants is very competitive. The very rapid expansion in the financial
services and online gaming sectors has created a shortage of qualified accountants
with the big four accounting firms having to resort to recruiting accountants from
other countries. All accountancy students at University are given employment
contracts by the time they reach the fourth year of their studies. As a consequence the
accountants' salaries have been pushed up whilst supply is restricted. Both of these
factors have an impact on the SMEs who find themselves having to pay very high

salaries in order to attract and retain their accountants.

1.5 Thesis layout

This thesis consists of nine chapters, including this introduction. A first literature
review is provided in Chapter 2. As is customary in a study that uses a Grounded
Theory approach such as this one, this will be rather generic and explore the nature
of management accounting and its possible applications within SMEs. The aim of
this chapter is to sensitise the researcher to possible issues and broad research

questions will be presented at the end of the chapter.

Chapter 3 will present an in-depth analysis of the various research paradigms, their
implications and the assumptions that researchers will have to make when deciding
to adhere with any of the paradigms. This discussion will focus mainly on the
paradigmatic framework proposed by Burrell and Morgan (1979). This framework is
analysed with particular reference to its applicability for accounting research.
Alternative frameworks are also discussed and evaluated. The chapter will then
focus on the Interpretive paradigm which is the paradigm that informs this research.
It will provide a discussion of how Interpretive research can contribute to the
development of academic accounting knowledge in such a way that it captures the

richness and complexity of the situations where accounting processes are carried out.



Then the arguments supporting the use of the Interpretive paradigm for this research

are presented.

Chapter 4 will describe the specific methodology used in this study. It will first
provide a justification for applying Grounded Theory. It will then explain in detail
the Grounded Theory research process. Finally it will explain the actual methods for

data collection and analysis used by the researcher.

Chapters 5 through to 7 present the findings from the fieldwork carried out for this
study. Mirroring the three levels of analysis suggested by Strauss and Corbin (2008),
each chapter will describe in detail each successive level. Chapter 5 will present the
first phase of analysis, namely open coding. The process of open coding is explained
and twenty-five open categories are described in detail. At this stage no attempt is
made to establish linkages between the categories. This begins to happen in the next
stage of analysis, i.e. axial coding which is presented in chapter 6. The chapter
describes the process by which open categories are grouped into eight axial
categories which are then explained in detail. Chapter 7 presents the final stage of
analysis namely selective coding. In this chapter the manner in which a core category
emerges is explained in detail. The core category connects all the underlying axial
categories into a unified grounded theory. This was achieved following Strauss and
Corbin's (2008) paradigm model. The components of the model are explained in
detail and then applied to the research findings. This leads to the presentation of the
core category "enabling sensemaking through accounting information" which
represents the social process underlying the actions and interactions of the

respondents.

Once the core category has emerged, a second literature review is carried out. This is
presented in Chapter 8. This second literature review will be very narrow in focus as
it will be aiming to locate the emerging theory within related pre-existent literature.
This serves to identify how the present research can help refine and extend current

knowledge.



Finally chapter 9 will bring this thesis to a close by drawing conclusions and
identifying the contributions of the research. These will include theoretical
contributions to the fields of management accounting and sensemaking,
methodological contributions to grounded theory methodology and empirical
contributions relevant to management accounting practice. Suggestions for further

research will conclude the thesis.



CHAPTER 2 - MANAGEMENT ACCOUNTING IN AN SME
SETTING

2.1. Introduction

This chapter provides an overview of the literature that informs the research area
specific to this study i.e. the role of management accounting within SMEs. The aim
of this literature review, in line with the grounded theory approach adopted in this
study (see section 4.9.1), is to sensitise the researcher to possible issues that may be
relevant to the research participants. To this end the chapter is divided into two main

sections.

The first section will deal with issues regarding the meaning of the term management
accounting. It starts with a discussion of the nature of management accounting,
exploring possible definitions and interpretations of what constitutes management
accounting. This will be followed by an analysis of how management accounting
information can contribute to decision-making and how it can maintain its relevance
within businesses. Next, a discussion of the role of the management accountant
within businesses will show how this has been changing and evolving. The
discussion will then turn to the relationship between management accountants and

the users of management accounting information.

The second section will focus on the SME perspective. It starts with an overview of
management accounting research within the SME sector. Then the issues
surrounding the introduction and development of management accounting systems in
SMEs will be addressed. This will be followed by an analysis of the potential
contribution of management accounting information towards SME decision-making
focussing on aspects of performance management and measurement. This section

will then explore the role of accountants and other advisors within SMEs.

The literature will serve to identify areas that merit further exploration. This chapter
will therefore conclude with the development of basic research questions which will

provide the starting point for the collection of qualitative data.



2.2 The nature of management accounting

2.2.1 Defining management accounting

The term 'management accounting' can mean different things to different people.
There are some forms of information and techniques which by general consensus are
considered to be 'management accounting'. A brief look at the contents of the main
management accounting textbooks used in accountancy courses (e.g. Drury 2012,
Horngren et al, 2012) will reveal a very homogenous list of topics. These texts are
also homogenous in what they don’t include as 'management accounting'. Thus for
example the final accounts of a business, prepared according to financial reporting
rules, are never mentioned as a potential 'management accounting' tool. Yet what if
decision-takers use those very same reports as a source of accounting information on
which to base their decision? Does that make 'financial accounting' reports
'management accounting'? In order to appreciate better what constitutes management
accounting it is worth considering the formal definitions of management accounting

provided by two of the leading management accountancy bodies.

In the United Kingdom, The Chartered Institute of Management Accountants
(CIMA) (2005) defines management accounting as:
"..the application of the principles of accounting and financial
management to create, protect, preserve and increase value for
the stakeholders of for-profit and not-for-profit enterprises in the
public and private sectors. Management accounting is an integral
part of management.’

(CIMA, 2005 p.18)

This definition emphasises the fact that management accounting is part of
management and not merely a provider of information to management as the
previous definition (CIMA, 2000) seemed to imply. This points towards an evolution
of the role of the management accountant. The responsibility of management
accountants is now directly towards stakeholders thereby increasing their

organisational profile. What exactly constitutes management accounting information
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is still unclear and CIMA (2005, p.18) felt the need to include with the definition a
list of what areas management accounting information may address:
'It requires the identification, generation, presentation,
interpretation and use of relevant information to:
e [nform strategic decisions and formulate business strategy
e Plan long, medium and short-run operations
e Determine capital structure and fund that structure
e Design reward strategies for executives and shareholders
e [nform operational decisions
e Control operations and ensure the efficient use of
resources
e Measure and report financial and nonfinancial
performance to management and other stakeholders
e Safeguard tangible and intangible assets
e [mplement corporate governance procedures, risk

management and internal controls.’

(CIMA, 2005 p.18)

The list is rather comprehensive and covers practically every aspect of organisational
performance. What is perhaps most important is that the 'presentation' and
"interpretation’ of information are highlighted as part of the process by which
information is provided. Both require the judgement of the management accountant
as choices will have to be made in their regard which go beyond the mere application
of management accounting techniques. Thus management accountants become
creators of 'relevant' information. The definition however does not specify what
'relevant' information is. Relevance, as shall be discussed later, is a central concern

when providing management accounting information.
The American Institute of Management Accountants' (IMA) (2008) definition
similarly highlights the role the management accountant as a 'partner' in decision-

making:
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'Management accounting is a profession that involves partnering
in management decision-making, devising planning and
performance management systems, and providing expertise in
financial reporting and control to assist management in the
formulation and implementation of an organization’s strategy.’

(IMA, 2008, p.1)

However in this case the strategic contribution of management accountants is
brought to the fore and included within the main definition. Here as well, the
'strategic' element was added when the definition was revised in order to reflect the
evolution of the role of management accountants over the last two decades (IMA,
2008, p.1). The management accountants' contribution has moved from the lower end
of the organisational information value chain to the very highest levels (IMA, 2008,

p.1-2). The information value chain can be depicted as follows:

------------------------

Business
Need

Business
Event

Figure 1: The Information Value Chain (IMA, 2008, p.2)
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Estimates)

- -

oeEEEEEEEmEE

The management accountant has the professional obligation to provide a conceptual
framework by which raw data can become valuable information and 'fulfil the role of

enabler and strategic partner along the entire information value chain' (IMA, 2008,

p-2)

Both of these definitions are rather broad. As long as the strategy of the stakeholders
is enabled, any information, even that of a non-accounting or non-financial nature
could be defined as management accounting. If entities had clearly defined

objectives, and these objectives were clearly reflected in the actions of managers,
12



then management accounting could be narrowed down to a set of techniques that can
assist in achieving these objectives. Within profit making organisations, if that
objective was profit-maximization then the debate would be resolved as management
accounting would become any technique which allows organizations to maximize

their profitability.

This functionalist approach was taken by many researchers in management
accounting (Ahrens and Chapman, 2007). However interpretive research has shown
that organizational objectives tend to be vague and may be defined after the
accounting information has been provided (March, 1987). Moreover there may be an
interdependency between organizational objectives and accounting information

whereby one can influence the other (Swieringa and Weick, 1987).

(Boland and Pondy, 1983) distinguish between rational organizational models where
managers are faced with objectively quantifiable and verifiable decision situations;
and natural organizational models where managers are not simply presented with a
decision situation but actually are part of its construction. Thus they see accounting
as both a rational device that helps to filter those aspects of the organization that can
be measured objectively and also as a natural device that gives structure to the
potentially confusing environment that may be created by the various personal

interpretations of the decision situations.

It can therefore be seen that each individual user’s objectives and interpretations may
create different perceptions of the information needed and of the way in which it can
be generated and presented. Thus different forms of information may be classified as
management accounting by different persons. Trying to limit management
accounting to a specific list of techniques would only serve to restrict the potential
contribution that management accounting information can make to decision
situations. This is particularly relevant in an SME setting where, as shall be seen
later, there may not be a formal awareness or appreciation of the more sophisticated

management accounting approaches.
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2.2.2 Management accounting and decision-making

The same management accounting information can play different roles depending on
the decision environment being faced. Burchell ez a/ (1980) analyse the decision
environment in terms of the types and levels of uncertainty faced. The following

figure summarizes their conclusions:

Uncertainty of objectives

Low High
Uncertainty Low  Answer Machines Ammunition Machines
of
cause and effect High  Learning Machines Rationalisation
Machines

Figure 2: Uncertainty, decision-making and the roles of accounting practice
(adapted from Burchell et al 1980 p. 14)

Where both the objectives for the action required and the consequence of the action
are clear and predetermined, the situation approximates the functionalist view of
management accounting. Here the application of rules and techniques can provide
the answer needed. If objectives are clear but the outcomes of actions is uncertain,
then rather than providing answers, accounting information will provide insights into
the possible outcomes. This will allow decision-makers to learn more about the
decision situation they are facing. Faced with uncertain objectives but with clear
cause and effect relationships there may be conflict amongst decision-makers as to
what action should be taken. Here accounting information will be used to provide the
ammunition needed to support each individual’s point of view. Finally where both
the objectives and the effects of decisions are uncertain decisions will often be taken
by inspiration. Thus accounting information will be needed after the decision to

provide a rational basis for what has already been decided (Burchell et a/ 1980).

Of course it cannot be said that management accounting — in whatever form it takes —

is the only decision-making tool available to management. In many cases
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management accounting information is part of a set of resources that may be used by
management (Boland, 1993) and only one of the voices in a problem-solving
dialogue (Boland and Pondy, 1983). When properly combined together these will
provide a comprehensive decision-support information base (Perez de Lema and

Durandez, 2006).

In fact, in some instances management accounting information is not used at all.
Wouters and Verdaasdonk, (2002) state that in these cases other considerations for
example production needs or time horizons become more important than financial
considerations even though the decisions will eventually have a financial impact on
the organization. In certain cases intuition and experience alone are sufficient to

inform the decision-maker.

It has been suggested that decision-makers do not rely on accounting information
because it may be seen as an abstract and incomplete analysis of the decision
situation (Chapman, 1997). Summarizing complex decision scenarios into a few
numbers cannot capture the richness of the situation and therefore does not allow

decision-makers to really learn anything about the problems faced.

Yet the ability to translate the various options available into a few results expressed
in a single financial form is also the great strength of accounting information. This
facilitates the comparison and evaluation of the various different options (Chapman
1997). Wouters and Verdaasdonk (2002) identify three decision situations where this
type of information becomes most useful namely: where decision-makers have to
make new or rare decisions; where they have to take new considerations into
account; and when the knowledge required to take the decision is spread across
several individuals or functions. In the first two instances the lack of experience in
the trade-offs involved and the resulting consequences make accounting information
a useful tool for presenting decision information in a comparable format. In the third
instance accounting information helps the exchange and agglomeration of

information from different sources.
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Vancil (1979) also tried to determine the characteristics that render management
accounting systems a useful tool in the decision-making process. First of all every
business will have some kind of accounting system which measures performance.
Secondly these systems will bring together all the various activities. Thirdly, this
serves to obtain new insights into how the business is operating. And finally, in spite
of all the jokes about accountants cooking up the books, there is a strong belief by
managers in the integrity of accounting reports. All managers appreciate the fact that
the accounts, in the end, must always balance. Swieringa and Weick (1987) add
another important characteristic to Vancil’s list. This is that management accounting
information can initiate and sustain action. Management accounting information is
therefore actionable information. What is most interesting about Swieringa and
Weick’s (1987) addition is that the ability to initiate and sustain action is not
necessarily a result of very precise and sophisticated management accounting
information. In fact, seeking to obtain the best information may result in hesitant
decision-making. On the other hand, approximate, subjective accounting measures

may result in more forceful action as decision-makers try to validate their decisions.

2.2.3 The Relevance of Management Accounting
The research discussed so far does not question the underlying assumption that the
field of management accounting had important contributions to make to business

decision-making.

This was challenged by Johnson and Kaplan (1987) who saw management
accounting systems as a hindrance rather than a support to effective decision-making.
They based their critique of management accounting on four main concepts. The first
is the inability of management accounting techniques to develop in response to the
change in production techniques which management accounting was supposed to
provide information about. Secondly, they claim that the development of
management accounting has been stifled by its subservience to financial accounting
requirements. Thirdly, academic research in management accounting was totally
detached from the reality of management accounting practice. Lastly they point out

that the loss in relevance is a recent phenomenon as the early development of
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management accounting practice arose directly out of the need to solve practical

problems.

The reactions generated by this critique led to the development of new techniques
which sought to put management accounting closer to the realities that businesses
were facing. These can be divided into two groups (Roslender, 1996). One group
developed more sophisticated and detailed ‘hard’ quantitative accounting

information. Examples of these are:

Activity-Based Costing (ABC)

ABC (Cooper and Kaplan, 1988, 1999) proposes a different way of allocating
overheads and support costs. Thus rather than relying on the traditional approach
which charges overhead costs to products on the basis of arbitrary allocations, ABC
requires businesses to analyse their business processes so that they can identify the

activities that are actually causing the costs being incurred.

Throughput accounting
Throughput accounting (Galloway and Waldron 1988a, 1988b) quantifies the effect
of bottleneck situations and provides relevant decision-making information in those

circumstances.

Quality costing

Quality costing requires business to identify, quantify and analyse the various
quality-related costs being incurred by a business. This will allow managers to
strategically evaluate their efforts to maintain quality levels over different time

periods (Shank and Govindarajan, 1993, pp.23-24).

A second group of techniques tried to extend the potential and relevance of
management accounting information by providing less quantitatively precise, ‘soft’
information which was however just as useful to decision-makers (Roslender, 1996).

Examples of these are:
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Life-cycle costing

Life-cycle costing highlights the importance of costs that are incurred before
production commences and after production is terminated. Dunk (2004) defines life-
cycle costs as 'all costs attributable to a product from conception to those customers
incur throughout the life of the product, including costs of installation, operation,

support, maintenance and disposal'.

Customer accounting

Customer accounting moves away from the conventional product-based costing
approach to one where the customer becomes the cost subject. A number of
approaches such Customer Profitability Analysis and Lifetime Customer Profitability
(Guilding et al, 2002) allow businesses to analyse the impact that customer

behaviour is having on profitability.

The Balanced Scorecard

The Balanced Scorecard (Kaplan and Norton, 1992, 1993, 1996) goes beyond the
conventional emphasis on analysing performance from a financial perspective. It
identifies three other perspectives which may be used to analyse business
performance namely the customer, internal business process and learning and growth
perspectives. These non-financial perspectives are seen as drivers of future financial
performance. By putting business strategy at the core of business performance
analysis, the Balanced Scorecard ensures that management accounting information

becomes an integral part of a strategic management system.

The implication underlying these new developments is that in order to regain and
maintain relevance, management accountants must change their focus from one of
retrospective introspection to one which looks outwards and forwards (Wilson,
1995). These new approaches therefore should change the attitude of management
accountants. In fact some authors (e.g. Bromwich, 1990; Roslender, 1996; Guilding
et al 2000) see the emergence of a new form of management accounting namely
Strategic Management Accounting. This is defined as 'a form of management

accounting in which emphasis is placed on information which relates to factors
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external to the entity, as well as non-financial information and internally generated
information' (CIMA 2005, p.54). Management accountants must now reach out into
the market, look at competitors (present and future) as well as fully understand what
the product that the business is selling is really providing to consumers. To become
relevant, management accounting information must provide a 360 degree view of the
decision situation. These are the developments that eventually led to the revision of

the definitions of management accounting discussed in section 2.2.1.

Relevance however is not only determined by the approach taken when preparing
management accounting information. The perceived relevance of management
accounting will also depend on the validity of the information provided. Whilst the
accountant may be certain of the technical validity of the systems suggested, for a
user organisational validity will only be achieved when the systems works for them
on a personal level (Schultz and Slevin, 1975). As Jonsson (1998, p.412) points out,
‘the relevance of accounting information will depend on its ability to relate to the
work managers do’. Management will want information that will help sustain a gut
feeling or evaluate different alternatives. They will want to use this management
accounting information in their conversations with others as they seek to solve
problems and take decisions. Accountants must be able to understand these
conversations and the ways that the information provided may be used by the parties

involved. This will allow accounting to truly become the language of business.

If accounting information is provided in a language that is comprehensible to users
then the relevance of the information provided will be enhanced. As with any
language, accounting will reflect the way we see the world in which we live.
Language is more than just a tool for communication. It also allows us to become
familiar with the world in which we live and how it affects us (Lavoie, 1987). For
there to be a successful interface between providers and users of management
accounting information accountants need to make sure that they see the world in the
same way. Management accounting information will involve the measurement of
various variables in a decision situation. Lavoie (1987) observes that measurements

only make sense when placed within a conceptual framework that allows an
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interpretation of those measurements. This framework will often make use of
‘metaphors and analogies’ (Lavoie, 1987, p.584) whose meaning will be clear to
those operating within the framework. It is therefore crucial that all parties using
management accounting information share the same conceptual framework. If not
there is the risk that the same information may be given different, possibly

conflicting meanings.

2.2.4 The role of the management accountant

Misunderstandings may arise between users and designers of accounting systems due
to differences in the perceived role of the accountant in an organisation. Hopper
(1980) showed that most of the accountants in practice saw themselves as ‘service-
providers’ rather than ‘book-keepers’. This split-personality was further evidenced
by Mouritsen (1996) who identified five different aspects all of which may be part of
the accountants' work in an organisation. These were book-keeping, banking,
administrating, controlling and consulting. ‘Book-keeping’ and ‘administration’ can
be carried out almost in isolation from the rest of the business, whilst the other three,
particularly ‘consulting’, require the accounting function to be integrated with the

activities of the organization in general.

Thus we can see the evolution of a ‘hybrid’ role which combines the technical
accounting knowledge with a wider business awareness (Burns ef a/, 1999, p.29).
However it is possible that in practice accountants are not asked to contribute in
situations where they could provide valid decision-support information because users
still perceive them to be book-keepers (Brignall ef al, 1999). Eliminating the book-
keeper image may take several generations and will require the accountants to keep

abreast with the rapidly changing business environment (Friedman and Lyne, 1997).

Burns et al (2004) observe that many of the management accountants' traditional
tasks can now be automated thereby requiring less time on part of the accountants.
These tasks are principally those that Mouritsen (1996) described as 'book-keeping',
banking and 'administration. At the same time managers are demanding new services

from the management accountants. These coincide with Mouritsen's (1996)
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'controlling' and 'consulting' roles. This has led to a number of changes in the role of
management accountants. Drawing on UK research, Burns ef a/ (2004) highlight a
number changes the most important of which are:

e The greater use of modern technologies that provide faster information and
broader measures of performance;

e The decentralisation of accounting knowledge, meaning that management
accounting information can be generated and used by managers
independently of the accounting function;

e The expectation of accountants to actively participate within management
teams and provide holistic advice for non-routine strategic decisions;

e The need for cross-functional collaboration of accounting and other

functional departments.

Granlund and Lukka (1998) conclude that the various roles are so different that it
may be difficult for one person to perform them all. However, the technical
advancements in management accounting information systems mean that it is now
much easier to have systems in place that satisfy the requirements of the various
roles as well as the financial reporting requirements of businesses (Scapens ef al,
1996). After the initial phase of accounting information systems development which
simply reproduced the manual systems in existence (Mia, 1993), developments in
software such as enterprise resource planning (ERP) systems go well beyond the
book-keeping function (Mauldin and Rachala, 1999). Thus it is now becoming much
easier to provide the kind of broad scope information that is required by managers
facing environmental uncertainty (Burchell ef al, 1980). This should help improve
and maintain the perceived relevance of the management accounting function within

an organisation.

2.2.5 The relationship between accountants and users of accounting information
The perceived relevance of accounting information may also be determined by the
relative characteristics of managers and accountants. Sathe (1983) distinguishes
between ‘strong’ and ‘weak’ accountants or controllers. Strong controllers achieve a

positive balance between the independence required to achieve the control and
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compliance function and the involvement required to fulfil the service role. Weak
controllers tend to fulfil their procedural role without contributing to the service
function. The same analysis can be applied to managers. Strong managers have a
clear idea of the information they need and make sure they get it. Weak managers
tend to resign themselves to not getting the information they need, blaming this on
their inability to understand accounting reports or the accounting system’s inability
to provide the information needed. By combining these two types of controllers and

managers Pierce and O’Dea (2003) develop the following ‘perception gap’ map:

Manager
Strong Weak
Management Stron g Likelihood of perception gap minimised Likelihood of perception gap reduced
accountant Weak Likelihood of perception gap reduced Likelihood of perception gap increased

Figure 3: Manager/management accountant combination and the likelihood of a
perception gap (adapted from Pierce and O Dea, 2003, p.284)

Thus when both user and preparer show signs of weakness the likelihood is that there
will be the widest possible perception gap regarding management accounting
information relevance and effectiveness. On the other hand, when both show strong
characteristics it is most likely that management accounting information will be seen
as effective and relevant. Most importantly this analysis shows that where at least
one of the parties shows strong characteristics then the perception gap will be

reduced.

Mouritsen (1996, p.285) observes that the work done by accountants in an
organization is ‘relational’. This refers to the position accountants occupy in an
organization which is not determined by the accountants themselves. Rather it
depends on the interrelationship between top-management and line-management and
the way these respond to the output of the accounting function. These have a greater
influence on the work done by accountants than the business environment or
production processes. The accountant’s work is thus ‘constituted in interaction’

(Mouritsen, 1996, p.295). For example, top-management might need to use the
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services of the accountant as an advisor for decision-making support whilst the line
manager would want to avoid the scrutiny of the accountant (Mouritsen, 1996). This
adds a further facet to the multiple roles of accountants as they are both controllers

(of line-managers) and controlled (by top-managers).

Management accountants often play a role of ‘linchpins’ or ‘facilitators’ where they
have to provide information to a wide range of users and in a wide range of
organisational settings (Brignall ez. al 1999, p.31). In order to be able to do this they
need to be equipped with three different sets of knowledge and skills (Pierce and
O’Dea, 2003). First of all they need an in-depth technical accounting knowledge
which will allow them to design systems that fit the specific needs of the
environment they are involved with. This must then be supported by a thorough
knowledge of the various functional departments within the business. Lastly they
need to have the behavioural skills that will allow them to communicate with all the

parties involved.

2.3 Management accounting within SMEs

2.3.1 Management accounting research in an SME setting

Research that focuses on management accounting issues specific to the SME sector
has been rather limited (Mitchell and Reid, 2000; Nandan 2010). This seems to be a
contradiction as SMEs are increasingly being recognised as a principal force for
driving economic growth (European Commission, 2013). This would suggest that
understanding the management accounting issues within this sector can lead to a
positive contribution to management accounting knowledge. In turn, this can lead to
the provision of better quality management accounting information to the SMEs and

therefore boost their already important economic contribution.

Two reasons may be suggested for this lack of interest (Mitchell and Reid, 2000).
Firstly, especially at the smaller end of the SME scale, it is quite probable that firms
would not be able to afford employing the services of either a full time or part-time
accountant to deal with internal accounting information needs (Nayak and

Greenfield, 1994). This means that there will not be a formal management
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accounting structure in place that can be studied. This limits the amount of research
that can be carried out, especially functionalist research. However this still leaves
room for research into how the SMEs cope with this lack of formal structure. The
identification and dissemination of best practice can generate substantial benefits for

the SMEs and for the economy in general (Mitchell and Reid, 2000).

Secondly, although the term ‘SME’ is used to group firms together, the resulting
group is far from homogenous and therefore generalizations become difficult. The
sheer variety in size, activity and financial knowledge that can be found in the SME
population make it difficult to determine what form management accounting should
take in this setting (Mitchell and Reid, 2000). When presenting their findings many
researchers tend not make the distinction between the smaller, possibly one-man
shows at the smaller end of the SME scale and the larger entities at the other end of
the scale who might even have cross-border operations (Sian and Roberts, 2009).
This however could be seen as a justification for carrying out more research to
develop a wide knowledge base which can be used to generate management
accounting guidance to the various types of SMEs (Mitchell and Reid, 2000).
Howorth and Westhead (2003) urge policy makers to recognise the diversity within
the SME community so that they can provide assistance that is targeted to suit the

needs of different types of SMEs.

Perren et al (1999) observe that the SME management accounting research that has
been carried out seems to lead to contradictory conclusions. Some research leads to
the conclusion that the cost control and decision-making processes are not supported
by management accounting information whilst other hand research finds evidence of
a sophisticated approach to decision-making based on relevant, if informal, financial
information. This contradiction seems to stem from the paradigmatic approach

adopted by the researchers (Perren and Grant, 2000).

Research which was based on a functionalist view tended to look for established
management accounting practices and formal, orthodox systems (Perren and Grant,

2000). Nayak and Greenfield (1994) provide one example of this type of study. They
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conducted a large-scale survey aimed at determining the level of use of management
accounting approaches for credit control, investment appraisal, performance
measurement, pricing, budgeting, etc. amongst SMEs. Their findings showed that
many owners took decisions without resorting to proper financial analysis. However
they were still aware of what was going on in the business around them. When
financial information was used this tended to be a mental exercise and was not
formally written down. Formal, explicit, management accounting information was
used when the decision at hand required the input of more than one person namely in
situations where businesses were run by co-owners or where a management team

was in place

Research that took an interpretive view tried to establish how management
accounting practices are formed in response to the needs of the businesses. In these
studies the focus becomes the ‘micro-world’ (Perren and Grant, 2000, p.394) of the
owner-manager rather than the objectified management accounting system itself.
This type of research can capture the idiosyncrasies of the management accounting

information that is generated to fit within this world (Perren and Grant, 2000).

The resulting SME management accounting research can be broadly classified as
focusing on three main themes. The first theme relates to the introduction and
development of management accounting systems. The second theme explores the use
of the management accounting information available as a decision-support system.
The third theme deals with the role of management accounting information in SME
performance measurement and management. These three themes will now be

discussed in turn.

2.3.2 The introduction and development of management accounting systems in
SMEs

Many SMEs do not have a management accounting system at the outset. Reid and

Smith (2000) conclude that formal, conventional systems are only introduced when

the business is facing cash-flow or funding problems, or when innovations are

introduced in the business. Reid and Smith (2002) also reveal that only a minority of
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SMEs prepare budgets and, in most cases, owner-managers tend to produce any
financial information they need themselves. Lohr (2012) observes that SMEs are
reluctant to introduce management accounting systems when business performance is
strong. In this situation the SMEs find it hard to justify the additional expenditure for

what they deem is unnecessary additional information.

Perren et al (1999) conclude that the owner-manager, the business and the
management information processes develop concurrently. At different points in time
one of these may hinder or support the development of the others. It was found that
SME managers, whilst not using conventional terminology, had a clear grasp of the
management accounting concepts underlying business decisions. Hence the authors
emphasized the need for researchers and advisors to use a language that can be
understood in an SME setting. Developing the same research further, Perren and
Grant (2000) take a social construction perspective on the evolution of management
accounting routines in small businesses. In this case the main finding was that
owner-managers create a micro-world over which they have total control. In this
setting, the fear of failure triggers management accounting actions which then
become routine procedures. These will eventually be viewed as management

accounting facts in that particular micro-world setting.

Over time, changes will be introduced to the management accounting system in
order to refine it and make it more relevant. Williams and Seaman (2002) show that
changes to management accounting systems contribute towards more value-added
information. However this does not guarantee improved performance. Such
improvements were only evident in situations where management faced a high level
of task-uncertainty. This indicates that SMEs need to be cautious before investing in
more evolved management accounting systems as they might not provide the

improvements in performance which would justify the expenditure.

Holmes and Nicholls (1988) established that business size, business age and owner
education are all positively correlated to level of management accounting

information used. Thus larger, older SMEs where the owners have a higher level of
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education will tend to have more sophisticated management accounting systems.
Research by Berry (1998) indicates that the development of management accounting
systems may take different directions within similar companies as a result of the
experiences and skills of the management team. SMEs where owners and managers
have a high level of business skills, apart from purely technical know-how, tend to
have a more sophisticated decision support system in place then those which rely on
technical expertise alone. This has important implications with regards to the
development of management accounting systems. It is quite possible that where
owners and managers are given some kind of formal training in management
accounting they will find it easier to demand, use and understand management
accounting information. This is in line with Shields' (1995) conclusion that the skills
and resources available to dominant individuals within the firm can spell the success

or failure of any accounting innovation.

The environment within which SMEs operate may determine the nature of
management accounting system in use. Amat et a/ (1994) analyse the effect of
environmental change on management accounting systems in SMEs. They conclude
that the rapidly changing nature of the Spanish society and economy led to the rapid
adoption of new management control systems. Environmental uncertainty may also
have a direct impact. A rather extreme situation is explored by Kattan ez al (2007)
who consider the rather volatile Palestinian environment. They found that
management accounting systems there are more mechanistic during stable periods

and become more organic as uncertainty increases.

Berry et al (2002) suggest that innovation by SMEs in the use of new management
accounting practices are often the result of some external stimulus. These may be
shocks such as product failures or budget crises; demands by supply chain partners
especially larger businesses with which the SME would have to comply in order not
to lose business; or prompted by external advisors who want to promote new ideas
either for private business or for governmental policy reasons (Berry ef al, 2002).
The change will then become a permanent feature of the business’s information

system if the accounting personnel develop a close working relationship with the
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other business functions so that the innovation is adapted so that it exactly suits the

needs of users, in particular the owner-manager.

This is crucial in an SME world that is totally within the control of the owner-
managers (Perren and Grant, 2000). Collier (2005) observes that rather than just
making sense of the situation, social controls enable the owner-manager to create
sense. This becomes the reality of the organisation and gives meaning to the
activities of those within the organisation. Thus accounting innovations have to

reflect this reality.

2.3.3 Management accounting information and SME decision-making
Owner-managers in SMEs readily make the distinction between accounting reports
prepared for statutory reporting purposes and those produced for decision support
(Collis and Jarvis, 2002) and are very much aware of the limitations that financial
reporting information has for decision-making purposes. A number of studies have

looked at management accounting information for different types of decisions.

Curran et al.’s (1997) investigation of the pricing decision in SMEs abandons the
rational economic model that assumes a sole profit-maximization objective. Thus
they broaden the notion of rationality to allow for the fact that owner-managers may
have several personal goals which may influence their decisions. In an SME setting,
the business often becomes an extension of the owner-manager’s personality. This
renders the pricing decision more complex rather than simpler in this environment

and functionalist models fail to capture this complexity.

In another study analyzing the pricing decision, Carson et a/ (1998) showed that
many SMEs tended to use simple cost-plus pricing approach. However in many
cases that is only the starting point rather than the conclusion of the pricing decision-
making process. What owner-managers do next is to make allowances for marketing
considerations, competitive action and most importantly, industry practice. The
result is a ‘well-honed’ (Carson et a/, 1998, p.83) if informal approach which works

in the particular environment within which the SME operates.
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When researching the investment decision-making process Ekanem (2005)
determined that none of the case-study firms employed conventional investment
appraisal methods. Even the payback method which is considered the most popular
of methods even within SMEs was ignored. However investment decisions were not
taken blindly. Owner managers took a structured approach which was based on their
previous experiences and knowledge. Many also relied on the knowledge and
experience of close associates. This generally led them to satisficing solutions which

made sense within the bounded rationality of their specific context.

As SMEs grow so does their complexity. Faced with this increasing complexity,
Greenhalgh (2000) observed that the management accountant in an SME may
develop a coping strategy which relied on the use of simpler management
accounting processes rather than the more advanced ones which are usually expected
in such a situation. A possible reason for this is that the traditional techniques are
better understood and are therefore seen as reliable sources of information in a

complex environment.

Lybaert (1998) concludes that owner-managers that use more information achieve
better results and are more optimistic about the future than those who don’t.
Moreover owner-managers who have greater strategic awareness and are growth
oriented but have less experience tend to use more information. Decision-makers
who need to make fast decisions tend to use more, not less information (Eisenhardt,
1989a). They use real-time information from various sources — both financial and
non-financial with the emphasis being placed on local measures such as cash flows
and stock levels rather than broader measures like profit. They also tend to generate
more alternative solutions. Decision time is shortened by considering several
alternatives concurrently rather than by reducing the number of sequentially-
evaluated alternatives. Conflicts tend to be resolved rapidly with the final decision-
maker taking the decision were was no consensus between parties. They also make
more use of experienced counsellors i.e. people employed by the firm itself who had

particular expertise with regards to the decision scenario.
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Where formal, written management accounting information is limited, this may be
supplemented by informal, oral information. Alattar et a/ (2009) observe that in
Palestinian micro enterprises, verbal discussions can serve to evaluate decisions such
as pricing, stock control and production planning. In these cases, owner-managers
relied on their memory to retain the information discussed and take decisions

accordingly.

The Balanced Scorecard may also find applications in an SME setting as a decision-
support tool for implementing quality measures. McAdam (2000) concluded that in
this case the Balance Scorecard may create some difficulties. Specifically, it
introduced a degree of mechanization and inflexibility which reduced the SME’s

ability to respond rapidly to market changes.

External users may also require management accounting information from SMEs for
their decisions. Exploring the lending decision-making process of bank managers,
Berry et al (1993) conclude that SME accounting information is often out of date
and therefore a number of surrogates are used by bankers as a basis for their lending
decision. Nevertheless they highlighted the importance of financial information as a
common language that can be used by both the bankers and the small business

Oowners.

2.3.4 Management Accounting and SME performance management and
measurement
A survey UK SMEs by Collis and Jarvis (2002) reveals that, with respect financial
management, the businesses adopt somewhat sophisticated practices. These include
formal methods for the planning and control of the operations. A study by ACCA
(2012) also shows that having a strong finance function is a principal driver of SME
growth rather than its outcome. Several reasons may be suggested for this
relationship. Gul (1991), established that in situations of high perceived
environmental uncertainty a sophisticated management accounting system helped
managers in SMEs by providing rapid, broad-scope information which was necessary

to cope with the unpredictable environment. This resulted in improved performance.
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On the other hand, in situations of low uncertainty a sophisticated management
accounting system may actually be dysfunctional and hinder performance. Romano
and Ratnatunga (1994) show that formal planning and control systems are an
important element in the evolution of SMEs. Firms which did not develop their
planning and control systems showed slower rates of growth than companies that did.
This finding was confirmed by King et a/ (2010) who found a positive correlation
between firm performance and the use of formal, written budgets. This however is
dependent on the degree of 'fit' (King et al, 2010 p.41) i.e. choosing the right
approach to budgeting that is in line with the needs of the business. This also
provided support to the concept of fit developed by Ismail and King (2005) who
determined the level of alignment between the accounting information system
requirements (e.g. frequency of reporting, speed of reporting, reporting of non-
financials etc.) and accounting information system capabilities within Malaysian
SMEs. They found that where there is a good alignment between the two i.e.
accounting information systems could deliver what was actually needed, the SMEs

performed better than where the alignment was low.

The' new wave' of management accounting information (see sec 2.2.3) has
emphasised the importance of critical success factors (CSFs) or key performance
indicators (KPIs) beyond the traditional emphasis on profit. This aspect of
management accounting reporting is particularly relevant to SME owner-managers
where profit maximisation may not be, and often is not, the fundamental objective of
the owner (Jarvis ef al 1996). Thus the bank balance and other cash-related measures
become central to the owner-managers' assessment of business performance. Other
non-financial measures such number of customer queries and quality of materials are
combined to provide a comprehensive view of the level of performance (Jarvis et al
2000). The management accounting system needs to be able to capture and report

these measures.

The ‘control’ function of management accounting can lower its perceived relevance
in an SME setting. Control can be understood as that which restrains action rather

than enables it (Collier, 2005). Thus the ‘control’ aspect of accounting information
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may also be a source of conflict in an SME environment which promotes an
entrepreneurial spirit that requires freedom to innovate and take risks. Only when
management accounting systems truly become forward and outward looking
(Wilson, 1995) will they become more than devices of ‘constraint and monitoring’
(Simons, 1990). Their relevance would not be limited to the post-event evaluation
stage, but they will become part of the strategic decision-making process through
which a business will aim to obtain a competitive advantage. Drucker (1995) states
that information is needed by managers not just to control costs but also, and perhaps
more importantly, to create results. Like all managers, managers in SMEs need

actionable information (Garg et al 2003).

2.3.5 The role of accountants in SMEs

Professional accountants are in unique position to offer management accounting
services to SMEs. Kirby and King (1997), see substantial potential for accountants
to help SMEs improve their performance. The problem is that in order to be able to
do so they have to involve themselves in the business operations and build a
relationship of trust with the business owners. The accountant will therefore become
a combined consultant and counsellor. For this to happen however accountants may
need specific training and develop excellent communication skills. The problem of
course 1is that a higher level of commitment towards the owners will prompt requests
for higher fees (for external accountants) and salaries (for internal accountants).
Marriott and Marriott (2000) discover that SME owners are not willing to pay extra
for additional information. Due to a low level financial awareness they do not
consider this information to be good value for money. Thus it is up to accountants to
develop their clients’ financial knowledge so that they can be better equipped to take

their decisions — as well as become more lucrative clients/employers.

Where accountants form part of the management team in an SME, Richardson et a/
(1996) reveal that they do not have sufficient power to control decision-making
through the internal management accounting control system alone. To do this they
need the support of external stakeholders such as bank managers to achieve

sufficient influence within the SME.
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It is however possible that conflict may arise between accountants and other
organisational members with regards to their importance within the firm. In this case
the management accounting system becomes a battleground for supremacy. Lowe
and Koh (2007) show how production people undermined the potential accuracy of
accounting information by refusing to accept the imposition of a standard costing
system. This eventually led to accountants being forced to the periphery and their

systems had to accept the production team's view of what accounting records to keep.

ACCA (2013) emphasises the fact that accountants can play many varied roles
within SMEs. The 'numbers' aspect (ACCA, 2013, p.17) is only one of them. They
have important contributions to give as 'regulated people' since through their
professional training they are familiar with the regulatory environment; they can be
'jargon-busters' as through their technical knowledge they can help entrepreneurs
communicate with third parties that use specialist language; and they are 'networked'
through their professional bodies giving business owners access to a wide range of
other professionals. In spite of this, a study by Lucas et a/ (2013, p.5) shows that
owner-manager still tend to view accountants as 'bean counters' and are still not

aware of the potential contribution accountants can make as 'business partners'.

2.3.6 The role of advisors within SMEs

Advisors can play an important role in the SME decision-making process. Decision-
makers can seek advice from various sources. Internal advisors are those people
already employed by the firm such as accountants and other members of staff with
specific experience or expertise. External advisors who are not directly employed by
the firm may include accountants/auditors, bankers, lawyers, consultants and other
entrepreneurs. Research shows that the vast majority of SMEs make use of advisors
at some point in time (Bennet and Smith, 2004). In fact, Carraher and Van Auken
(2013) show that SME owners are more likely to use financial statements to support

their decisions when these are prepared externally.

Berry et al (2006) show that there is a positive correlation between the use of

advisors and business growth. Owner-managers who make use of several sources of
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advice seem to be taking better decisions. However the positive impact of advisors
does not necessarily always happen. A number of environmental influences may
have an impact on the interaction between the decision-maker and the advisor. Day
et al (2006) identify four such influences:
(1) the interaction may be voluntary or involuntary;
Sometimes decision-makers may be forced to seek out advice against
their wish such as when providers of finance require funding
applications to be vetted by an auditor.
(2) there may or may not be a desire for mutuality of outcome;
There is always a risk that the decision-maker and the advisor may
have different ideas about what direction the business should be
taking.
(3) the type of outcome sought;
The decision-maker may be looking for advice that either narrows
down or opens up the number of options available
(4) whether the contact is formal or informal.
Contact tends to be more informal the closer the decision-maker is to

the person providing the advice.

It is important that both decision-makers and advisors take the above factors into
account as this will allow them to determine what each should be contributing to
ensure that the outcome of the advisory interaction is successful. Moreover Day et a/
(2006) also suggest that decision-makers and advisors should be aligned in terms of
their entrepreneurial abilities. Combining the two will ensure the perfect match

between decision-makers and advisors.

Bennett and Robson (1999), Berry et al (2006), Blackburn and Jarvis (2010) and
Blackburn et al (2010) show that accountants are by far the most sought after source
of advice. Several types of advice may be given by accountants such as financial
management, dealing with emergencies, general business advice (Berry et al 2006)
and also human resource and employment advice (Jarvis and Rigby 2012). The

advice provided is considered to be of high quality and is appreciated by decision-
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makers. In fact advice by accountants also has the highest impact on decision-

makers when compared to other sources of advice (Bennett and Robson, 1999).

Business advice requires the decision-maker and the advisor to share information
such that there is a transfer of knowledge between the two. This exposes the
relationship to the risk of information asymmetry whereby the advisors may have
better knowledge of the decision situation than the decision-makers themselves
(Bennet and Smith 2004). Schizas ef al (2012) show that the greater the perceived
expertise of the advisor, the greater the asymmetry. This may lead SME owners to

find it more difficult to develop a relationship of trust with their advisors.

2.4 The case for further research in management accounting in SMEs

The problems and contradictions revealed by prior research in SMEs should not
obscure the opportunities for management accounting research that can be offered by
SMEs. Mitchell and Reid (2000) point out that an SME setting allows a fundamental
type of research which can trace the birth and development of management
accounting practices in a way that cannot be achieved in larger businesses. Research
is not hindered by the complexities of organisational structure and the steps in the
development of the management accounting systems tend to be clear and well

defined.

Miller and O’Leary (1990) make a call for research that explores the processes that
underlie the development of management accounting in practice. They argue that this
development will require a language, a vocabulary and a set of techniques that will
reflect the various political, social and moral influences which contribute to the
creation of a specific scenario. When these are shared and aligned, linkages can be
established between various independent groups of interested parties which are

meaningful and practical.

Drury and Tayles (1997) make a call for research that looks beyond the formal
management accounting systems in place and tries to understand how managers and

accountants in practice overcome any perceived weaknesses by making informal
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adjustments to reported information. They also call for an analysis of how managers

and users form their perceptions of the information that is needed.

Rather than limiting research to the 'everyday accountant' (Tomkins and Groves,
1983), Jonsson (1998) believes that managers must be researched as they will
determine what is relevant in their everyday context. This will allow researchers to
identify how management accounting becomes embedded in a social structure. By
aligning management accounting research with managers’ needs the focus is shifted
to communication (Jonsson, 1998). Rather than assuming that it is plugged into an
objective decision-making model, management accounting information is seen as
something that is used in different subjective communicative contexts. This will help
answer fundamental questions as to how management accounting information is used

to direct attention and solve problems.

Bjornenak and Olson (1999) argue that most management accounting textbooks
focus on the scope of management accounting i.e. what items to account for and for
what period of time. On the other hand the systems dimension i.e. the interaction
between users of an MAS and how the MAS itself is designed tends to be ignored.
Collis and Jarvis (2002) call for further qualitative research that involves both owner-
managers and their accountants so as to learn, how, when and what information is
used. Pierce and O’Dea (2003) call for research that considers the opinions of both
users and preparers of management accounting information with the aim of
explaining the reasons for any differences. Focusing on the control aspect of
management accounting, Collier (2005) calls for research that analyses the
interaction between the various forms of control namely formal and social controls.
This is only possible in small businesses where the interaction can be observed at a

level of detail which is not possible in larger businesses.

In order to address some of these issues this research will explore the role of
management accounting within SMEs from the various points of view of the people
involved. Thus it will help develop a theory of how management accounting is used

in practice. It will answer fundamental questions with regards to what management
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accounting is and the contribution it makes to the decision-making process in
business. The research will also focus on the underlying themes that may determine
the final outcome of the user/preparer interface. These may be a combination of
technical, social and personal processes. By learning about how the interface works it
will be possible to derive a theory of how management accounting information may
be prepared and communicated to ensure its relevance for decision-makers. The
following are the research questions that will serve as a guide to the data collection
process:

e How does management accounting become an effective tool to support
decision-makers within the SMEs?

e What role does the management accountant play in the SME decision-making
process?

e What impact does the interaction between the accountants (preparers) and
owners/managers (users) within SMEs have on the generation and use of
management accounting information?

As with any grounded theory study these questions will be refined and focused as

themes start emerging from the fieldwork itself.

2.5 Conclusion

This chapter has provided a broad overview with regards to the nature of
management accounting and its role within SME:s. It has served to highlight the
various interpretations of what constitutes management accounting and of its
potential contribution in an SME setting. The literature reveals that there are still a
number of unresolved issues which can be addressed by carrying out research within
the SME setting. A number of research questions where thus generated. The next
chapter will discuss the various methodological choices which present themselves

when carrying out research in social sciences in general and accounting in particular.
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CHAPTER 3 - PARADIGMATIC CHOICES FOR ACCOUNTING
RESEARCH

3.1 Introduction

When attempting to research social phenomena, researchers are presented with a
range of different and often conflicting methodological approaches. Accounting
research is no exception and a clear methodological choice has to be made at the
outset of any research exercise. The choice involves the recognition and justification
of a number of underlying assumptions which combined together will define a

research paradigm.

A research paradigm can be defined as a 'belief system or worldview that guides the
investigator, not only in choices of method, but in ontologically and
epistemologically fundamental ways' (Guba and Lincoln, 1994, p.105). Thus any
paradigmatic debate will have to address the belief systems, methodology, ontology

and epistemology that will drive the research exercise.

This chapter will discuss the paradigmatic choices made for this research. It will start
by outlining Burrell and Morgan's (1979) framework as a foundation model on which
to base this choice. Alternative, if less commonly used, frameworks will then be
discussed. The Interpretive framework which is being adopted in this research will

then be discussed in greater detail outlining the main reasons for this choice.

3.2 Burrell and Morgan's (1979) paradigmatic framework

Burrell and Morgan's (1979) seminal work starts from the premise that every
individual social researcher's personal beliefs will influence the research. Thus they
state that 'all social scientists approach their subject via explicit and implicit
assumptions about the nature of the social world and the way in which it may be
investigated' (Burrell and Morgan, 1979, p.1). These beliefs need to be recognised

and stated so that their potential impact on the research can be assessed.
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To this end they devised a framework which can assist researchers in determining
their paradigmatic position. The framework can then also be used to classify research
studies according to the paradigmatic choices made. The approach taken by Burrell
and Morgan (1979) is based on the notion that the alternative ways of analyzing
organizational structures are supported by two underlying sets of assumptions. The
first set of assumptions deals with the philosophy of social science whilst the second
set deals with the theory of society. These sets of assumptions will now in turn be

examined in detail.

3.2.1 The philosophy of social science

The philosophy of social science that researchers may adopt when researching social
phenomena may be analysed in terms of four different categories of assumptions. In
each of these categories a distinction becomes apparent. At the extremes, the
different positions that may be held reveal a view of social science that emphasizes
either the subjectivity or the objectivity of social reality. Researchers need to analyse
these assumptions and determine what position they hold along the
subjective/objective continuum. Although the four categories may be interrelated, a
separate evaluation allows for a deeper and clearer analysis of the positions that may

be held by social researchers.

The first category deals with questions of an ontological nature. Ontology refers to
the nature of the phenomenon being investigated. The main concern here is whether
social reality exists independently of the person experiencing it. Burrell and Morgan
(1979, p.1) are asking researchers to determine whether "reality is of an 'objective'
nature, or the product of individual cognition". The two alternative approaches with
regards to the ontological choice are nominalism and realism. A nominalist
ontological approach would assume that the social world is created by individuals
who attach subjective labels to experiences so that they may describe and explain
them. Thus the social world is created by every individual’s unique experiences. On
the other hand, a realist ontological approach assumes that the social world exists
independently of individual perception. Thus the social world has an objective

existence that is just as real that as the physical world.
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The second category deals with epistemological assumptions. Epistemology refers to
the nature of knowledge itself, 'about how one might begin to understand the world
and communicate this as knowledge to fellow human beings' (Burrell and Morgan,
1979, p.1). Here the choice is between anti-positivism and positivism. An anti-
positivist epistemology assumes that knowledge can only be experienced. Objective
proof of ‘truth’ is thus impossible to achieve and knowledge is of a 'softer, more
subjective, spiritual or even transcendental kind' (Burrell and Morgan, 1979, p.1). A
positivist epistemology, on the other hand, sees knowledge as something that can be
acquired and transmitted from one individual to another. Drawing on the approaches
typical of natural sciences, this is the epistemology of hard facts which can be

verified or falsified (Burrell and Morgan, 1979, p.1).

Human nature is the subject of the third category of assumptions. These assumptions
deal with the relationship between human beings and the environment they operate in
and they can be analysed into voluntarist and determinist views. The voluntarist
stance sees humans as free agents who choose how, if and when to respond to
environmental stimuli. The human person is the 'creator of his environment, the
controller as opposed to the controlled, the master rather than the marionette' (Burrell
and Morgan, 1979, p.2). This contrasts with the determinist view that sees human
beings as the product of their environment. Human beings have little or no choice in

behaving the way they do when faced with a set of environmental circumstances.

The final category of assumptions about the philosophy of social science deals with
the methodology that is to be applied when investigating social phenomena.
Inevitably, these assumptions are influenced by the positions held in the above three
categories. The range of assumptions here varies from the ideographic to the
nomothetic. Towards the more subjective end methodologies would tend to be
ideographic. This means that the emphasis in research will be on getting to know the
research subjects intimately such that their true nature and characteristics are
uncovered during the research process (Burrell and Morgan, 1979, p.2). Objectivist
researchers would tend towards nomothetic approaches. Here the emphasis will be

on methods that derive from natural sciences. Thus rigorous scientific testing of
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hypotheses is the main methodology used and 'systematic protocol and technique'

become a key factor in the research process (Burrell and Morgan, 1979, p.6).

The alternative positions within each category are summarized in Figure 4. Although
a range of positions may be held within each continuum, grouping the extreme
positions leads to the two main traditions in social research. Thus German idealism
represents the subjective end by the grouping of a nominalist ontology, an anti-
positivist epistemology, a voluntarist stance and an ideographic methodology. This is
in sharp contrast with sociological positivism which, at the objective end, combines a
realist ontology with a positivist epistemology, a determinist stance and nomothetic

methodologies (Burrell and Morgan, 1979, p.7).

The subjectivist The objectivist
approach to approach to
social science social science

| Nominalism | <«—— ontology —»’ Realism ‘

|Anti-positivisrn | <«— cepistemology —»’ Positivism ‘

| Voluntarism | <+——— human nature —>‘ Determinism ‘

|Ideographic | <«——— methodology —»’ Nomothetic ‘

Figure 4: A scheme for analyzing assumptions about the nature of social science
(Burrell and Morgan, 1979, p.3)

As can be seen from the above diagram the various choices made will create a
subjective/objective dimension (Burrell and Morgan, 1979, p.3) which will form the
first element of Burrell and Morgan's (1979) framework. The other element dealing

with nature of society will be addressed in the next section.

3.2.2 The nature of society
Here again Burrell and Morgan (1979) present us with two opposing dimensions.
These two dimensions are based on the distinctions outlined by the 'order-conflict

debate' (Burrell and Morgan, 1979, p.10). On the one hand society is seen as a stable
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environment where different parts are integrated. Individuals perform functions
which are coordinated and there is a consensus of values among members. These
assumptions are at the basis of the sociology of regulation which tries to analyse the
need for regulations to sustain society. Research that takes this view will try to
'understand why society is maintained as an entity...why society holds together rather

than falls apart' (Burrell and Morgan, 1979, p.17).

On the other hand, society can be seen as a constantly changing environment where
different parts are continually in struggle amongst themselves. Different members of
society contribute to disintegration and change and some of them are coerced into
some form of behaviour by other members. These assumptions are at the basis of the
sociology of radical change. The main concern here is 'man's emancipation from the
structures that limit and stunt his potential for development' (Burrell and Morgan,

1979, p.17).

Thus whereas the sociology of regulation tries to explain the current situation of
society in terms of the underlying unity and cohesiveness, the sociology of radical
change seeks to find explanations for the conflicts that characterize modern society
and the new possible directions into which society can move. These alternative views
regarding the nature of society will be combined with the alternative views regarding
the philosophy of social sciences to create four paradigms as shall be discussed in the

next section.

3.2.3 The Four Paradigms

By combining these two sets of assumptions Burrell and Morgan (1979) develop four
paradigms which can be used to classify most research taking place in the social
sciences. Figure 5 shows how the four paradigms arise as a result of the various

combinations possible.
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THE SOCIOLOGY OF RADICAL CHANGE
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THE SOCIOLOGY OF REGULATION

Figure 5: Four paradigms for the analysis of social theory (Burrell and Morgan,
1979, p.22)

Burrell and Morgan (1979, p.23) see a paradigm as ‘a commonality of perspective
that binds the work of a group of theorists'. The four paradigms thus become a
convenient way of locating a personal frame of reference. They compare them to a
map which tells you where you are, where you have been and where you might want

to go in the future.

The Functionalist paradigm combines an objectivist viewpoint with the sociology of
regulation. This has been the dominant framework in sociological research.
Functionalist research tries to provide rational explanations for the current state of
social affairs. Thus concrete situations are identified and examined through the
application of methods derived from natural sciences. The focus of such research
tends to be the identification of practical solutions for practical problems (Burrell and

Morgan 1979, p.26).

The Interpretive paradigm combines a subjectivist viewpoint with the sociology of
regulation. Human actions are influenced by the social environmental and in turn
influence the environment. The environment is however regulated by a structure of
rules that individuals adhere to (Smith 2011, p.4). Thus researchers who adhere to

this paradigm try to understand society as it is through a more subjective analysis.
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The researcher becomes a participant rather than an observer and seeks 'to

understand the very basis and source of social reality' (Burrell and Morgan, 1979,

p.31).

The Radical Humanist paradigm is characterized by a commitment towards social
change but from a subjectivist viewpoint. The social status quo is seen as a barrier
which holds individuals from achieving personal fulfilment. Research which adheres
to this approach tries to free individuals from the social norms which become a form
of alienation that inhibit the realization of human potential (Burrell and Morgan,

1979, p.32).

The final paradigm in Burrell and Morgan’s model is the Radical Structuralist
paradigm. In this case, whilst maintaining a focus on social change, research tends to
take an objective stance. Thus rather than focusing on the individual, researchers
focus on the structural relationships within society (Burrell and Morgan 1979, p.34).
Conflicts and power struggles between societal structures are seen as the way

towards achieving change in society that leads to human emancipation.

Burrell and Morgan (1979, p.25) emphasize that these paradigms are mutually
exclusive. Thus, at any one time, a researcher cannot operate within more than one
paradigm because the assumptions in one contradict some or all of the assumptions
of the other. However they do allow for the possibility that researchers may shift

allegiance from one paradigm to another over time.

3.3 The Paradigms in Accounting Research

Burrell and Morgan developed their paradigmatic framework for social sciences in
general. Other researchers have used the framework to classify research in
accounting in general (Chua 1986, Ryan et. al 2002) and management accounting in
particular (Hopper and Powell, 1985). The alternative paradigms will now be

discussed in turn starting with functionalism.
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3.3.1 Functionalist Research

Functionalist research has dominated accounting research (Chua, 1986) and can be
subdivided into three major groups — Objectivism, Social Systems Theory and
Pluralism (Hopper and Powell, 1985 p.433). This subdivision reflects the fact that
Burrell and Morgan’s (1979) dimensions allow for different positions along the
subjective/objective continuum rather than just one extreme as can be depicted in the

following diagram representing the functionalist quadrant:

Pluralism Social systems theory Objectivism
OBJECTIVE
SOCIOLOGY OF
REGULATION

Figure 6: Schools of functionalist accounting research (adapted from Hopper and
Powell, 1985 p.432)

3.3.1.1 Objectivism

Objectivism is best represented by Classical Management Theories which Burrell
and Morgan (1979, p.123) place at the most objective end of the Functionalist
paradigm. Underlying these theories is the assumption that employee behaviour can
be controlled by manipulating the work environment. This cause-and-effect
relationship implies that organizations possess the same behavioural characteristics
as physical objects. In accounting terms this means that the only information that is
relevant to decision-making is the mathematical identification of the profit-
maximizing option. Human beings, it is assumed, will always prefer that rational

option (Hopper and Powell, 1985, p.434).

3.3.1.2 Social Systems Theory
Occupying a slightly less objective position within the Functionalist paradigm, Social
Systems Theory allows for the complex interactions that take place between humans

and their environment. Thus researchers started incorporating aspects of motivation
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and organizational design in their studies (Hopper and Powell, 1985 p.434). This led

to several strands of research.

Accounting dysfunctions studies allow for the fact that the goals of individual
members of an organization may be different from the formal goals set for the
organization as a whole. This limits the effectiveness of any set of bureaucratic
controls (Hopper and Powell, 1985 p.435). Psychological theories highlight the fact
that human beings can interpret the same information in different ways. This will
lead to different decisions being taken based on the same management accounting
information. Thus researchers tried to identify the factors which determine the way
individuals process information (Hopper and Powell, 1985 p.435). Social
psychological theories take a similar approach but emphasize the effect of
motivation. These studies thus try to relate individual budget variables e.g. the
perceived difficulty of standards, with social psychological factors such as the
relationships between managers and subordinates (Hopper and Powell, 1985 p.436).
Structural theories focus on the way in which organizational structure, such as the
level of divisionalisation, effects the phenomena being studied (Hopper and Powell,

1985 p.435).

All the above approaches concentrate on variables that are internal to the
organization. Open systems theory sees organization as structures that both respond
to and contribute stimuli to the general social environment in which they operate.
Thus political, social and technological factors play an important role in
understanding how management accounting develops within organizations (Hopper
and Powell, 1985 p.438). Contingency theory brings together all these different
strands by allowing for the fact that different management accounting approaches
may be required in different organizations or in different parts of the same
organization. These approaches should reflect the different external and internal

environmental, social and financial conditions (Hopper and Powell, 1985 p.439).
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3.3.1.3 Pluralism

Pluralism views organizations as a collection of different interest groups who may
have several different and possibly conflicting objectives. As each group tries to
achieve its own objectives, the bargaining process that ensues creates the need for
accounting information. Pluralist studies thus have focused on management
accountants’ role as 'gate keepers' of information and on how management
accounting systems may support different perspectives on the same situation (Hopper

and Powell, 1985 p.433-434).

3.3.2 Interpretive Research

The main aim of Interpretive social research is to examine the ways in which social
realities are created and negotiated. Interpretive research does not accept that reality
is independent of people’s perceptions. Rather it is a subjective creation of each and
every individual. Social reality in particular is created through the interaction with
different members of society. Thus the only way to learn about reality is by trying to
understand the point of view of the research subject (Hopper and Powell, 1985

p.446).

By learning about how accounting is given meaning through a social process,
Interpretive research should lead to a better understanding of accounting. Moreover
research questions are allowed to emerge from the research process rather than being
decided at the outset. This should result in queries that are more relevant and related
to the needs of the research subjects (Hopper and Powell, 1985 p.447). Moreover
such research is necessary to make sure that the meaning and role of accounting
information is understood as clearly as the way in which it should be prepared
(Burchell et al, 1980). Chua (1988) identifies two main theoretical approaches within
the interpretive paradigm that are particularly relevant to management accounting
research namely Symbolic Interactionism and Ethnomethodology. More recently,
Structuration Theory and Latourian approaches have also gained prominence (Ryan,

et al 2002, p.42).
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3.3.2.1 Symbolic interactionism
According to Blumer (1969, p.2) symbolic interaction is based on three fundamental
premises:
1. 'Human beings act toward things on the basis of the meaning that the
things have for them'.
2. 'The meaning of such things is derived from, or arises out of, the social
interaction that one has with one’s fellows.'
3. 'These meanings are handled in and modified through an interpretative

process used by the person in dealing with the things he encounters.’

Research that subscribes to this view will therefore be focused on the interpretive
process by which subjects give symbolic meanings to their social interactions
(Silverman, 2005, p.98). This kind of research will ask 'why' rather than 'how' (Chua,
1988). It will not try to generate generisable hypotheses but rather determine the
peculiarities of the specific social interactions being researched. The concepts used to
describe the social interactions should be based on the actors' own definitions and
meanings. Researchers will need to immerse themselves in the world of the actors if
they are to achieve these objectives. As Chua (1988) points out, social stability is

assumed as actors are seen to comply with shared norms.

3.3.2.2 Ethnomethodology

When taking an ethnomethodological approach, researchers will examine in detail
the way in which individuals produce orderly social interaction as they go about their
daily lives (Silverman, 2005, p.98). The concern here will also be to answer the "how'
rather than the 'why'. However in contrast with symbolic interactionism,
ethnomethodology relaxes the assumptions regarding the actors' compliance with
societal norms. Rather, actors create an impression of an ordered society through
procedures which render their interactions recognisable and acceptable to others
around them. The researcher will aim to describe these procedures, in particular the

use of symbols and their meanings (Chua, 1988).
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3.3.2.3 Structuration theory

Giddens (1979) describes structuration as a social process that revolves around a
reciprocal relationship between humans and organisations via their structural
properties. Structuration therefore tries to conceptualise the connections between
individuals who are free to make choices, and the reproduction of societal structures
(Baxter and Chua, 2003). Giddens (1984, p.24) refers to this as a 'duality of structure'
where actors can both be influenced by pre-existing societal structures as well
influence the structures as they take decisions as independent agents. This concept
has important implications for accounting research as accounting systems can be
seen as structures that can regularise the functioning of organisation across different
time periods and in different locations (Roberts and Scapens, 1985). Accountants and

other actors can both influence and be influenced by these structures.

3.3.2.4 Latourian approaches

Latourian approaches, most notably Actor Network Theory (ANT) (Latour, 2005),
introduce the idea that the non-human (such as technological components) part of a
network of relationships needs to be given as much importance in research as the
human. Thus Latour (1987) creates the term actant to describe both human actors and
non-human elements where all actants are able to act in the network. Society is thus
seen as a network of relations between the actants. Latour (1987) also introduces the
concept of translation whereby individuals who want to bring about change will
convert their personal interests into facts. Both of these concepts have interesting
implications for accounting research where accounting systems, the reports they
generate and the technologies used to create those reports are elevated to the same
level of importance as the individuals who generate or use those reports. Moreover
accounting can play an important part in the creation of fact to suit the needs of

particular actors.

3.3.3 Radical Research
Hopper and Powell (1985, p.451) combine Burrell and Morgan’s (1979) Radical
Humanist and Radical Structuralist paradigms into one general Radical approach

since they reflect dialectical aspects of the same social reality. Thus Radical research
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in accounting includes both the subjective and the objective ends of the radical
research spectrum. Radical research emphasizes the contradictions and conflicts that
exist in society. But as opposed to Functionalist and Interpretive research, which
accept these conflicts in a non-judgmental manner, critical research tries to challenge
the dominant ideologies (Hopper and Powell 1985, p.450). Accounting can be seen
as the language of capitalism (Roberts and Scapens, 1985). Radical researchers claim
that accounting is used by the socially dominant group — the owners of capital in a
capitalist society — to subordinate and alienate the workforce (Hopper and Powell
1985, p.454). Chua (1986) called this type of research 'critical' accounting research
and this label seems to have become more popular (Ryan ef a/, 2002). Accounting
researchers have based their work mainly on the ideas of Marx and more recently

Foucault (Ryan et al, 2002).

3.3.3.1 The Marxist perspective

Marxist research tends to highlight how accounting contributes to the creation of an
unequal society and to the perpetuation of that inequality. The inequality stems from
the uneven distribution of resources. The result of this is that societal stability is
undermined. Moreover these inequalities are internalised and reproduced by
individuals and organisations. Marxist researchers therefore aim to provide a
theoretical structure for critiquing, changing and possibly improving organisations

and society in general (Baxter and Chua, 2003).

3.3.3.2 The Foucauldian perspective

The Foucauldian differs from Marxist perspective in that it is very much concerned
with the historical perspective when analysing social phenomena. It also avoids the
political commitment typical of Marxist research whilst remaining politically incisive
(Roslender, 1990). Foucault's approach has led to the development of new
interpretations of the historical development of accounting. Thus new developments
in accounting theory or practice are intricately wound with the historical phase in the

organisations or society where they develop (Baxter and Chua, 2003).
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3.3.4 The paradigms in perspective

This type of classification is useful for a number of reasons (Hopper and Powell,
1985, p.429). Accounting research has often been based on theories borrowed from
other social sciences prompting some authors to describe accounting researchers as
‘parasites’ (Smith, 2011, p.1). However little attention is given to the philosophies
underlying these theories. This classification addresses this problem. Once the
underlying assumptions are exposed then this classification will ensure that there is
consistency between the points of view of the researcher, the theoretical model used
and the research method applied. By using the Burrell and Morgan framework as a
map, researchers can not only find their way around the existing research but, more

interestingly, seek new areas to explore (Hopper and Powell, 1985 p.430).

This does not mean that Burrell and Morgan’s (1979) framework does not have its
critics. Chua (1986) lists three major drawbacks. Firstly, the mutually exclusive
dichotomies used by Burrell and Morgan do not allow for approaches which try to do
away with a 'strict either/or' approach. Secondly, Burrell and Morgan take a relativist
stance with regards to scientific truth and reason. Thus the framework is open to the
philosophical criticism that since relativism claims that truth is relative then
relativism may in itself be true or false. Lastly, the separation of the Radical
approaches into two is not thoroughly supported. As noted above, this has led

Hopper and Powell (1985) to combine them together.

3.4. Alternatives to Burrell and Morgan
Whereas Burrel and Morgan's (1979) framework was aimed at social sciences in
general, Chua (1986) and Laughlin (1995) have tried to develop alternative

frameworks specifically aimed at accounting research.

3.4.1 Chua's (1986) framework

Chua (1986) looks at three different sets of assumptions which may underlie research
and can be used to distinguish between different types of accounting studies. The
first set of assumptions is of an epistemological and methodological nature. These

assumptions are related as they both address the 'notion of knowledge' in terms of
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what may be considered as truth (epistemology) and what research method is
considered acceptable when gathering data to establish that truth (Chua, 1986,
p-604). The second set of assumptions deal with the ontology (whether social reality
exists independently of the observer), human intention and rationality (whether
means-end rationality drives intention) and the nature of society (whether stability or
conflict are prevalent) (Chua, 1986, pp.604-605). Whilst the first two sets of
assumptions are broadly similar to those outlined by Burrell and Morgan (1979),
Chua (1986, p.605) adds a third set of assumptions dealing with the relationship
between theory and practice. Thus the researcher needs to question the purpose of the
research, which can range from the provision technical solutions to the emancipation

of individuals.

Using her framework, Chua (1986) identifies three main approaches towards
accounting research. 'Mainstream' accounting research (Chua, 1986, pp.606-613)
assumes that reality 1s independent of the observer and relies on quantitative methods
to generalise conclusions. Humans are seen as rational beings with utility-
maximising objectives. Accounting is seen as a means to an end and no attempt is
made to challenge institutional structures. This type of approach has tended to
dominate accounting research and in essence is similar to Burrel and Morgan's
(1979) Functionalist paradigm. Chua (1986, pp.613-618) labels the second approach
as 'Interpretive’ research. Here the emphasis is on human intention as individuals
create their own reality. Research methods tend to focus on qualitative approaches
that observe actors in their day-to-day activities. The aim is to understand and
explain the processes by which social order is maintained. As the name itself implies,
this is very similar to Burrel and Morgan's (1979) Interpretive paradigm. The third
and final approach is termed the 'Critical Alternative' (Chua , 1986, pp.618-626). In
this case knowledge depends on the social and temporal contexts. Research will
therefore tend to use historical and ethnographical approaches. Individuals are seen
as alienated by societal mechanisms and therefore the aim of the research is to
identify and remove these barriers to the fulfillment of human potential. Thus is can
be seen that this approach is similar to Burrell and Morgan's (1979) radical

paradigms.
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Chua's (1986) most important contribution is the fact that, within her framework, she
removes the condition imposed by Burrell and Morgan (1979) that the positions
taken within these sets of assumptions are mutually exclusive. In this way different
positions can be combined and related within any research. This should serve to open
up possibilities that will 'extend our knowledge of accounting in action within

organizational and societal contexts' (Chua, 1986, p.626).

3.4.2 Laughlin's (1995) framework

Laughlin (1995) believes that Burrell and Morgan’s two-by two matrix, whilst valid,
is too simplistic. Thus he proposes his own more complex three-by-three matrix. The
three sets of assumptions now become 'theory', 'methodology' and 'change' (Laughlin,
1995, pp.66-68) Within each, like with Burrell and Morgan's (1979) model, there is a
range of positions which Laughlin (1995) identifies as "high', 'low' or 'medium'. The
assumptions and the various positions held can be combined to create a more

complex analysis of the various research approaches.

"Theory' refers to the level of prior theorizing in terms of the researcher’s view of the
nature of the world and of knowledge (thus encompassing Burrell and Morgan’s
ontology and epistemology). High levels of prior theorizing indicate that the reality
exists independently of the observer and thus research serves to add to the body of
knowledge of generisable empirical findings. Low levels of prior theorizing on the
other hand assume that the world around us is the creation of each individual's
mental projections. This makes generisability impossible as each individual will
project a different subjective reality. In this case therefore the focus of research will
be the detail and uniqueness of the situation being studied (Laughlin, 1995, pp.66-
67).

'Methodology' deals with the role of the researcher and the type of research methods
used (thus encompassing Burrell and Morgan’s methodology and human nature). The
question here is whether researchers, when conducting the research, should rely on
predetermined theoretical definitions which guide their vision, or whether they
should rely on their own powers of perception. A high level of theoretical definition

makes the researcher irrelevant to the research process: there is no subjective bias or
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influence on the outcome of the research. A low level of theoretical definition sees
researchers as an integral part of the research process and they are encouraged, as
free-thinking individuals, to use their individual perceptual skills (Laughlin, 1995,
p.76).

'Change' refers to whether the research is trying to create changes in the very
phenomenon that is being investigated (thus dealing with Burrell and Morgan’s
'nature of society' assumptions). Holding a high change position would mean that the
researcher views everything that is being observed as unacceptable and should be
changed. A low change position would see the researcher quite happy to leave things
as they are. A middle position would keep the options open. These three assumptions

and the levels held within each are combined in the figure 7 below:

Theory choice: level
of prior theorization

High ~Medium _~ Low -
High
Methodological P
choice: level of . -
theoretical nature Medium < _
of methods -
":\_\Qe
Low ) -5 ‘0‘(\'3

Change choice: level of emphasis
given to critique of status quo
and need for change
(high/medium/low)

Figure 7: Dimensions on the choice process for empirical research (Laughlin, 1995,
p.68)

Laughlin (1995, p.77) makes an important contribution with regards to his
proposition of 'middle-range’ thinking i.e. a combination of the mid-points of the
theory, methodology and change continuums. Thus rather than positioning
themselves at the extremes, researchers can make allowances for the fact that

accounting, as a social phenomenon, can never have the absolute consistency and
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generisability of physical sciences, nor is there the need to 'rediscover the wheel' with
every new accounting study (Laughlin, 1995, p.83). Keeping an open mind will

avoid the weaknesses of the extremes whilst preserving their strengths.

Chua's (1986) and Laughlin's (1995) frameworks, whilst providing a valid
alternative, have not managed to attain the same level of popularity as Burrell and
Morgan's (1979). The next section will therefore explain the research stance adopted

in the research with reference to the latter.

3.5 The case for Interpretive accounting research
This section will present arguments in favour of adopting an Interpretive stance in
this study. The advantages of Interpretive research will be outlined as well as how

these help overcome the limitations associated with functionalist research.

3.5.1 The emergence of Interpretive research in accounting

Accounting, with its traditional emphasis on the objective representation of financial
'facts' seems, on a first analysis, to be ideally suited for a Functionalist research
approach. It would only seem natural for accountants to resort to essentially
'numerical' forms of analysis since numbers are the way in which accountants
represent business realities. These 'numbers' are seen as an objective and value free
way of representing reality. However every numerical representation involves an
interpretation. In carrying out their everyday activities accountants constantly choose

what to measure and how to measure it (Morgan, 1988).

Burchell et al (1980) make one of the earliest calls for the study of accounting as a
social and organizational phenomenon. Their argument stems from the fact that
researchers have assumed that the functional attributes of accounting are the only
raison d'étre for the accounting craft. However, accounting can also be seen as a
social phenomenon that is used for a variety of reasons by different social actors
having different objectives. The role of accounting is intertwined with the social

context in which it operates. Any accounting representation can have a number of
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meanings attached to it which can be conflicting and can be used for purposes which

are different from the ones stated formally (Burchell ez a/ 1980).

Interpretation in accounting takes place at two stages (Boland, 1993). First, when
preparing accounting reports, accountants make personal, subjective interpretations
of the business situation on which they are reporting. Secondly, the same reports are
then used by decision-makers and interpreted as they attempt to make sense of the
situation they are facing. Accounting thus becomes an interpretive art and the

objectivity attributed to accounting information becomes a myth (Morgan, 1988).

Now the accountant can be seen not as a detached observer but as an active
contributor to the construction of social reality. Accounting becomes another multi-
dimensional and paradoxical social process. Therefore it requires an epistemology
that can analyse, interpret and understand these multiple dimensions and paradoxes

(Morgan, 1988). An Interpretive approach satisfies this requirement.

Researchers must also be aware of their roles in the research process. Researchers
will view reality through their individual 'lens' i.e. the way in which they organize
and give meaning to their experiences. This inevitably introduces some element of
bias and absolute objectivity in research is therefore impossible to achieve (Ansari
and McDonough, 1980). This contrasts directly with Functionalist research which
requires a separation between the researcher, the phenomenon being studied and the
methodology used. In a social reality this is not possible. Interpretive research
accepts these as 'intimately intertwined' (Covaleski and Dirsmith, 1990). The
detachment of researchers from the field of enquiry forced by a Functionalist
approach may have been responsible for the perceived lack of relevance of

accounting research to accounting practice (Tomkins and Grove, 1983).

By adopting methods derived from natural sciences, social scientists also
unconsciously adopted the underlying paradigmatic assumptions. However these had
been developed for a physical, inanimate world not human behaviour. Humans create

reality as they experience it (Colville, 1981). Social reality is not an object in itself.
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Rather it is made up of several interconnected events which change in meaning
according to individual perceptions (Roberts and Scapens, 1985). The social world
can be seen as a text whose significance can only emerge through interpretation
(Boland, 1989). Accounting is one of the contributors to this social text. Thus
accounting research, like other social research should focus on the interpretations
given by social actors as they interact with others in their social environment

(Covaleski and Dirsmith, 1990, Boland, 1989).

Morgan (1983) points out that accounting researchers are really social scientists in
disguise. Therefore in selecting their research methods they must choose those that
are most valid to carry out social research. In the field of social sciences 'naturalistic'
methods have been recognized as inappropriate (Morgan, 1983). Thus the scientific
approach is misguided for accounting research since accounting deals with social
phenomena which do not have fixed behaviour patterns as may be found in chemistry

(Tricker, 1979).

The main difficulty with applying Functionalist research is that the nature of social
science is such that it is difficult to have, a priori, a perfectly structured problem to
analyse. Rather, the data required and the techniques used to analyse this data will
develop as part of the research process as the researcher learns more about the
problem being tackled (Tomkins and Grove, 1983). Moreover, the complexities
created by the multiple interpretations possible, may tempt researchers to focus in
isolation on variables which are easily measured. But the variables are not the
organization. It is the relationships between the individuals that make part of the
organization that are the organization (Colville, 1981). There is a risk that
researchers adopting a Functionalist approach, with its emphasis on statistical rigor,
may end up emphasizing the methodology used rather than the knowledge gained
and the value of the results obtained (Tricker, 1979).

Interpretive research does present some problems. As Covaleski and Dirsmith (1990)
point out, Interpretive research tends to be very time consuming. The methodologies

used leave the possibility of multiple interpretations by different researchers.
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Researchers who have to trawl through huge volumes of qualitative data may end up
with an underdeveloped analysis and interpretation. There may also some resistance
to Interpretive research by a part of the research community on grounds of reliability,

validity and researcher detachment.

However in spite of these problems Interpretive research in accounting makes four
important contributions (Chua, 1986, pp.617-618). The first contribution is the
recognition of the fact that in practice accounting information can be given different
meanings. These meanings in turn reflect changing environmental contexts.
Secondly, an Interpretive stance recognizes that the meanings given to accounting
information help create an 'objectified social reality'. Accounting numbers give the
impression of scientific rationality where this does not exist. Thirdly, interpretive
research challenges the assumption that accounting information is used as a means to
achieve pre-determined goals. Often the information is generated after the event to
justify the decisions already taken. Fourthly, an interpretive outlook does not assume
that all conflict is inevitably 'dysfunctional'. Since goals are created through human
interaction there is no priority of pre-set goals and therefore 'dysfunction' does not

necessarily arise.

Scapens (2008, pp.915-916) summarises the achievements of Interpretive accounting
research over the past three decades as follows:
"We now have rich understandings of accounting practice and can explain
why organisations have the accounting systems they have. These
explanations are highly theorised, and draw on a wide range of research
methods and disciplines; with theories from organisation theory, sociology,
social theory, politics, social anthropology and economics to help us

understand the form and nature of accounting systems."
Interpretive research has thus managed to address the many different elements that

surround accounting practice and influence its development and application as

envisaged much earlier by Burchell ez a/ (1980).
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3.5.2 The validity of the Interpretive approach to this study

The aim of this thesis is to explore the role of management accounting within SMEs
with particular reference to the interaction between users and providers of
management accounting information. This is an 'interface' zone where individuals
have the difficult task of interpreting and adapting management accounting
knowledge in a way that can be useful in the SME ‘micro-world’ (Perren and Grant,

2000). Thus an Interpretive approach is required when researching this area.

The decision-making process may make use of accounting information from a
number of sources. This information will be used by the decision-makers to form and
inform their decision. However accounting information rarely gives definite answers.
Thus decision-makers will go through a process of interpretation. The accounting
information available will be viewed through a lens created by their own personal
knowledge and experience. In SMEs in particular, social norms can also have a
profound impact on the decisions reached (Curran et a/, 1997). Management
accounting information becomes for the decision-makers an ‘interpretive scheme’ in
itself (Mackintosh and Scapens, 1990). It is therefore quite possible for different
decision-makers to take different decisions when presented with the same accounting
information for the same decision scenario. Each possible decision reached will
however be rational in terms of the decision-maker’s perception, knowledge and

experience (Ekanem, 2005).

The multiplicity of possible interpretations is not limited to the decision-makers.
Preparers of accounting information are also faced with a number of choices when
deciding what information is to be fed into the decision-making process (Morgan,
1988). This will be determined by their interpretation of the decision-making
situation, their interpretation of the request for information (or lack of it), and their
interpretation of the use that will be made of this information. Thus in spite of the
aura of objectivity surrounding accounting information, this may be the outcome of a
number of subjective choices. When dealing with management accounting
information the absence of regulation and the specific purpose for which the

information is required render subjective interpretation necessary rather than just
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unavoidable. The information provided is thus dependent on what the preparers

chooses to measure and is actually able to measure (Morgan, 1988).

These two stages of interpretation were described by Boland (1993) as follows:
'Accountants make interpretive readings of an organizational
situation as a basis for writing records and reports. Accounting
reports, in turn, are read by managers and others as they try to
make an understanding of organizational situations’

(Boland, 1993, p.125)

Thus any research which tries to uncover the processes that make management
accounting information relevant must first and foremost understand the subjective
processes that the decision-makers and information-preparers themselves go through.
Gibb (1997) argues that objective approaches to researching such processes will fail
to answer the basic questions relating to the process itself. In SMEs in particular,
positivistic approaches are also of limited applicability since it can be very difficult
to determine what the dependent and independent variables are. In these cases, the
various factors that may influence a decision are interrelated and influence each other

(Perren et al 1999).

3.6 Conclusion

This chapter has discussed the various paradigmatic options available to social
science researchers in general and to accounting research researchers in particular.
The main discussion has centred on Burrell and Morgan's (1979) model which has
proved to be a successful and popular tool for the classification of accounting
research. Some of the more popular approaches within this model were also
discussed. Alternative models, based on Chua (1986) and Laughlin (1995) was also
presented. This chapter has also shown how Interpretive research can make
important contributions to management accounting research and highlighted the
reasons behind the adoption of an Interpretive approach for this study. The next
chapter will discuss in detail the specific research methodology that was applied in

carrying out this research, namely Grounded Theory.
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CHAPTER 4 - RESEARCH METHODOLOGY

4.1 Introduction

The previous chapter has described the various research paradigms available to
accounting researchers and made the case for adopting an interpretive stance in this
study. This chapter will first discuss the choice of the specific methodology adopted
within the interpretive paradigm namely Grounded Theory. The tenets and processes
of Grounded Theory will then be examined in detail. Reference will be made to
previous studies that have used this methodology. Finally a detailed analysis of the

process of research design and execution used by this study will be provided.

4.2 The choice of a Grounded Theory methodology

Various arguments can be put forward in favour of using a Grounded Theory
methodology. First and foremost is the concept at the heart of the methodology i.e.
that the theory is grounded in the data itself. This means that the theories derived are
more likely to be an accurate representation of reality (Strauss and Corbin, 1998,
p.12). The iterative process which is at the basis of Grounded Theory data analysis
allows the research to identify and focus on key issues arising directly out of the way
things are (Elharidy ef al, 2008).This in contrast to an approach which generates
theory from the abstract generalisations of the researcher about how things ought to

be.

Another advantage of using this approach is that the analysis carried out goes beyond
description and actually develops a framework that explains the phenomena observed
(Parker and Roffey, 1997, p.218). Theories will thus be 'dense’ i.e. will have
identified all the most important properties (i.e. characteristics) and dimensions (i.e.
the extent to which a property is present) of the phenomena (Strauss and Corbin,
1998, p.158). As a result, these theories will reflect the complexity and richness of
the situations in which the activity under observation is being carried out (Parker and
Roffey, 1997, p.212). Actors are studied in their everyday world and various sources

of evidence can be brought together (Elharidy et al, 2008).
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Grounded Theory methodology emphasises that fact that the research subjects’ own
insights are allowed to emerge without the researchers imposing or suggesting their
personal views (Parker and Roffey, 1997, p.219). The researcher should be listening
to the data not just to identify concepts but also to lead the research direction itself.
However the researcher is encouraged to draw upon personal experiences in order to
be able to understand the participants' experiences (Corbin and Strauss, 2008, p.80).
Researchers cannot undo their previous knowledge and experiences. Thus they

should be acknowledged and used as a tool to improve the analytical ability.

Finally, the grounding of theory in data gathered from an actual field of practice
means that the theories derived from Grounded Theory studies will make it easier to
transfer knowledge from people in the field (Glaser, 1978 p.13). The resulting theory
will reflect ideas and modes of expression which are present in practical situations.
Thus another person working in the same field is more likely to understand and use
the theory. This is essential if the findings are to contribute to the development of

any field of practice.

The above arguments indicated that Grounded Theory is particularly suited for this
study. The research needs to reflect the realities of SMEs which are not small
versions of large business but a reality of their own. The problems, processes and
interpersonal dynamics are substantially different from those present in larger
organisations. The practical application of management accounting techniques may
also take a particular path which reflects that reality. By grounding the research in
the data generated this study will provide a new theoretical development which will

be both methodologically sound and practically useful.

4.3 The Development of Grounded Theory

Grounded Theory was initially developed by Barney Glaser and Anselm Strauss as a
method of comparative analysis that allows researchers to discover theory from data
(Glaser and Strauss 1967, p.1). The authors intended their work to be for the use of
sociologists who were generating sociological theory (Glaser and Strauss 1967, p.6).

Since then Grounded Theory has been adopted and used in many spheres of social
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research including Management Accounting. Glaser and Strauss eventually
developed Grounded Theory in different directions. The Glaserian and the Straussian

approach differ in a number of areas.

The first issue is the definition of the research problem itself. Glaser (1992, p.25)
argues that ‘there is no preconception of being too broad or global’ when entering a
field of study. Thus he suggests that the researcher should not have prior focus: the
focus of the research will then be suggested by the findings themselves. On the other
hand, Corbin and Strauss (2008, p.25) allow the researcher to develop research
questions that are broad, but ‘not so broad as to give rise to unlimited possibilities’.

The focus of the research is thus identified and defined in advance.

Another difference between the two approaches is the role that is to be played by
existing literature on the subject area. Glaser (1992, p.31) insists that ‘there is a need
not to review any of the literature in the substantive area under study’. This should
reduce the researcher’s preconceptions when interpreting data. Corbin and Strauss
(2008, p.35-38) contend that reviewing at least some of the literature prior to entering
the field can help improve the research process itself. Thus it can help when making
comparisons, when generating initial questions and improve sensitivity in the

analysis.

The two schools of thought also differ in their approach to data analysis. Glaser
(1992) suggests a general approach to analysis which through constant comparison of
pieces of data allows theories to ‘emerge’. He argues that applying a set of rules to
the analytical process will ‘force’ theories to emerge and this is against the very
nature of Grounded Theory (Glaser, 1992 p.3). On the other hand Corbin and Strauss
(2008, p.89) suggest a paradigm which researchers can follow as an aid to their

analysis and can be adapted to the needs of every individual study.

A final difference is the issue of verification. Glaser (1992, p.29) states that
'Grounded Theory is not verificational'. Thus the main thrust is directed towards

theory generation. Quantitative verification should be left to researchers who are

65



interested in that aspect specifically. This view is strongly contested by Strauss and
Corbin (1994, p.274) who argue that their approach contains an ‘explicit mandate’
that tries to verify theories as they are being created. This happens throughout the
research process as a result of the interrelation between the collection of the data and

its theoretical analysis.

4.3.1 Approach adopted in this study

In spite of the differences in method both approaches provide a valid methodology
for interpretive research. For this study a Straussian approach will be adopted. There
are two main reasons for this. The first is the definition of the research problem. It
would not have been possible for the researcher to embark on this doctoral study
without a clear idea of the area the research would focus upon. Secondly, this being
the researcher's first venture into the research arena, the Straussian approach provides

some guidance which should assist the research process.

4.4 A Description of Grounded Theory Procedures

4.4.1 Data collection

The process of Grounded Theory proper starts with the first phase of data collection.
Once the first data is collected the process of analysis can start, which will in turn
guide further data collection. Eventually this will lead to the emergence of the
fundamental concepts which will form the basis of the Grounded Theory that will be

generated at the end of the process.

In a Grounded Theory approach data collection and analysis go hand in hand. That
is, as new data is gathered it must be analysed and this analysis will inform the next
data that is to be gathered. In this way the data that is gathered is focused around
themes that emerge from the data itself (Charmaz, 1995, p.31). The research process
is thus iterative. Starting with an initial inductive approach which underlies the initial
research questions, the researcher then carries out a deductive analysis of data which
helps to form theories which are then verified against new data that is collected

(Strauss, 1987, p.12). This is done over and over again until a final theory emerges.

66



Glaser and Strauss (1967, p.102) referred to this approach as ‘the constant

comparative method’.

Since data collection is guided by the analysis of previous data, Grounded Theory
makes use of Theoretical Sampling (Corbin and Strauss 2008, p.143). Thus data is
collected which can help develop the understanding of a concept rather than by
reference to quantitative formulae. The collection of data goes on until saturation is
reached i.e. that point at which additional data will not help develop concepts any

further (Glaser and Strauss, 1967, p.61).

4.4.2 Data analysis - Coding

The analysis is carried out through a coding process. Coding is the process by which
concepts emerging from the data are identified, named and categorised. In the first
phase of coding, Open Coding is carried out by reading through data and identifying
the smallest meaningful unit of analysis, typically phrases and expressions (Bartlett
and Payne, 1997). In the early stages of analysis this will usually involve a line-by-
line analysis of the available data. This will serve to ensure that researchers avoid
missing out on important categories as well as enabling them to verify and saturate
the categories in the process (Holton, 2007). Charmaz (2006, p.50) emphasises the
importance for researchers to stay open to what the data is suggesting by keeping
codes 'short, simple, active and analytic'. This will ensure that the codes fit the data

rather than the other round.

Once the initial codes emerge these are then connected and grouped into a more
abstract set of categories in the next coding phase, namely Axial Coding. This will
serve to bring related open codes together around a central axis (Charmaz 2006,
p.60). The researcher will now have a smaller number of more elaborate codes to
work with. At this stage the first indications of an underlying theory may begin to
emerge. Although initially suggested as two distinct and separate phases, Corbin and
Strauss (2008, p.198) now suggest that Open and Axial coding can be done

concurrently since the researcher will be making connections automatically.
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The final coding level is the integration of the various categories around one central
core code (Corbin and Strauss 2008, p.263). This process is known as Selective
Coding. In this phase the axial codes will be integrated around a central theme (Tan,
2010). This category should be able to explain the pattern of social behaviour that
has emerged as the focus of the study (Glaser, 2002). The process of moving from
small pieces of raw data to one final category will ensure that the core category is
firmly grounded in the data and will provide a theory that is dense and saturated
(Holton, 2007). Diagrams may provide a useful tool to establish relationships

between codes and categories (Corbin and Strauss, 2008, p.125).

4.4.3 Memo-writing
Throughout the coding process memos are used to record the researcher’s reflections
about the concepts and codes generated. They serve to begin building connections
between codes and will thus provide the basis for the development of the core code
(Parker and Roffey, 1997, p.229). Charmaz (2006, p.73) describes memo-writing as:
'the pivotal intermediate step between data collecting and writing
drafts of papers...memo-writing constitutes a crucial method in
grounded theory because it prompts you to analyse your data and codes

early in the process'

It is important that when collecting and analysing data researchers maintain an
adequate level of sensitivity (Corbin and Strauss, 2008, p.32). Sensitivity refers to
the ability of researchers to be in tune with the contributions of participants and thus
be able to understand what is really going on. The researchers will let their analysis
be informed by their personal knowledge and experience without however forcing
their ideas on the data (Corbin and Strauss, 2008, p.33). They must be able to 'wave
the red flag' when they feel that personal bias — their own or their respondents — is

being introduced in the analysis (Corbin and Strauss, 2008, p.81).

4.5 The emergent theory
The theory that should result at the end of the Grounded Theory process should have

the properties of fitness, understanding, generality and control (Glaser and Strauss,
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1967, p.237). Fitness refers to the fact that the theory must correspond closely to the
underlying data. Here researchers must be careful not to force their ideas onto the
data and force deduced conclusion rather than allow induced concepts to emerge.
Understanding means the resultant theory can be easily understood by people
working in the research area. This will make the theory more attractive to persons
who might want to use it in practice. The theory will have generality when the
concepts described are flexible enough to be applied in a wide range of situations.
Anyone who is using the theory should be able to modify it to reflect the particular
realities of the situation to which it is being applied. Finally, the theory must allow
the user sufficient control over the variables when it is being applied in a day-to-day
setting. Thus as situations change the user will be able to adjust the approach used

and predict the outcome of that approach.

Grounded Theory will generate theories that may be substantive or formal:
By substantive theory, we mean that developed for a substantive, or
empirical, area of sociological inquiry, such as patient care, race
relations, professional education, delinquency, or research
organizations. By formal theory, we mean that developed for a formal,
or conceptual, area of sociological inquiry, such as stigma, deviant
behaviour, formal organization, socialization, status congruency,

authority and power, reward systems, or social mobility (Glaser and

Strauss, 1967, p.32, emphasis added))

Thus although both types of theories are firmly grounded in the data, a distinction
can be made based on the level of generality (Glaser and Strauss, 1967, p.33).
Whereas substantive theory will be applicable in a specific area, a formal theory will
have a higher level of abstraction and may be applied across several substantive
areas. Formal theory will therefore require the inputs from studies within several
substantive areas such that the process of comparison shifts from comparing cases
within the substantive area to comparing the theories emerging from several

substantive areas (Glaser and Strauss, 1967, p.79).
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Glaser (2007, p.99) gives an interesting example to clarify the distinction between
the two types of theory. Thus a theory which describes how dentists deal with the
risk of HIV exposure via a process of 'cautionary control' is a substantive theory. If
other substantive studies extend the same concept to other areas with exposure risk,
such as disease control or terrorist control then a formal theory of 'cautionary control'

may be developed which applies to all spheres of life.

4.6 Verifiability and validity

The Grounded Theory process directly addresses issues of validity and reliability. As
the process of data analysis proceeds, the emerging themes are constantly verified
against new data that is collected (Glaser and Strauss, 1967, p.102). Thus, themes are
not immediately accepted but have to be verified by new data until saturation is
reached (Glaser and Strauss, 1967, p.61) thereby ensuring the reliability of the
analysis. Validation of the theory is achieved by sharing the analysis with the
participants themselves (Corbin and Strauss, 2008, p.273). This is done near the end
of the research process once the core category has emerged. If the participants
recognize the 'story' told by the grounded theory then the researcher gains

reassurance that the analysis carried out has been carried out correctly.

4.7 Potential pitfalls

The Grounded Theory process is not without its dangers. Three issues need particular
attention namely premature saturation, using coding as a recipe book and an
ineffective use of the literature (Elharidy et al. 2008). Premature saturation may
occur if the researcher is in a rush to finish off the study. This leads to weak
conclusions and superficial theories. The theoretical sampling must therefore go on
until all gaps are filled in (Corbin and Strauss, 2008, p.272). The richness of
description is one of the stronger points of grounded research. Researchers may also
believe that by strictly adhering to a set of coding steps, good theory will eventually
follow. This is certainly not the case. It is important for researchers to be flexible and
react to the emerging codes during the research process (Elharidy et al., 2008). An

undue emphasis on literature may lead researchers, especially novice researchers, to
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look for confirmations of existing theory rather than discover new ones (Heath and

Cowley, 2003). This defeats the whole purpose of Grounded Theory.

If properly applied, Grounded Theory provides built-in corrective mechanisms that
can stop research from deteriorating into theoretical esoterism. Thus it can help
reduce potentially misleading constructions which may arise out of the interviewing
process. In particular Grounded Theory can help focus on the process rather than just

the outcome of accounting activity (Parker and Roffey, 1997, pp.240-241).

4.8 Grounded theory in accounting research

Grounded Theory can be a very useful methodological approach for accounting
researchers when they are trying to understand accounting as a social construct (Lye
et al, 2005). The earliest applications of Grounded Theory methodology can be
traced to Covaleski and Dirsmith (1983, 1986, 1988). However the major impetus
towards the use of Grounded Theory by accounting researchers was given by Parker
and Roffey (1997, p.244) who identified it as an 'underutilised and potentially
valuable addition to future accounting theory development'. Their arguments in
favour of using the methodology have been clearly stated in the previous sections of
this chapter. Since then the methodology has grown in popularity such that Smith
(2011) and Hoque (2006) have dedicated a whole section to it in their books dealing

with accounting research methods.

An overview of the Grounded Theory literature over the last decade reveals the
versatility of the methodology. Goddard (2004, 2005) explored the relationship
between accounting, governance and accountability in local government in the UK.
Another study focusing on the public sector was Lye ef al's (2005) analysis of how
the New Zealand government moved to accruals-based accounting from cash-based
accounting. Holland (2005) and Solomon and Solomon (2006) dealt with the choices
made by large UK companies with regards to corporate disclosures. The accounting
processes and reporting practices within non-governmental organisations in Tanzania
were examined by Goddard and Assad (2006). Efferin and Hopper (2007) looked at

how different cultures, ethnic backgrounds, national politics and business
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considerations determined the structure of the management control system in a
Chinese-Indonesian company. Tillmann and Goddard (2008) looked at the
application of strategic management accounting within a large German multinational
company. The generation and use of management accounting information by owner-
managers in Palestinian micro-firms was explored by Alattar et al (2009). Strategic
management accounting was again the subject of studies by Broad et a/ (2007) and
Hutaibat ef a/ (2011) who used their research to explore the concept in the UK higher
education sector. It is worth noting that the latter was the only study adopting a

Glaserian approach.

4.9 Research Design

4.9.1 Literature Review

In line with the Straussian approach to Grounded Theory a preliminary literature
review was carried out prior to starting the fieldwork. This literature review was
intentionally generic since the aim was not the identification of testable hypotheses
but rather to make the researcher more sensitive towards any issue that may emerge
from the data once the data collection and analysis begins. As discussed in Chapter 2,
the preliminary literature review dealt with the general nature of management
accounting and the use of management accounting information by organisations and,
in particular, the SME community. A second literature review was then carried out
after the core category emerged. This will be presented in Chapter 8. This literature
review 1s much narrower in focus since it aims to integrate the emerging grounded

theory with prior literature.

4.9.2 Data collection

The fundamental aspect of this research is the exploration of the interaction between
users and providers of management accounting information. To achieve this aim it
was considered crucial to listen to the stories of both parties. The research design
achieved this by carrying out interviews with owners, managers, accountants and
advisors who operate on both sides of the interaction. The process of collecting data
regarding the same phenomenon from multiple sources is known as data

triangulation (Ryan et al/, 2002, p.156). Triangulation not only ensures that the
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various actors are given the opportunities to express their view. By comparing
different sources, the validity of the findings is improved as subjective respondent

category bias is reduced (Ryan et a/, 2002, p.156).

The EU SME definition (see section 1.4.1) allows for a rather wide range of
parameters within which businesses may be classified as SMEs. This may create
difficulties in the comparability of data obtained from companies within any SME
research population. As shall be explained in the following paragraphs, in order to
mitigate this potential limitation, a number of measures were taken to ensure a

reasonable level of homogeneity within the companies selected for this research.

The SMEs were selected from a list of manufacturing companies provided by a
Maltese governmental agency. It was decided to select companies who employed
between 50 and 250 employees. At the smaller end of the SME scale it is unlikely
that the firms would employ a full-time accountant. For the purposes of this research
it was important for there to be a full-time accountant on site to ensure that the
potential for interaction between users and providers was maximised. The list
revealed a total of 55 firms. The number of employees employed by each firm is not
being revealed in order to protect the identity of the respondent companies. A
preliminary internet search revealed that of these, 30 were actually Maltese
subsidiaries of larger foreign parent companies. An analysis of the latest financial
statements filed by these companies confirmed that they met either the sales revenue

or balance sheet thresholds to qualify for the EU SME definition.

As the firms were gradually contacted two indicated that they were only willing to
give access as long as other competitor firms were not contacted. This meant that the
net total of potential research sites was 23. All of these were contacted with 17
agreeing to give access. The remaining 6 firms either indicated that they did not wish
participate in research studies due to confidentiality issues or due to time pressures.
Initial access was negotiated with the managing directors within each firm who then
provided contact details of their full-time accountants, and where applicable, senior

managers and advisors. In two instances the managing director allowed access to the
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accountant but did not wish to participate in the research himself due to time
constraints whilst in another case the accountant was not available for the same
reason. In one case, access to the accountant was not granted as he had only been
recently employed. With the exception of this last case, all the accountants had been
employed by their respective firms for at least five years. All advisors except for one
were senior managers within various accountancy/management consultancy firms
who had a long-term, recurring relationship with the companies and were involved in
all major decisions taken by the firms and attended management meetings on a
regular basis. The other advisor was an IT consultant who had helped the firm

develop its information systems over a number of years.

All the firms were directly managed by the majority shareholder and in all cases the
majority of the shares were held by members of the same family. During the
interviews background information about the companies was collected. This revealed
that all the firms had been established for at least twenty years. Thus the population
consisted of mature, family-owned, owner managed businesses. A number of
industrial sectors were represented. In order to protect the confidentiality of some of
the respondents their industrial sector is not being disclosed. A further three
interviews were conducted with advisors who have not been linked with a specific
business, as they were mentioned as advisors by several respondents. These advisors
were senior managers within Big 4 accountancy firms and advised the firms on an ad
hoc basis. All respondents except for two agreed to have the interview recorded.
Interviews lasted between forty-five minutes and two hours. A total of forty-two

interviews were conducted, analysed as follows:
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Company | Business sector Director | Accountant | Manager | Advisor
1 Other v
2 Other v v
3 Food and beverage | , v
4 Food and beverage | , v v
5 Food and beverage v
6 Food and beverage | ., v v
7 Printing v v v
8 Food and beverage v v
9 Other v v Vv
10 Printing v v
11 Food and beverage v
12 Food and beverage | , v v
13 Printing v v
14 Food and beverage v
15 Other v v
16 Metalworks v v v
17 Metalworks v v
Independent advisors VY

Table 3: Breakdown of interviews

4.9.3 Interviewing approach

In order to encourage the respondents to reveal issues that were important to them
the interview schedule was a very open one. An interview schedule comprising of a
set of areas to be addressed was kept for reference by the researcher but the flow of

questioning varied from interviewee to interviewee depending on the direction which
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the interview would take. The following were the areas which were included in the

basic interviewing schedule:

The use of accounting information in the day to day running of the business.
The use of accounting information in special decision-making situations.
The role of the accountant in the business.

The flow of information.

The role of advisors.

The overall value of accounting information.

Table 4: Basic interviewing schedule

In line with the principles of theoretical sampling recommended by Corbin and
Strauss (2008, p.146), as the interviews started being analysed and themes began to
emerge, questions were asked during the interviews which allowed the researcher to
delve deeper into those themes. This was a very sensitive phase as the researcher had
to find a balance between gathering more data about the emerging themes without
precluding others from emerging. There was also the risk of forcing themes on the
respondents. Both could lead to premature saturation. To minimise the risk of this
happening, probing questions were generally asked when the interviewees

themselves touched upon the subject or towards the end of the interview.

4.9.4 Data analysis

The first eight interviews were transcribed word for word in their entirety. Thereafter
only the parts which were relevant to the research area were transcribed. This was
necessary as due to the relatively open stance adopted during the early stages of each
interview the discussions ranged widely and included topics such as personal
connections, current issues and even football! This served to help respondents relax
into the interview and be more forthcoming when more direct questions were asked
but also generated a substantial amount of interview data which was not relevant to
this study. Detailed time records of the parts transcribed were kept. The interviews
were transcribed in the original language which in most cases was Maltese though

there were some respondents who reverted to English for some of their responses as
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is typical in many conversations between Maltese individuals, especially when
debating business and accounting related issues. The parts which are quoted in the
presentation of the research were translated (where necessary) at the end of the
process of analysis so that none of the language nuances were lost during that

process.

Line-by-line analysis of the interview data helped to identify the emerging themes or
codes. The coding process was supported by extensive memo writing. Two types of

memos were used. 'Initial' memos served to record the researcher's first reactions to,

and analysis of, the individual pieces of information. When several themes appeared
to be somehow related 'summary' memos were used to combine and connect the

themes.

4.9.5 Validity and reliability of findings

As discussed in section 4.6 the central Grounded Theory process of constantly
comparing new data to previous data helps the researcher ensure the reliability of the
analysis. The triangulation of data from different sources also helps improve the
reliability of the findings. Carrying out interviews with individuals on both sides of
the information exchange (accountants and advisors as providers and owners and
managers as users) ensured that the findings reflect a complete and balanced view of

the processes and interactions observed.

The findings were validated by discussing the emerging themes with the interview
subjects themselves. This, first of all, served to identify any researcher bias
(Slagmulder, 1997). But perhaps more importantly it helped ensure that the findings
had what Strauss and Corbin (2008, p.301) consider to be the main factor that
determines the quality of Grounded Theory research i.e. credibility. Thus the
findings are believable not only to the researcher but also to participants and finally
the readers of the research. A final interview was carried out with an accountant with
more than thirty years' experience of working within and advising SMEs where the

core category was discussed in detail. He found the grounded theory and its
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components to be essentially 'trustworthy' and 'plausible' (Strauss and Corbin, 2008,

p.301).

4.10 Summary

This chapter has presented the case for the specific methodology adopted in this
study. Grounded Theory was shown to be a valid Interpretive methodology which
can generate relevant contributions to the field of study. The specific research design
used in the research was then described in detail as well as the process of data
analysis. The next chapters will describe the findings that emerge from the research

process starting with the open categories.
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CHAPTER S - OPEN CATEGORIES

5.1 Introduction

In a grounded theory study, the first stage of data analysis is the open coding. In this
phase themes, or ‘codes’ are allowed to emerge from the data through a detailed
analysis of the data collected. This is where concepts begin to emerge which will
later be condensed into a comprehensive theory. Open coding is the first but
fundamental step that ensures that ultimately the theory is indeed ‘grounded’ in the

data.

In this chapter the open categories will not be discussed in any specific order. The
aim at this stage is to introduce the emerging themes that characterise the research
setting and delineate concepts that will form the data blocks (Corbin and Strauss,
2008, p.195) that will be used to build analytical structures in later stages of analysis.
Reference will be made to the specific responses that generate the codes. Thus this
chapter is mainly descriptive with a low level of abstraction and no attempt will be
made to establish interrelationships. The process of abstraction and interrelating of
codes will be carried out in the next phase of grounded theory analysis which is axial
coding, discussed in the next chapter. Although for ease of presentation open and
axial coding are presented as two separate processes, in practice there is substantial
overlap as relationships between categories become apparent whilst they are being

generated.

The process of analysing the interviews, especially the initial line-by-line analysis
generates a large number of open concepts (see Appendix 1) which represent basic
themes contained in the data. Related themes are then grouped into the open
categories. The open categories are then developed according to their properties i.e.
the characteristics that define them and their dimensions i.e. the possible variations
within the properties. These variations can be represented as positions along a
continuum of alternative perspectives for each dimension (Corbin and Strauss, 2008,
p-159). Each open category is being accompanied by a diagram displaying the
properties and dimensions. Within these diagrams the position along the continuum
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is not an exact quantification but helps the reader understand the conditions that were
revealed by the detailed analysis of the data. The properties and dimensions for each
open category are indicated at the start of each section discussing the said categories.

This process generated 25 open categories which will now be discussed in turn.

5.2 Trusting the accountant

Properties Dimensions

Development process slow <@ fast
Scope broad <@ narrow
Access to information open @ restricted

Figure 8: Properties and dimensions - Trusting the accountant

Trust appears to be the cornerstone of the interaction between the users and providers
of accounting information. It is trust that enables the providers to have access to the
sensitive data which they need to provide useful meaningful information. It is trust
which ensures that users can then rely on the reports provided. In fact trust can be
more important than competence such that a business owner would rather have a

'perfectly honest man'than a 'perfect financial controller' (Director, Company 2).

It should not be assumed however that trust "happens' by virtue of the job description

itself. In fact:

"... there are many who try not to give any information to the Financial Controller,
but I never had a problem discussing certain issues with him. That's how he becomes

one of us.” (Director, Company 1)

This is to be expected since the provider of information is holding a fiduciary role
and is handling sensitive business, and sometimes personal, information. The
development of trust is a long-term process. In many instances the relationship
between users and providers has lasted for more than a decade and in some cases

since the business's inception. Inevitably such a long-term relationship will have its
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ups and downs but once trust has been established, business owners will be very

reluctant to replace their accountant.

This attitude is quite understandable as it can be very difficult for an owner to realise
that an accountant is committing fraud or other financial irregularities. The
accountant has extensive access to information and can exert substantial control over
its access to others, including the owners themselves. This means that it could take a
very long time' (Director, Company 3) for any irregularities to be detected.
Accountants are in a position of power, even over the owners themselves, whether

they like it or not.

Awareness of the power of the accountant may explain why some owners will not
give full access to information to their accountants. In turn, accountants are willing
to accept that their employer may have 'several reasons' (Accountant, Company 2)
for withholding some information. The attitude then is to very prudently refrain from
probing further where it is clear that the information will not be forthcoming.
'Information gathering' can easily be construed as 'prying' and that would undermine

the trust.

However once the trust is earned it will be complete and the accountant takes on
roles that reach way beyond the provision of financial information. Now the
interaction is intense and complex. The accountant becomes a trusted partner, the
principal collaborator in fact. The intensity of the relationship is such that the

accountant can be:

"like having a wife. In the sense that he's the life of the f...(stops before saying
family)... of the business. You have to have absolute trust in him." (Director,

Company 3)

A trusted accountant provides the reassurance needed by the owners to 'get out there'
and carry on with their strategic tasks whilst the accountant is 'back home' making

sure everything is running smoothly. At the same time the accountant is the first
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person who will get to know of all the new developments and who will give their

trusted opinion as to whether they make financial sense.

5.3 Presenting the information

Properties Dimensions
Target audience specific <@ generic
Need for understandability ~ high <@ low

Figure 9: Properties and dimensions - Presenting the information

A fundamental aspect of the user/provider interface is the manner in which
accounting information is provided. It is not simply a matter of printing out a report.
Accountants are sensitive to the different needs of the various groups of users and

also to the particular requirements of specific users which may change over time.

"So, I don't know, if I'm preparing a set of accounts for the auditors, I prepare a set
of accounts for the auditors, and if I'm preparing management accounts for the bank
manager then I prepare management accounts for the bank manager, and if I am
preparing internal management accounts, those will be different” (Accountant,

Company 3)

The accountant has the ability — and the insight — to prepare reports which are
tailored to the needs of the different users. The different needs are identified both
through professional experience but also, and perhaps more importantly, through the
in depth knowledge of the various users as a result of the close contact within the
SME setting. Adjusting and changing reports to suit the users might sound like an
added complication for the accountant. But in fact it makes life easier. By giving
each user the information they need in the format that makes most sense to them
accountants ensure that the reports are understood, utilised and will generate a

minimal number of queries.
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Understandability is a key issue here. In many instances users may not have the
necessary accounting knowledge to fully appreciate the information being provided,

And even when users do have accounting training there may still be problems:

"But this information has to be understandable, you have to be careful not to lose
people, otherwise they will lose their faith in the figures even though they have an
MBA." (Accountant, Company 5)

The problem is that once they 'lose their faith' then the accountant will have to work
very hard at making them believe again. In fact whenever accountants introduce
some reporting novelty they will 'first... have to make it believable' (Accountant,
Company 9) to the prospective users. Belief will only be achieved when users trust

the provider.

Having fine-tuned the reports to the need of the users there is a risk however that: "...
it becomes repetitive...they lose a bit of their importance" (Accountant, Company
13). If the same information is presented in every report then users tend to view it as
routine and get a bit complacent. So part of the task of the accountant is to make sure
that interest is maintained by varying the information presented every once in a

while.

5.4 Viewing the world differently

Properties Dimensions
Interpretation of events homogeneous <——@> diverse

Figure 10: Properties and dimensions - Viewing the world differently

Despite the fact that all the conditions for an effective interaction may be in place,
there may still arise differences of interpretation. These differences may be due to a
different world view which is inevitable because of the different roles performed by

users and providers respectively. This is felt by the individuals involved.
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"It is indeed felt. Although we're a small team in this business... and there is great
communication this difference is felt. And that's in spite of the fact that [
communicate freely with all my employees, especially the accountant...But I see the
situation in another way - I wouldn't say differently - everyone sees the same thing

but the way you analyse a situation is different.” (Director 1, Company 12)

The accountant's role as provider of information is not questioned. Nor is the quality
or the objectivity of the information provided. But that information may be
interpreted differently. Thus for example an overdue debtor is an overdue debtor -
there's no arguing with the accountant on that one. But whether the business should
stop selling to that debtor or extend the credit period - that's a matter of interpretation

and a frequent source of friction.

Sometimes the problem arises from a lack of awareness of the problems being faced

by the users:

"Differences arise...because the accounting people don't see certain difficulties or
certain needs that are faced by production as they are not in that domain."

(Manager, Company 4)

The solution to this problem is increased communication and exchange of ideas

between the different functions:
"I personally have regular meetings with our accountant so that we change the

(reporting) system so that I, as production manager, can know the business’s

position.” (Director 1, Company 6)
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5.5 Feeling the pulse

Properties Dimensions
Direct involvement broad <@ narrow
Interaction with other functions frequent <@ restricted

Figure 11: Properties and dimensions - Feeling the pulse

A major point of emphasis of all interviewees, both users and providers, is the
importance they attach to being close to the action. For owners and managers this
means that they run the business from the shop-floor rather than from the office.
There is no task which they haven’t performed themselves at least once, even the
most menial. This will also extend to the preparation of some of the financial reports

they need:

"Of course, that's my job (working out standard costs)! I prepare them in advance. |
know the specifications, cost of material, I can work that out to the gram. We know

how much wastage we have. I rarely get it wrong." (Director, Company 9)

In almost all firms the managers and directors had some kind of financial report they
were working on, right there on their desk. It wasn't just a matter of reading a report.
They were directly involved in some aspect of the preparation, even if that was
limited to requesting a change in format. This served as a means for them to keep up
to date with everything that was happening in the business. In fact it was generally
standard procedure for all reports generated by the accounting department to go to

the managing director even when they were intended for lower level managers.

The involvement in the financial side of things was also considered to be a simple
but effective means of control. By not delegating some of the more mundane
activities, such as personally signing all pay cheques, week in, week out,

opportunities for abuse can be identified and acted upon.
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A very similar attitude was taken by accountants:

"When I'm preparing management accounts there is some accounting work which [
normally prefer to do myself ...e.g.(posting) incoming invoices...because that gives a
clear idea of what's going on...when I look at the management accounts at the end of
the month I can know immediately why some costs increased, yes I had seen a couple

of invoices." (Accountant, Company 7)

The accountants need to know what's going on just as much as the owners since
ultimately they will have to be the ones who will have to do the explaining when
information is presented. Just like the owners and managers, accountants will get out
of their office and interact with the different functions in their own work

environment:

“when we 're costing mass produced items...I will personally go to the production

department and start writing down all the details” (Accountant, Company 8)

This is how accountants get to know what happening around them and get to know
the data with which they are working. Where this does not happen, the interaction
between users and providers can be tense and accounting information loses much of

its value:

"The accounting department is like an independent republic. It has always been that

way" (Director 1, Company 6)

5.6 Optimising the information

Properties Dimensions

Information provision filtered <@ unfiltered
Type of information structured <-@ unstructured
Amount of information used partial @ full

Figure 12: Properties and dimensions - Optimising the information
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Information overload is a real problem that can be faced by users of accounting
information. One of the most important - and powerful - functions of the providers

of this information is to filter the amount of information presented:

“they (the monthly management accounts) should be as accurate as possible, but
there's a limit to how much you can include. It is up to us (accounts department) to

determine what we issue.” (Accountant, Company 13)

The choices made can have a significant impact on the eventual decisions being
taken. The critical issue is selecting which aspects of performance to highlight. To
this end one has to “try to be intelligent” (Advisor 1, Company 9) in making that
selection. This selection will have to reflect both the provider’s technical expertise

and the users’ specific requirements and objectives.

The risk remains however that unutilised and unappreciated reports are produced
anyway, month after month even if fully aware that there is “a bit of inefficiency”
(Accountant, Company 9) in the process. It is possible in these cases that financial
information serves mainly as a symbolic way of saying that the business is doing
things the right way. The management accounting system is there, the reports are
generated and everyone can tell everyone else how great it is. But in reality not much

of the output from the systems is used.

At the end of the day it will be almost impossible to take the best decisions using the
best information all the time. What will happen is that the amount and quality of
information generated within the business will reach an 'optimum' state, that is one
which is “not necessarily the best” (Director 1, Company 12) but that represents a
balance between costs and quality. The optimum level is one where things can
“move smoothly” (Director 1, Company 12). It is not necessary to pursue an ideal
state to the point of exasperation. It is perhaps an aspect of satisficing which can be
identified in these comments. As long as users can get on with the task of managing
the business reasonably well, then there’s no need to push the limits of information

any further.
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5.7 The value of accounting information

Properties Dimensions

Usefulness in negotiations high <@ low
Usefulness for quick decision-making high <@ low
Usefulness in summarising complex situations high <@ full

Figure 13: Properties and dimensions - The value of accounting information

Accounting information is a very important component of the businesses' daily
decision-making routine. Even though owners and managers have an in-depth
knowledge of the business and the environment they operate it in, they still need a
steady supply of meaningful, relevant information to support and maintain that
knowledge. Decisions need to be taken quickly. Very often they will involve

negotiations with third parties.

“If you re sitting at the negotiating table our karma (sic) is that you need to know
more than the person in front of you. If you don’t know more about the subject then

don’t negotiate or you’ll go bankrupt” (Director, Company 17)

Users value accounting information as another weapon in their business armoury.
They also highly value the fact that the information is available quickly and in a

readily usable format.

...they've (the management team) developed a tool that they give a lot of importance
to and that has changed also the extent of output that the finance department can
generate. At the same time the availability of that tool and the output that the finance
department is generating as it evolves and goes to another level, the board of
directors has seen the value of that. And in seeing the value of that information, the
board, when taking decisions, look for the output of the finance department as a
basis for that decision. I think the processes of evolution have gone with each other.
As the finance department evolved, so too did management’s expectations of the

output of the finance department.” (Advisor 1, Company 9)
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The fact that the accounting information systems are developed to fulfil the specific
needs of users means that users will then actually use the information. The more they
use the information the more they want the information refined. And the more the
information is used the greater the providers' enthusiasm to refine the system. Thus a

virtuous circle of accounting information provision is created.

Perhaps the most important contribution of accounting information is its ability to
bring together several sources of information and provide a summary performance
report which enables users to get an overview of the situation. Managers will often
have a very clear view of the parts within a business. But they also need an overall
view to see how these parts fit in with the rest and how overall results can be
improved. Otherwise there is the risk of focusing on narrow areas without
considering the wider implications. Even the owners themselves, with their intimate

knowledge of the business appreciate this contribution:
“No, I can’t say 1'd be just as fine without them (accounting reports) ... you have to

have that information from the Financial Controller to have an overall picture.”

(Director, Company 4)

5.8 The limitations of accounting information

Properties Dimensions

Ability to provide solutions  universal @ partial
Time constraints high <@ low
Interpretation of data subjective o objective

Figure 14: Properties and dimensions - The limitations of accounting information

In spite of the value given to accounting information, it cannot provide users with a
solution to all their problems. The information cannot give “answers that are not
there” (Advisor 1, Company 9) and accountants certainly do "not have a crystal
ball” (Advisor 1, Company 9). This is a limitation of any type of information,

including accounting information. It does not provide answers, but provides the tools
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with which users can build their own answers depending on the questions they are

asking.

The nature of the business environment may sometimes limit the strength of the
information provided in spite of repeated attempts at devising a better reporting

system:

"When David (owner's son, qualified accountant) was around we tried to devise a
costing system and he really analysed it in great detail. Peter (present financial
controller) tried to do that as well. We enquired with foreign companies to see how
they work out their costings. And it's very difficult to come up with the exact price in
a (type of business) because there are so many bits and pieces... you can have a

rough idea but only a very rough idea." (Director, Company 15)

In certain instances the speed of decision-making simply doesn't allow users enough

time to refer to accounting information:

"We have incentive schemes in place with supermarkets and they're always asking
for more. You just can't cost every request. Often you decide off the cuff, give it to
them, and that's that." (Director, Company 9)

Of course it is still possible that users may actually expect accounting information to
provide the answers, and when it doesn’t they may be disillusioned about the
usefulness of the information. In their desire to obtain answers that are not there,

users will even misinterpret the nature of the accounting reports provided:

"a small exercise ... a small spreadsheet model ... gets construed ... as a business

plan... what business plan?" (Independent Advisor 1)

This comment describes very much the expectations gap that can sometimes exist
between the users and providers of accounting information. It is very important that

there is a clear understanding of what information is needed and what it will be used
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for, if it is to be relevant and overcome any inherent limitations. Thus, perhaps
another limitation may creep in when users use accounting information for purposes
for which it was not intended. Where objectives are not stated the provider is
essentially flying blind and will provide generic information which may not address

the real needs of the users.

5.9 Raising the alarm

Properties Dimensions
Timeliness high <@ low
Problem identification specific <@ generic

Figure 15: Properties and dimensions - Raising the alarm

When problems arise in the business - and inevitably they will - an important
function of accounting information is to give early warning of such problems. The
benefit of accounting information in these situations is actually twofold: first
realising “at a very early stage when things start going wrong" (Director, Company

4). Then making sure that the solution is sought in the right place:

"All these things (reports), they save you a lot of time not barking up the wrong tree."”

(Accountant, Company 16)

In the absence of a good reporting system it may take a while before a business even
begins to realise that it has a problem, let alone start identifying possible solutions.
This is particularly true in SMEs where the management team tends to multitask and
may easily miss any warning signs. The focus of these reports may be internal, such
as variances which trigger reports whenever a certain tolerance limit is reached. This
is classic management by exception which was present in many of the firms. In some

cases an external element is also brought in for example:
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"I can only reduce overhead cost by increasing volume. And that's what everyone

does, for sure. So you go to a supermarket and you see a product which in materials
alone costs you sixty cents and the supermarket is selling it for one euro. How is that
possible? For the supermarket to sell at one euro the supplier must be selling at fifty

cents. Definitely. That's how much my material alone costs!" (Accountant, Company

8)

Thanks to detailed cost reporting the business can identify anomalies in the market.
The reasons behind the anomaly can be varied. One of the reasons which is
considered is the possibility of weaknesses in their own or their competitor's costing
system. In a small business and accounting community such as the Maltese it is quite
probable that most businesses will know who the competitors' accountants are, and
the strength of their reporting system. If they feel something is not right, users and
their accountants will often sit down together to make sure that their costing system

1s making sense.

Although accounting information will lead users in the right direction there may not
always be a solution. In these instances the benefits of having a good early warning

system are even greater.

There will be situations which are not within your control...accounting information
helps you to decide to stop (production) in time rather than after struggling and

going bankrupt” (Director, Company 4)

Within SME:s there is a great risk that owners will keep trying to push with their
ideas even if they are not working due to their personal attachment. Accounting
information will make it easier, even on a personal level, to accept defeat and move
on. Seeing results in a report and having those results pointed out to you by a trusted

confidant is perhaps the best kind of reality check.
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5.10 Sharing the culture

Properties Dimensions

Problem solving shared <@ individual
Communication open <@ restricted
Cultural alignment strong <@ weak

Figure 16 Properties and dimensions - Sharing the culture

In an SME setting, cultural alignment is fundamental for a successful interaction
between the various providers and users of financial information in the business. It is
the shared culture that ensures that:

“we are talking the same language, we are on the same wavelength” (Director 1,

Company 12)

Problems are shared and there is no shifting of responsibility. There is oneness in
problems and in seeking solutions. The owner and the accountant may have different
specialisations, different skills and different mind-sets. But they have a commonality
of objectives and a clear understanding of the importance of a joint effort to achieve

business success:

"If | have a problem then he has a problem and vice versa" (Director, Company 3)

The impact of a shared culture goes beyond the ability to communicate around
financial information. It will also affect the way users and providers interact socially

in the firm.

"Here we have an open door policy. If anyone wants to speak to the Managing
Director, they just knock on his door, there's no need to fix an appointment through
the secretary. There are no filters. So if the Managing Director has that approach, 1
feel I should behave in the same way. I can't create a barrier or I'll be the one left

out, I'll become an outcast"” (Accountant, Company 9)
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This happens in spite of the fact that sometimes filters are necessary for accountants
due to their varied roles - especially when performing that of controller. But the
culture will prevail. At the end of the day, the alignment will be so complete that the

accountants speak of the business as if it were their own.

Financial information may be used as a means of reinforcing the common culture.
This "indoctrination” (Accountant, Company 5) takes place when key performance
indicators are chosen which represent the owners' vision and these in turn are
measured and reported by the accounting function. This will ensure that everyone is
reading from the same page and the vision of the owners is passed on to the various

managers through clearly stated financial and non-financial targets.

Cultural alignment is also very important when external sources of financial
information are sought. In this case the alignment may extend beyond internal

corporate culture:

"First we had a (Nationality 1) advisor ... then we got a (Nationality 2) one, their

mentality being similar to the Maltese.” (Director 1, Company 6)

For any advice to be accepted it has to be liked — 1.e. it must fall in line with the
vision of the owners for the business. So in spite of employing an expert and paying
him good money the owners would not let him impose his view on the way they run
the business. As the original advisor focused on exports, they realised that this was
not the direction they wanted to take. The second advisor’s business model was

closer the owners’ mentality and this was eventually implemented.
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5.11 Multiple objectives

Properties Dimensions

Importance of profit maximisation  low @ high
Preservation of business identity low > high
Personal pride strong <@ weak
Loyalty towards employees strong <@ weak

Figure 17: Properties and dimensions - Multiple objectives

There is no doubt that the businesses involved in this research are there to make

money. And a reasonable amount of money at that:

“in manufacturing, it just doesn't make sense work for a 3% (return). You re just
better off putting money in a bank and getting the interest without risks and any

waste of time.” (Director, Company 10)

The entrepreneurs who run these businesses have families to feed and lifestyles to
sustain. And in a small community like Malta, an interested observer will easily be
able to assess how financially successful you are. This is not just a matter of personal
pride. Where many business deals are based on a personal knowledge of the other
party, signs of financial weakness may mean that credit lines will dry up and people
will think twice before entering into any financial arrangements with you. However
'profit seeking' is not the same as 'profit maximising' and businesses will give other

considerations a higher priority when taking business decisions.

For many respondents the element of tradition, of identity, was the main driver
behind their most important decisions. Many of the businesses had the choice of
converting to importers and distributors following the relaxation of protectionist
measures upon EU accession. Yet they hung on to their manufacturing operations

even though the alternative was, in pure financial terms, more profitable.
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There is also a strong element of pride in the products delivered. Thus they will not

risk compromising product quality in an attempt to maximise profits:

"...they will try to have a look at costs, but for them the product is more important...
that the product is fresh on the market...that is a must...it costs us more to do that.”

(Accountant, Company 6)

It must be kept in mind that in Malta the owner’s close family, friends and business
peers would be consumers of that product. This increases the pressures as they are

literally staking their personal reputation not just their business one.

Businesses also have a strong sense of loyalty towards their employees so that:

"Even during the difficult period we've just been through...no one fired anyone."

(Manager, Company 4)

There is a business logic to this — employees are highly skilled and it might be
difficult to recruit them back when business picks up. Short-term profit maximisation
1s subordinated to long term optimistic hopes of recovery. However this is an
optimism which may be strongly fuelled by the desire not to lay off any employees.
These are people they know and whom they trust. The employees trust the owners in
return. It is customary in Malta for businesses to employ only people who are
recommended by someone and that someone may well be a current employee. Very
often whole families are employed. This is a strong personal bond not just a formal

employee/employer relationship.

Overall there was a feeling that profit maximisation is something that “as you go
along the way, you mature out of” (Accountant, Company 9). Thus starting off in a
survival mode, the business would try to maximise profits until a satisfactory level is
reached beyond which the out and out pursuit of profit gives way to other 'mature’
considerations. The owners begin to “compromise” and start to do things for which

“they will be remembered” (Accountant, Company 9).
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All this has an impact on the provision of financial information. If there is an option
the owners are keen on taking up, then they will keep seeking that bit of financial
information that will ‘prove’ that it is indeed viable. On the other hand, options that
are not really in line with the business objectives are 'not evaluated in micro detail’

(Advisor 1, Company 9).

5.12 The importance of accounting information

Properties Dimensions
Centrality for decision-making high <@ low
Use by non-accountants high <@ low

Figure 18: Properties and dimensions - The importance of accounting information

Accounting information plays a central role in the running of the SMEs. The various
reports, which may be more or less detailed depending on the needs of the different
businesses, are an important tool for decision-makers. They will highlight the key
performance indicators which reflect the users’ business priorities or perhaps
personal mentality. Some emphasise sales analysis, others product costs, others still,

daily cash takings and outgoings.

Here it is important to make a distinction:
“with accounts you're recording history. With management accounts you re creating

profits.” (Director, Company 10)

There is a risk that accounting information might become purely an accounting
exercise. Where the accounting function is divorced from management and where the
emphasis is on the compliance side of accounting, then the reports will tend to stay
within the accountants’ office. But respondents made it clear that this was not the
case. Thus users make regular use of the reports generated by the accounting
function meaning that they are ‘not just for the accountants’ (Accountant, Company
8). In many instances users were also involved in some aspect of information

generation.
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That is not to say that owners in particular do not rely on gut feeling to take some
decisions. But experience has taught them then when doing so, if things go wrong,
they go spectacularly wrong and the consequences are long lasting. So before taking

any major decision a proper evaluation is carried out.

“You have to sit down and work out some projections...even if we re just opening a
take-away...in plain words, you can’t just go to sleep, have a dream, wake up and do
it next morning...do you know what the consequences where when I did that? Very

often they were catastrophic.” (Director, Company 3)

Of course, the entrepreneurial contribution of business owners it still fundamental.
Ultimately it is that which drives the business forward. They could try to generate the
financial information they need themselves, especially where the evaluation is not
very complex. But that is not what they excel at and the risk is that they may end up

not doing it properly or not doing it at all.

“if you don’t want to do it yourself (generate financial information), that’s fine if you
believe that your time is better spent at being creative and building
relationships...but someone needs to be covering your back.” (Director, Company

13)

The accounting department provides that peace of mind, that reassurance that
someone is looking at the numbers and seeing they make sense, even if the final
decision will lie with the owners and managers. Accounting reports will financially
quantify business ideas and flag any aspects which need attention. The end result is

that the accounting function can become central to the operations of the firm.

“Some people see us as an administrative burden and unnecessary bureaucracy but
they know that eventually it’s all going to be evaluated financially and then they
realize that if you want information they have to provide me with the input.
Eventually they rate the accounting department very highly and whenever they seek

advice they seek our seal of approval” (Accountant, Company 5)

98



So it’s very much a give and take situation where the various users have to provide
information from which accounting reports will be generated which in turn will
become the basis for the evaluation of their decisions. But the financial information

provides them with the tools they need to manage the business’s performance.

5.13 The importance of the accountant

Properties Dimensions

Investment in accounting function  low o> high
Control over flow of information low o> high
Involvement in running the business low o high

Figure 19: Properties and dimensions - The importance of the accountant

Accountants in Malta, like in many other parts of the world, are paid salaries which
are substantially above the national average. The accountant might very easily be the
highest paid employee within an SME. Yet there seems to be little doubt that the
benefits gained from the employment of an accountant outweigh the costs. When it

comes to accountants “there’s no penny pinching” (Director, Company 3).

Their importance to the businesses is felt by the accountants themselves:

“I think ... that I am a key person for the company. In the sense that the
contributions I make and the experience I have gained over the years ... are
constantly being used. Even in situations where practically there is no need for my
involvement, they will involve me anyway as they value my opinion.”” (Accountant,

Company 9)

The accountants’ contributions vary (see 5.21) but two serve to underlie the
importance of the accountant. The first is the total control that accountants have on
the flow of financial information within the firm. They literally "monitor everything"
(Accountant, Company 12). They not only keep tabs on everyone else, they also get

to decide who sees the information they generate. They also decide if and when,
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aspects of performance need to be brought to the attention of managers and owners.

They are thus the ultimate gatekeepers for information within the firm.

The other contribution that serves to highlight the importance of the accountant is
that in most cases, the accountant takes over the control of the business in the
absence of the owners. They become the "captain of the boat" (Accountant,
Company 9) providing a steadying hand when the owners are away. This enables the
owners not only to spend more time away from the premises, typically abroad, trying

to make new contacts but also to take a holiday every once in a while.

The importance of the accountant is such that it can be taken beyond the role within

the firm:

“I've always had a personal assistant, with an accountant’s background” (Director,

Company 2)

In this way, the accountant’s view is present in all decisions all the time. The

presence of the accountant becomes second-nature:

“I don’t think you ever ask yourself that question (what do you get from employing
an accountant) because his role in the company, the day to day running of the

business, he’s an integral part of it.”” (Director, Company 1)
But it’s an accountant who is “not just an accountant, but with a bit more knowledge

of how things work” (Director, Company 2). As shall be discussed in section 5.26,

accountants have to broaden their horizons beyond the accounting world.
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5.14 Third party requirements

Properties Dimensions
Requirements of lenders, funding high <@ low

agencies and business partners

Figure 20: Properties and dimension - Third party requirements

As businesses increase their interaction with parties outside the firm, so does their
use of accounting information. In these cases, accounting information provides a
‘sound basis’ (Independent Advisor 2) on which to negotiate and reach a deal which

is acceptable to all involved.

Three different types of external interaction seem to have had a major impact on the
SMEs' use of financial information. The first is lenders, most typically, local banks.
‘Obligations with the banks’ (Advisor, Company 6) create the need for the business
to provide future projections and frequent historical accounting reports. These load
the providers of accounting information with substantial pressure as very often the
lenders’ requirements go beyond what is really needed for running the business. Thus
the accounting system is not really geared to deal with these requests. But these are
requests that have to be fulfilled anyway, sometimes at the risk of devoting less
energy to those areas where the information is really needed. But ultimately the
information will help sustain the lenders’ belief “in the directors, the product and the
firm” (Director 1, Company 12). This is important for the lenders to maintain their

support even if businesses are facing difficult circumstances.

A second source of additional accounting information is a rather recent development.
Following Malta’s accession to the EU, Maltese SMEs started qualifying for several
assistance programmes which the EU offers. These typically require very detailed
financial information to be provided both before and after the approval of the
application. Once again, these requirements stretch the limits of the accounting
reporting system and external advisors may be used who are more knowledgeable

about the application process and who will generate the information needed.
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Inevitably this is a very expensive process which leads to a lot of resentment if the

application is not successful:

“I'won’t get (accounting firm) to do the job again. They do an hour’s worth of work
and send you a massive bill. Unless I know that I will qualify for the funds [ won’t

enter into any expenses.” (Director, Company 9)

But perhaps the most intriguing is the third type of interaction, that with business
partners. When decisions need to be taken with other businesses, then the various
owners resort to their accountants to provide solid information on which they can
establish a trading relationship. This leads to a professionalization that takes the form
of detailed accounting records which are shared, often revealing sensitive internal

information.

“...(we) used to produce and sell all our production. Now the business has changed.
Now we re producing for private labels. We have subsidiaries, we have companies
where we have other shareholders so you have to become more professional.”

(Director 1, Company 6)

The various accountants that may be involved in such a situation will of course be
loyal to their respective employers. But accounting information, duly tested and
verified by the other party’s accountants, is considered super-partes and thus can be
used to build a new business model. In extreme situations, where mergers rather than
joint-ventures are required, accounting information may require an additional layer
of objectivity which can be gained by appointing independent accountants as

advisors:
“all the families had to get together (to invest in a new plant which could compete

with imports) ... so in came (name of advisor) who was trusted by everyone.”

(Director 2, Company 6)
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5.15 Dealing with crises

Properties Dimensions
Economic environment boom <—@> slump

Need for accounting information augmented <@———> diminished

Figure 21: Properties and dimensions - Dealing with crises

Going through a period of business turmoil can have a major impact on the attitudes

towards financial information within SMEs:

“When things are going smoothly and lucratively a mistake is ignored. When you 're
in a phase like we re in now, with difficult markets etc, an error at that point could

be fatal. ”’(Accountant, Company 7)

Good margins hide bad decisions. During boom periods in the economy, businesses
are carried forward on the general wave of economic growth. Thus attention to
financial detail is not fundamental and rough approximations may be sufficient to run
a profitable, if not the most profitable, business. But crises change all that. Now
small errors may have very damaging consequences as contracting markets and
diminishing margins can quickly turn a profitable business into a loss-making one.

As a consequence detail becomes fundamental:

“When you have a negative result you will nitpick a lot more. So go actually down to

price variances in each product.” (Director, Company 4)

As businesses deal with what can be life-threatening crises, they will turn to their
accounting system and extract information that will help them identify the source of
the problem and evaluate possible solutions. Cost identification, with a view to cost
reduction takes paramount importance. When solutions are proposed to deal with the
crisis they will undergo a thorough financial evaluation. Thus users who until now
would only skim financial reports will start probing them in detail and asking for

more information. Overhead analysis and allocation and product profitability are
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scrutinised. Accountants themselves will come in the firing line as their judgment is

challenged by those who see their own decisions exposed as not quite successful.

The crises also serve to increase the potential contribution that providers of
accounting information can give to the business. The increased detail will allow
accountants to embark on wide-ranging cost-saving initiatives which may impact

every aspect of the operations:

“Last year I spent the best part of three, four months carrying out a time and motion
study in all departments...we have to undergo major restructuring, there were some
redundancies, we just have to look around us...in some processes you identify

potential for cost cutting.”” (Accountant, Company &)

The greater risks being faced in the short run can have a positive effect however, in
the long run. As businesses put their operations under closer financial scrutiny, the
efficiency of the business will improve. So if they do survive the crisis, what will
emerge will be a 'tighter and sharper' (Manager, Company 7) version of the original

business and one where accounting information will play a more important role.

5.16 External Changes

Properties Dimensions
Attitude in business practices formal <Qo—> informal
Regulatory environment strict <@Qo—> lax

Figure 22: Properties and dimensions - External changes

Changes in the environment outside the business can have a substantial impact on the
way the businesses produce and use accounting information. A number of such
changes took place in the recent histories of Maltese SMEs and are still having an

impact to this very day.
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“part of it (change in quality of accounting information) is cultural, you had the
main...quantum leap, there was a change in banking practices when XYZ bank took
over ABC bank and their financial reporting requirements were much tighter than

what we were generally used to.” (Advisor, Company 6)

Here the change is imported. The take-over of a local bank by an international one
meant that new practices were imported which were much more formal than the
typical ‘Mediterranean’ attitudes prevalent at that time within the banking sector.
Immediately Maltese SMEs were forced to improve their financial records. The
incentive was quite strong — the 'new' bank would refuse to provide new loans to
anyone who did not comply. This caused a flurry of activity that saw businesses
invest in accounting software, hardware and perhaps most importantly, employing

qualified accountants either within the firm or as consultants.

Another milestone in the development of local SMEs was Malta’s accession to the
European Union in 2004. Essentially the impact was due to the gradual liberalisation
(depending on the industry, this happened over a three year period) of markets and
the removal of protection for Maltese businesses. This means that many businesses

found themselves

at a cross-roads...there was nothing we could do...either take a leap forward or die

a natural death.” (Director, Company 9)

So businesses had to take a decision to invest when they were almost certain that
market share would fall and employment levels could not be maintained. What was
needed therefore was a major re-think of the business strategy. The experience, the
instinct, the gut feeling, could not be relied upon any longer. As a consequence the
various vital decisions which had to be taken went through a very thorough financial
analysis, often supported by external advisors. The owners had to re-learn their own

business. And accounting information was a very important learning tool.
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A more subtle but gradual external change that has been happening in recent years is

the greater level of compliance being imposed by Maltese regulatory authorities:

“the regulation...rules and laws were not enforced as they are today...it lends a
certain 'leggerezza' (casual attitude) and lack of professionalism. Today they have to

be much more organized.” (Independent Advisor 3)

The Inland Revenue and VAT departments in particular are now able to give
businesses a really hard time - and they regularly do. So businesses need to have

good accounting information just to avoid trouble.

Apart from the specific circumstances outline above, businesses are now facing
higher competitive pressures than even before. The general business environment has
changed such that decision-makers needed accounting information on which to base

their decisions:

“Maybe in the past you could do that (rely on gut feeling) because the market was
less complex, protected and allowed that kind of attitude” (Advisor, Company 6)

Now accountants who used to be mainly concerned with historical reporting had to

change their focus. The accounting function:

“generally needed to become more aggressive, to become more oriented to strategic,
towards management accounting, towards introducing a strategic dimension and

contributing towards strategic decision-making.” (Advisor 1, Company 9)

The higher quality of reporting has resulted in the business become more
professional in their attitudes not just to financial information but to the way they do
business in general as part of a “progression and evolution in culture and styles”

(Independent Advisor 1).

106



5.17 Internal changes

Properties Dimensions
Business model traditional @®> ncw
Generational change slow @®> fast

Figure 23: Properties and dimensions - Internal changes

Change in businesses is not always imposed via an external source. A number of
internal developments may lead to a different way of doing things which in turn will

lead to a different way of looking at accounting information.

“about 5 years ago we decided that...to become more competitive we had to remove

the middlemen ... so we became more cost effective. (Director, Company 3)

The reasoning behind changes in business model can be, and very often are,
financial. As a consequence the evaluation will require a financial analysis which is

much more detailed than the current level of performance analysis.

Very often decisions to change a business model will have a knock on effect. Thus
new premises, new machinery or new skill-sets in employees might be required. As
part of the general overhaul, financial systems also get a revamp. For example, many
SMEs used this change as an opportunity to introduce new ERP software with much

more powerful financial reporting applications.

“The next step forward is to have business intelligence, that expenses can be verified
and rates of return calculated on an ad hoc basis. I think we’re moving in that
direction. As Navision and similar software becomes more common, more firms will
focus on this type of reasoning. So I think it’s moving, it has improved

dramatically.”(Advisor, Company 6)

The changes in the business therefore bring about a change in attitude, a change in
mentality, towards accounting information. This is further strengthened by the

generational change that many SMEs are going through. The younger generations
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that are taking over have a more formal business education. They have grown up “in
an environment where accountants are employed” (Independent Advisor 2). So to
them going to an accountant for advice at the outset of the decision-making process
will be a natural reaction. The old-style, gung-ho businessmen are being replaced by
a younger, more educated, more professional breed of SME owners who are more

willing to rely on financial information for decision-making.

“In the past you would find ten businessmen with that approach, old type
businessmen. Now those ten are down to one. That’s how much things have

changed.” (Independent Advisor 1)

The more formal business accounting education of the newer generation not only
means that they are more willing to engage with the accounting information that is
provided to them — it also means that they are able to generate the information they
need from the powerful accounting systems installed. The new users will go to the
accountant to learn how they can generate and interpret a report, rather than ask for
the report to be generated for them. Accounting information thus infiltrates more
aspects of decision-making, way beyond that which is provided directly by

accountants.

5.18 Interaction between users and providers

Properties Dimensions
Flow of information one-way <—@> multi-directional
Level of cooperation high <@Q—> low

Figure 24: Properties and dimensions - Interaction between users and providers

Whether accounting information is used — and to what extent it is used — depends
very much on the level of interaction between users and providers. The lower the
level of interaction, the less likely that information generation and subsequent use are

at their maximum potential.
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In many of the SMEs, physical proximity and open door policies were proudly
displayed as clear signs of heavy interaction. In fact in almost all instances the
financial controller’s office was situated next to the managing director’s. The
openness of communication makes it much easier for people to get the information
they want from each other. Requests for information "work both ways" (Accountant,
Company 8). The cooperation will benefit everyone as both providers and users need
information from each other. It is a constant process of data collection, manipulation,
presentation and dissemination. That is not to say that there will not be
disagreements. For example the viewpoints of the sales and accounting functions can

be very different:

“We obviously have different viewpoints. He (the accountant) is obviously
concerned about costs and prices. We (sales) are concerned about market and
market share. We are concerned about prices but we have to explain that prices are
more difficult and that we ve got a more difficult market and we 've got to be more
aggressive to get into it and things will improve and he says well I want you to

improve now and we say well you’ll just have to wait. But we work together.’

(Manager, Company 7)

But once the interaction is functioning properly then all involved will benefit. The
providers will learn more about the business and hence be able to prepare more
relevant information for users. Users will get information which makes more sense to
them. In fact the accounting system can be used to accelerate the learning process for

new members of the management team:

“We have now employed an operations manager and I’ve passed (the costing
system) over to him so he’ll know what he’s dealing with and get a feel, so now he is

preparing the reports.’(Accountant, Company §)

Although developed as a cost control tool by finance, the costing system proves to be
extremely useful for the rest of the management team to get a feel for what’s going

on and how they can achieve business targets within their respective sections.

109



The interaction between external advisors and an SME’s management team is also
very important. In this case the key interaction is between the principal advisor and
the financial controller. The advisor basically depends on the financial controller for
the background information, whilst the financial controller may feel threatened by
the situation. But, “people who are competent and know what they 're doing have no
problem whatsoever"” (Advisor, Company 6) when the advisor comes in. Dealing
with advisors also gives the accountant the opportunity to talk accounting with other

accountants and this may serve as a sort of professional update process:

"I had a meeting with (accounting firm) yesterday...I had forgotten some of the
meaning of some of the terms they were using. They just drive you crazy!"

(Accountant, Company 11)

Ideally the interaction between the various management functions and accounting
should be seamless where both have sufficient knowledge of each other’s sphere of
expertise to be able to contribute to each other’s reporting requirements. Maybe this

can be achieved by catching them young:

“I’'m trying to convince my (managing director) son to take up accounting, and |
study with him, and I ask him questions and he asks me. Because if you can combine
those two — I'm a production man and my son on accounting, if you could bond the

two...” (Director 1, Company 6)

Bonding the financial with the entrepreneurial would represent the ideal way

forward. The future generations of SME managers are still in time to achieve that.

110



5.19 Communication

Properties Dimensions

Understanding the information easy @—> difficult
Presentation of information generic @> specific
Timing of presentation formal @ nformal

Figure 25: Properties and dimensions - Communication

The ability to communicate accounting information is just as important as the ability
to generate it. Essential for this is a common language which all involved can
understand. This may not be easy when accountants need to convey accounting
concepts to people who do not have an accounting background or when they have to

account for operations that they do not fully understand.

"When I'm explaining something to someone I need to do it in a way that he can
understand what I'm on about...so I try not to refer to any numbers...in their
language not in mine...and the same can be said for myself...I need to understand
their terminology, it has to be both ways...that's how you build channels of

communication, you need to understand the operation."” (Accountant, Company 8)

But the regularity with which information is communicated and exchanged ensures
that within the SMEs there is a reciprocal cross-fertilisation of ideas, values and

knowledge. This goes well beyond the formal presentation of reports:

“We meet officially once a week with the management team, which the financial
controller forms part of. But beyond that there are regular, almost daily, interactions
with the financial controller. This interaction ranges from payments to be made and
payments owing, to following and tracking currencies, hedging of currencies,
relationship with banks, relationship with financial organisations.”(Director,

Company 13)

Perhaps more subtle is the issue of presentation. The accountant will have to make

choices not only as to what information to present but also how and when to present
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it. Accountants take on the responsibility of guiding users, highlighting the most

salient parts and where necessary explaining the contents of a report:

"I'm not just going to give them a report and say 'that's the report and that's it', we

don't work like that" (Accountant, Company 6)

The power of accountants to influence users therefore is further strengthened as
through this ‘teaching’ process they can ‘form’ the users’ knowledge of accounting
such that their interpretations match theirs. Accountants, whether knowingly or not,
will determine which of the various accounting options available users will become
familiar with. In a sense, they will be forming the accounting culture of the users, in

the same way that users form the business culture of the accountant.

Where accountants take the initiative to generate reports which require intensive
analysis, choosing the right time to present information can be very important.
Owners in particular, seemed to present accountants with very specific time windows
when they would be more receptive to information that they did not ask for
themselves. The frequent and constant interactions mentioned in other sections
would mainly focus on routine updates and minor issues which require immediate

attention. When more serious issues need to be discussed:

"usually when I discuss something with him, I do it on a Saturday when there's no

one around, the factory is shut down, he is more relaxed"”. (Accountant, Company

12)

Overall, both users and providers of accounting information have to make an effort
to ensure that communication can happen successfully and the better both are at what

they do, the likelier that they will be able to communicate clearly:

"Today businessmen listen, advisors have learnt how to communicate more
effectively. The better the businessman and the better the advisor, chances are they

will be on the same wavelength.” (Independent Advisor 1)
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5.20 Trusting the advisor

Properties Dimensions

Type of advice generic @®> specific
Selection of advisor neutral @®—>  related
Duration of relationship short-term @ long-term

Figure 26 Properties and dimensions - Trusting the advisor

Respondents generally showed a marked preference for internally generated
accounting information. The basic premise here is that no external advisor can ever
have the same level of knowledge as a person who lives in the business' (Director,
Company 3). This is understandable in an environment that gives so much
importance to a ‘hands on’ approach by all the management team. But circumstances

may arise which create the need for an external advisor.

"Consultants have two roles. You either need something which you don't have the
time to do internally, or you need an expert to confirm or structure what you have in

mind. " (Director, Company 14)

This is no admission of failure on part of the accountants or the other managers
involved in information generation. Owners and their accountants are so caught up in
the day-to-day activities that they may sometimes find it difficult to set aside
sufficient time to create the high level information that is needed to take important
strategic decisions. Yet they are aware of the importance of such information and are
therefore willing to pay good money and save on time which they cannot afford to

lose.

Advisors may also help give the owners and accountants some reassurance. The idea
that an 'expert' is reviewing your numbers provides some comfort especially in the
more important strategic decisions. Structuring their thoughts also helps them see
more clearly what the issues at stake are. Sometimes, just by asking questions, the
external consultant challenges the owners and the accountants and in justifying their

positions they get the reassurance they need.
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But before they can feel comfortable resorting to external consultants trust needs to
be established. So, consultants will almost always only be appointed when they have

been recommended by friends or business associates:

"I asked my bank manager and I knew they (the advisors) had done (company
name)'s projections and I know (owner's name) and he told me that they gave him a
good service. When you're paying that kind of money you need to know that you're

getting a good service." (Director, Company 3)

Auditors would seem to be a natural point of reference as they already have inside
knowledge of the business. More importantly they have already passed the trust
threshold:

“We used Accounting Firm X who are our auditors. We felt that ... it was wise to use
our auditors, once there’s a relationship of trust which already exists...” (Director,

Company 13)

In some cases the advisors have a quasi-management role and tend to get heavily
involved in many business decisions. It is not uncommon for advisors to attend the
most important management meetings on a regular rather than ad hoc basis. In one

instance the advisor even had an office permanently allocated for his sole use.

Advisors also help smoothen the process of generational change that many SMEs are
going through by which relatively young managers are finding themselves in top
positions. Their lack of experience, both within the business and in the general
business environment, can be compensated by the advisor who can bring the wisdom

of old age:

"I'm thirty one years old and I have the experience of a thirty one year old...but then

there's (advisor's name) who is the wise man, the shaman." (Director, Company 17)
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Just like for internal accountants, once the trust in the advisors is established the
relationship will last for many years and the businesses will be very loyal to their

advisors, reappointing them whenever needed.

5.21 Juggling the roles

Properties Dimensions

Organisational roles single @—> multiple
Time pressures low o> high
Potential of conflict between roles low o high

Figure 27: Properties and dimensions - Juggling the roles

Providing good quality information for business decision-making is a challenging
task in itself. But very often the role of the accountant goes way beyond that. In the
small business setting the role expands to include IT, HR, administration and more.
This means that the accountants need to expand their knowledge and expertise
beyond that which is normally expected from an accountant and beyond that which is

provided in conventional accounting training:

"you become an expert on the conditions of employment legislation" (Accountant,

Company 2)

Accountants seem to accept this multi-faceted role in SMEs as a given and none of

the accountants interviewed seemed intent on challenging the status quo.

"Being a family run business there is no General Manager....the roles of
administration, finance, IT, personnel all fall upon the accountant.” (Accountant,

Company 3)

This does not mean that they are not aware of the problem this brings with it. At the
most obvious level, all the accountants complained of the time pressures which they

face, and of finding it difficult to find the time to do the 'accounting' part of their
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jobs. On a less obvious level there is also the possibility that the various roles may be
in conflict with each other. So for example, when dealing with HR issues, the
accountant feels responsible for the employees who look to him "for their
protection" (Accountant, Company 9). This may mean trying to preserve jobs even
when laying off people might be the easier option. Thus accountants will try and use
the objective financial information to support the more humane decision - even
though those same numbers could be used by a more cold-blooded analyst to suggest
improving the bottom line by firing people. The human relationships that develop in

the SME setting do have an impact on the way financial results are interpreted.

But it is also evident there is a clear sense of pride in the fact that the accountants
feel they are a reference point for everyone and everything in the business. They
know that they can be relied upon by the owners to run the show on their behalf. And
they know that lower level managers and employees are aware of their knowledge

and their power.

The multiplicity of roles carries its risks however:

“If the accountant is fragmenting his energies on a million and one things, it
becomes very difficult to put aside the day to day and get somebody else to do it in
order to focus on the strategic issues, in order to focus on the pure value added

issues.”” (Advisor 1, Company 9)

In trying to do too much the accountant may see his ‘accounting’ contribution
diminished. This may lead to the business not having the necessary accounting
information for good decision-making. It could also lead to accounting information
being obtained from other sources, further undermining the position of the
accountant. In both cases accountants may find themselves gradually pushed to the

side, rather than the centre of the decision-making process.
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5.22 Managing the reporting system

Properties Dimensions

Accounting system ownership centralised <@———>  dispersed

Accounting system complexity simple <& complex

Figure 28: Properties and dimensions - Managing the reporting system

The reporting systems present in the SMEs have gone through substantial
developments over the recent years. The increase in the detail of information
required, the added complexity of the business environment, and the investment in
highly automated production processes have created the need for more powerful and
faster systems. This was made possible by the introduction of new software, run by

improved computer systems.

A simpler accounting system may be sufficient for accountants to fulfil the ‘purely’
accounting functions. The production of good quality annual financial statements,
fulfilling regulatory obligations, good relationships with authorities (VAT
Department in particular) and good relationships with auditors are examples of areas
which are the direct and immediate responsibility of the accountant and only the
accountant. Although fundamental for the existence of the business as a legal entity,
the effort that goes into producing them may not be appreciated by others in the
business. To complicate matters, most of the ‘purely’ accounting reports are
compulsory and subject to strict deadlines so they will have to take precedence over
any other form of reporting. After all it’s the accountant’s neck that will be on the

line if these obligations are not satisfied.

Thus one can understand the frustration of accountants who see a substantial
personal effort going into developing something which is not going to make their life
any easier. Quite the contrary, a new improved reporting system will require
considerable effort to implement but also to maintain — the responsibility for which

will remain with the accountant.

117




Having said that, accountants take pride in the systems they develop and maintain.
Very often they will overhaul systems inherited from predecessors. This may be seen
as a way through which they mark their territory. It’s a declaration that the reporting
system is theirs. They want to send out a clear message things are improved as a

result of their direct effort.

In spite of the improved reporting that the accountants initiatives may produce, initial

support may be lacking:

"I introduced some systems that weren't here before...I'm a bit of a
perfectionist...when you come across that way people may resent you...but once they
see that everything is in order they will start asking you for reports"(Accountant,

Company 2)

The strong sense of ownership of the management accounting system by accountants
is revealed in the way they refer to it. Thus it becomes "my costing system"
(Accountant, Company 5), which "I fook over" (Accountant, Company 7). They also
make it clear that they have absolute control over what goes in and goes out of the
system, to the extent that they even do some of the data input themselves rather than
delegate it to subordinates. This not only ensures control but gives them a means of
"getting a grasp of what's happening in the organization"(Accountant, Company 7).
In an SME setting this is totally feasible.

The accountants also tend to control the whole process of software selection and
installation and oversee the acquisition of the hardware required. As systems become
bigger and more complex some loss of control may be felt as the accountant cannot

physically manage the IT system which was often the case with small setups:

"you depend on other people for the system to work" (Accountant, Company 6)
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But is there a risk that the higher level of sophistication of the reporting systems may
make the accountants redundant, now that managers can generate their own reports

with apparent ease? Not really:

"reports do look nicer but they still need to be interpreted by an accountant ... the
numbers you get from a computer don't provide any value in themselves." (Advisor

2, Company 9)

The role of the accountant will remain there. The value added they provide is not the
reporting per se but the analysis and interpretation of the reports. In SMEs that
requires a personal knowledge not only of the business environment but also of the

human environment in which it is operating.

5.23 Supporting the provider

Properties Dimensions
Management support low <—@> high
Availability of resources inadequate <—@>  adequate

Figure 29: Properties and dimensions - Supporting the provider

In order to be able to provide the information requested by users, providers need the
support of those very users. In the flat organizational structures typical in SMEs this
means fundamentally the owners. However other managers and members of staff

need to be supportive as well. It would be too easy to assume that since accountants
and advisors are employed to provide information then the support for this function

will be automatic. This is not necessarily the case.

First of all there needs to be a solid commitment towards the cause of the accountant.
The management team needs to believe in what the accountant does or will be doing.
Management can get frustrated by the time lag that will necessarily arise between
when an accountant takes a new reporting initiative and the actual provision of

information as the accountant will need to make sure the reports being generated are
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correct and making sense. This might not be easy when there are potential users

"bombarding the system before it is in place" (Accountant, Company 2)

Then accountants need to be put in a position where they can actually deliver. This
essentially means that the necessary resources are provided. Whereas hardware and
software resources tend not to be problematic, a very serious issue is whether the
accountant will have the time to provide what is expected. Accountants will see a
substantial part of their working hours taken up by routine and sometimes less value
adding tasks. The actual generation of relevant information, along with its
interpretation and presentation, tends to get pushed back until after the other tasks
have been completed. This usually translates in late evenings and working through

weekends. But there seems to be a general acceptance that that's just the way it is:

"I do most of the 'accounting’ work in the afternoon when everyone is getting ready
to go home or after office hours when I can work quietly on my own. When I'm for
example, finalising the management accounts I stay even later as I need to

concentrate.”" (Accountant, Company 9)

Just like trust, support will have to be earned through the very outcome of that
support. Thus support for the accountant's initiatives will be more forthcoming if
users, especially the owners, can feel and touch the benefits that the financial

reporting brings. And perhaps that way to do that is to quantify the financial benefits:

"And it's money...when you show someone that you will collect money that takes top

priority"(Accountant, Company 2)

Therefore accountants have to keep proving that their efforts are giving a

contribution to business results. Of course they run the system which can do just that.
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5.24 Empowering the provider

Properties Dimensions
Level of accountants' authority low o> high
Accountants' freedom to take restricted @> unrestricted

reporting initiatives

Figure 30: Properties and dimensions - Empowering the provider

If providers of information are to be able to deliver what is expected of them they
need to be put in a position of authority. This authority will allow them to request
information and support from other members of the management team. In SMEs,
given the close proximity of everyone involved, this authority can cause resentment

since the accountant will inevitably measure performance.

"I think it has been accepted...if [ am in control I have to be in control. If [ am a
controller. Otherwise I would be an accountant and prepare historic data."

(Accountant, Company 7)

The authority to control goes beyond the collection of information. The accountant
will determine what goes into reports. Thus whenever a performance report is being
prepared "the official version" (Accountant, Company 5) is always the accountant's.
The accountant also gets to see reports that other member of the management team

won’t have access to:

"as regards management accounts...we don't give a copy to management"

(Accountant, Company 4)

This means that the accountant is in a unique position as the only person, apart from
the owner, who can observe and evaluate the performance of others in the business.
This in itself increases the authority of the accountant and other managers end up
viewing the accountant as "the boss" (Manager, Company 4), at least when the owner

is not around.

121




This authority frees the accountants to take the initiative for generation of new types
of reports and inevitably new measures of performance. But this isn't just about the
accountant controlling. Because accountants have a complete vision of the business
and an intimate knowledge of the reporting system they can suggest new reports
which will address the needs of users. Reports which the users themselves did not
know could be produced. This serves to reinforce the validity of the accountant's

contributions and in turn enhance their authority.

One feature of SMEs that may undermine the accountant's authority is the over
confidentiality with other employees. This is especially the case where the
accountant rose through the ranks. Thus there will be a point in time where the
individual moves from being an equal or subordinate to being a superior. This may

cause problems as authority sometimes needs a certain distance:

"I succeeded my predecessor and got promoted when he retired...so there is no
barrier...there isn't that sense of deference you'd expect for a manager" (Accountant,

Company 9)

Can the power of accountants within the firm lead them being feared? Yes, this can
happen and even owners themselves may feel uncomfortable when dealing with their
accountants. This particularly the case when managers and owners have limited
accounting knowledge. Accountants can prove the owners and other managers wrong

— at least from a financial point of view:

“Many individuals, especially in small businesses where there is owner
participation, don't like having someone tell them what to do. An accountant can
come up with one or two figures that will shock you and will prove your deficiencies.
And some people don'’t like that. And with figures you can’t argue. Figures are
figures.” (Director, Company 14)
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5.25 Users' accounting knowledge

Properties Dimensions
Level of user accounting training  high o> low
Risk of information misuse high @ low

Figure 31: Properties and dimensions - Users' accounting knowledge

Very few of the SME owners and top managers had any formal accounting training.
But the business skills which are instinctive or built through years of experience help

bridge the gap between them and their accountants:

"I remember figures from ten years ago so I don't have a problem dealing with
accountants ... 1 don’t quite understand the debit and the credit but I think that is
trivial. But I do understand most of the material stuff they do. So no accountant is

going to treat me like an idiot." (Director, Company 14)

Inevitably some problems may be encountered, especially with the more technical
reports. Here the accountant will have to provide the necessary explanations so that
users can make sense of the information provided. But in an SME setting this is a
worthwhile activity as, due to the long-term relationships, the users will eventually
become conversant with all of the principles they need. In certain cases formal
accounting training sessions are provided by the accountants themselves. So, it may
take a while, but eventually they all get there. Misunderstandings may still arise

however:

"When he (the financial controller) used to talk to me about some measure, payback
period, efficiency and the such, we used to have a discussion. I needed to look at the
way he was looking at it. Efficiency can mean one thing for me and another thing for

the accountant.” (Director, Company 16)

However some level of accounting or at least business education will be a useful tool
for the users. In fact accounting knowledge enables decision-makers to use decision

support tools when their experience or their instinct is not enough:
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"it helps, it helps. I would say at this point experience is more important, but the
decisions that you take when you are at an early age, when you don't have that
acumen for things, I think having a degree in economics or in any financial
institution (sic) gives you the confidence to go forward with your decision."

(Director, Company 15)

Dealing with users who do not have any accounting knowledge can be frustrating for
accountants. It is true that one the one hand that means that any reports they prepare
could end up being accepted with minimal questioning. But it also means that
accountants have a higher load of responsibility since they will have to make sure
that users really understand what is going on. The most frustrating situation arises

when the accountants' efforts go wasted:

"If I think it (the decision) warrants a twenty page thing I will prepare a twenty page
report. It would be frustrating if the feedback is blank faces. You try to explain but
there's a limit. But I still prepare a proper report which is filed and minuted so if
anyone outside the management team refers to it they will find a detailed report.”

(Accountant, Company 11)

Accountants are not just fulfilling professional obligations as ethically required. They
are also ensuring that their efforts and inputs towards the decision-making process
are well documented so that they can be tested should the need arise. If things go
wrong, accountants will be in the firing line, especially where the users have a very

low accounting knowledge. Good quality reports are their alibi.

But perhaps the biggest danger arises when users choose not to understand what the

accountant is trying to tell them:

“One of the things I’ve noticed with information in business leaders is that very often
either on purpose or even sometimes, which is even more dangerous, either
politically or simply because they don’t want to hear the truth especially if they own

the business and they can afford it they think, they don’t want to hear data that
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contradicts their views. And this selective listening is very dangerous.”’(Independent

Advisor 3)

5.26 Accountants' business knowledge

Properties Dimensions

Duration of employment short-term @ >long-term
Adequacy of accountants' training low @ high
Accountants' job mobility low o high

Figure 32: Properties and dimensions - Accountants' business knowledge

Accountants provide valid contributions to decision-making if they ‘understand the
way the company has to be run’ (Manager, Company 4). There are two aspects to
this. First they need to be in tune with the owners' style of management and their way
of evaluating financial information. As has been discussed in other sections the long-
term relationships typical in Maltese SMEs serves to develop this kind of
understanding. Knowing the way in which an owner will interpret information
sometimes requires the accountants to go against that which their training has told
them is reasonable judgment. Of course they would also have the numbers to prove

the unreasonableness of that judgment:

"He (the accountant) has been working for me for a very long time, he knows the
nature of the business. If someone came along and saw our debtors' figure they'd be

in shock ..." (Director, Company 1)

The second aspect that accountants need to come to terms with is the fact that
accounting training is per necessity generic. Gaining business knowledge may
require the accountants to specialise in areas which would not be covered within the

normal accountant training programmes:

"During my accountancy training I had no idea what farming was and the investment

it requires ... then I got involved in it!" (Accountant, Company 3)

125




Accountants are expected to be more than just accountants. Thus face a steep
learning curve as they will have to learn both the specific financial measures but also
the technical details of how the specific type of business operates. They may well
end up being more up to date with industry standards rather than with accounting
standards. The problem is that this very specific business knowledge may not be
readily transferable. In a small economy like Malta the chances are that there will be
very few, if any, businesses operating in a similar industry so there will be very few
openings for accountants who want to change employer without necessarily
'retraining' themselves. So the long-term relationship typical of many accountants
employed in SMEs may be to a certain extent forced since literally, there is nowhere

for a disgruntled accountant to go.

Another problem related to accountants' training is the fact that many start their
careers by working as auditors with one of the accounting firms. This means that
they will have to go through a shift an attitude once they move to employment as
management accountants within a specific firm. The transition may not be easy and

some struggle to adapt:

"I think my background helped me. My qualification is CIMA so I never worked in

auditing like most people tend to do." (Accountant, Company 7)

In spite of the accountants’ best efforts to get to know the way the business works it
may not be sufficient. In certain instances their knowledge will need to be
supplemented by that of advisors, especially where a wider view of things is

required:

"His (the accountant employed by a business) experience is focussed on his business.
1 (the advisor) have a broader exposure to many sectors ... when you talk about

breadth of experience or knowledge it's a big plus."” (Independent Advisor 1)

Even when it comes to advisors, being an accountant is not enough to be a good

advisor. It is fundamental to have "the analytical skills, the curiosity to learn
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more...the adaptability because in Malta we cannot over-specialise" (Independent

Advisor 3).

5.27 Conclusion

This chapter has presented the first stage of grounded theory data analysis, namely
open coding. The 25 categories that emerged from the raw data were explained and
developed in terms of their properties and dimensions. These will now form the basis
for the next stage of analysis which will attempt to identify interrelationships

between the categories. This will be done in the next chapter.
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CHAPTER 6 - AXTAL CATEGORIES

6.1 Introduction

This chapter will discuss the second phase of data analysis, namely axial coding.
Whereas the purpose of the first stage of analysis was to open up the data and
determine the building blocks which will serve to build the final analysis, this stage
focuses on the interconnections which may exist between these data blocks. This
involves 'crosscutting or relating concepts to each other' (Corbin and Strauss, 2008,
p.195). Thus the analysis starts gaining a higher level of abstraction as the various
open categories are interwoven together. This sets the groundwork for the third and
final level of analysis, selective coding, which will be discussed in the following

chapter.

Although for ease of presentation these two phases are presented as two distinct
chapters, in reality the processes of open and axial coding very often happen
simultaneously as the researcher is constantly making connections and writing up
summary memos whilst immersed in the data. Corbin and Strauss (2008) have even
removed the 'axial coding' chapter from the latest edition of their text to further

highlight the artificiality of splitting the two phases of data analysis.

The ultimate aim of axial coding is to develop a set of concepts of a higher level of
complexity. As open categories are generated and developed it becomes increasingly
apparent that some are inter-related and form a structure which can be used to
explain an overarching concept. Thus the open categories become sub-categories of
the axial categories identified. However the foundation of the axial categories
remains in the source data and they are continuously verified against new data that is
collected (Corbin and Strauss, 1990). This means that the axial categories are still

firmly grounded in the findings.

6.2 The Code Matrix
The outcome of the axial coding process can be seen in the Code Matrix shown in

Table 5. The matrix shows how the twenty-five open categories were combined into
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eight axial categories. The numbers on the left-hand column of the matrix refer the

sections in the previous chapter where the open categories which make up the axial

categories were discussed.

Open Category

Axial Category

5.4 | Viewing the world differently
5.10 | Sharing the culture Aligning the visions
5.11 | Multiple objectives
5.14 | Third party requirements
5.15 | Dealing with crises ) . .
Dealing with uncertainty
5.16 | External changes
5.17 | Internal changes
5.3 | Presenting the information
5.8 | The limitations of accounting information
5.18 | Interaction between users and providers Communicating effectively
5.19 | Communication
5.25 | Users' accounting knowledge
5.2 | Trusting the accountant L
- - Establishing trust
5.20 | Trusting the advisor
5.21 | Juggling the roles . . .
- - Mastering multiple functions
5.22 | Managing the reporting system
5.23 | Supporting the provider
PP g P - Enabling the accountant
5.24 | Empowering the provider
5.6 | Optimising the information
5.7 | The value of accounting information
- Creating actionable
5.9 | Raising the alarm . .
information
5.12 | The importance of accounting information
5.13 | The importance of the accountant
5.5 | Feeling the pulse ] ]
- Staying close to the action
5.26 | Accountants' business knowledge

Table 5: The Code Matrix
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The discussion that will follow will focus on establishing the relationships between
the open categories. Therefore, as much as possible, repetition of material discussed
in the previous chapter will be avoided. Each axial code will now be discussed

sequentially.

6.3 Aligning the visions

Viewing the world differently

Sharing the culture Aligning the visions

Multiple objectives

Table 6: Aligning the visions

The closeness of interaction observed in the research setting highlights the
importance of the various individuals involved having some sort of common view of
what they expect the business to be. Although coming from different professional
backgrounds and personal mindsets they meet on the common ground that is
represented by the business. There they explore the various points of view and
develop a working relationship that acknowledges a variety of objectives. Thus, the
open categories 'viewing the world differently', 'sharing the culture' and 'multiple
objectives' can be combined to become the subcategories of the axial category which

is being labelled 'aligning the visions'.

Different individuals may be deemed as viewing the world through a different lens.
In that case it is possible the correct combination of views - or lenses - may result in
an instrument that can magnify the detail or bring distant events closer. This is
certainly the case in the SME world where, through constant interaction, the views of
users and providers of accounting information are combined to create an image
which provides better information than each can achieve on their own. Yet a correct

alignment is crucial if the image is to be sharper rather than blurred.

In the setting being examined very often this boils down to two persons seeing things
differently. The starting points of view may initially be quite misaligned. The

different personal background and different professional/business training of users
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and providers give rise to different and sometimes contrasting interpretations of the
same financial information. There is also the issue of different priorities - what is
more important to one may be more or less important to the other. But with good

communication and regular interaction the different worldviews can be reconciled.

An important issue that needs to be settled is clarity about the business objectives.
Accounting professionals are indoctrinated via their training into the 'profit-
maximisation' objective - which is a very convenient decision-making rule. But the
reality of the SME world revealed in this study is much more complex than that.
Providers of information need to become aware of that and take on board the several
priorities. Until that happens, the non-maximisation decisions which are taken may
be a source of frustration for providers as they see their professional output and
judgement ignored. But as they evolve with the business and within the business they
will start to provide the kind of information which best supports the owners'

objectives. This will give value to their output and increase job satisfaction.

The alignment will have to extend beyond the provision of accounting information.
The providers will have to share the organizational culture even when it comes to
how they behave on the premises and the modes of communication with the various
individuals - both upstream and downstream. The end result is an identification with

what the business stands for.

"The accountants have the same sense of pride (in the business) as we (the owners)

have" (Director, Company 12)

The demarcation line between the different personal and professional attitudes
becomes more blurred. But this only serves to bring into sharper focus the issues
which everyone - users and providers - need to tackle to take the business forward

along the shared path to success.

Accounting information can indeed become the main tool for aligning the visions of

everyone involved in running the business. The type of measures reported, the
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manner and the frequency with which they are reported and the interpretation given
will drive performance at all levels. Through their intimate knowledge of the
owners' objectives, accountants can select measures that convert the owners’ visions
from abstract, intangible ideas to quantifiable and measurable financial and non-
financial targets. Since the measures will reflect the owners’ vision they are more
likely to be considered relevant by the owners themselves, even those who have a
limited accounting background. Owners will thus pay more attention to these
measures and will start using them in their decision-making processes, safe in the
knowledge that the information they are using is in line with their own vision for the

business.

6.4 Dealing with uncertainty

Third party requirements

Dealing with crises

Dealing with uncertainty
External changes

Internal changes

Table 7: Dealing with uncertainty

The second axial category is being labelled 'dealing with uncertainty'. Uncertainty in
this context is seen to be caused by the changes coming from different sources, both
external and internal as discussed in the open categories 'third party requirements',
'dealing with crises', 'external changes' and 'internal changes'. The underlying theme
throughout all four open categories is that a new environment is being created which
makes it very difficult for all involved to predict the outcomes of decisions or to rely

on previous knowledge when making those decisions.

Until recently, the Maltese SMEs faced a very stable economic environment which
meant that they faced a situation of reasonable certainty. The owners would have
been involved from the very beginning and senior managers get to that position after
many years with the firm, probably slowly rising through the ranks. There are few
surprises that the business can throw at them and their instincts are finely honed and

extremely reliable. And in a protected, controlled and stable environment like that
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faced by many Maltese SMEs until a few years ago the level of certainty can reach

substantially high levels.

This certainty meant that there was little need for in-depth analysis of decision
situations. In general what worked last year, will work again this year and the next.
Where a novel situation arises, it is rarely a major upheaval and can be dealt with by

a dose of common sense based on the years of previous experience.

But the substantial changes that had to be faced by Maltese SMEs in the recent years
changed all that. First of all, new regulations, new reporting requirements, new fiscal
regimes and tighter enforcement have combined to create a scenario unlike anything
that decision-makers have had to face in the past. Accountants had to bear the brunt

of these changes and ensure that the accounting systems they maintained could cope

with the added pressure.

Secondly the new economic and competitive environment being faced rendered all
the years of decision-making experience practically useless for the purpose of taking
future oriented business decisions. The future that the decision-makers are facing
now will bear very little resemblance to the past they are used to. There is the real
possibility that relying on the tried and tested approaches would lead to the wrong
decisions being made. So rather than having internal knowledge which they could
access instinctively, now decision-makers have to unlearn what they know and start
from scratch. Accounting information provided the best starting point for this to

happen.

The ability of financial information to drill down to the minute details of business
performance proved to be very important as margins had to be recalculated. In many
instances the margins were actually calculated for the first time ever as business were

now being faced with greater pressure for cost control.

Financial information also has the ability to summarise massive amounts of

information into a few meaningful figures, and this ability proved to be fundamental
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when deciding on new strategic directions which businesses had to take in view of
the substantial changes being faced. It also allowed the new generations of
entrepreneurs who were entering the businesses to learn the ropes more quickly and
be able to provide valid contributions even when they had far less experience than

the older generations.

Thus financial information provided some basis on which to take decisions when the
usual parameters were not available anymore. It served to fuel the entrepreneurial

courage which was faltering:

" very often the directors want an external input to take things more seriously and

push the project through"” (Independent Advisor 2)

It also served to cool down the enthusiasm when decision-makers were getting
carried away:

"figures don’t always give you the results that you want" (Director, Company 14)
However the support doesn't mean that decision-makers can abdicate from their
responsibility and let the numbers run the business. There is no hiding behind a wall

of numbers. There is no one they can blame if things go wrong.

"the decision is always ours" (Director 1, Company 12)

6.5 Communicating effectively

Presenting the information

The limitations of accounting information

Interaction between users and providers Communicating effectively

Communication

Users' accounting knowledge

Table 8: Communicating effectively
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The five open categories grouped in this section all deal with aspects of accounting
information delivery. They represent choices, difficulties and opportunities which if
addressed correctly should enable accountants to gather the information they need
and deliver the information that is requested. Hence the axial category is being
labelled 'communicating effectively' as a substantial amount of effort goes into
transferring data and information between the two sides of the user/provider

interface.

Modern accounting systems have the ability to generate vast amounts of information,
quite literally at the touch of a button. None of the reports will be useful unless their
content is intelligible to the people to whom they will be presented. As a result
accountants are very much aware of the need to tailor the output from their systems

to the specific needs of specific users:

“tell me what you will be using it for... there will be different data for different

purposes.” (Accountant, Company 5)

Professional training programmes instil in accountants the concept that you need
different costs for different purposes. This seems to be something that some users
find difficult to realise and hence may not be forthcoming when the accountant asks
them what they will be using their information for — and exactly who will be using
that information. This may lead to the wrong type of information being used to make

important decisions.

Even if the right type of information is provided, users may not have sufficient
accounting knowledge to make the best use of it. This makes the task of the
accountants rather frustrating but at the same time gives them more power as users
will have to rely more on the accountants’ own interpretation of the information they

have provided. Thus they not only inform but also form the users’ decisions.

Difficulties may arise since in order to provide information, the accountant first

needs to collect information. This is often collected from the person who initiated the
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request for information. This means that a constant interaction is needed between
users and providers to produce meaningful information. Where this interaction is

weak, it will be more difficult to provide relevant and appropriate information.

There is also the possibility that decision-makers simply won’t have the time to
consider all the financial information at hand. The speed with which some business
decisions need to be taken means that they will sometimes have to rely on experience
and instinct. All these difficulties may restrict the accountants’ abilities to get their

message across.

Accountants need to be good communicators of information not just good providers.
The choices with regards content, presentation, timing and frequency of reporting
will have an impact on whether the relevant information generated is used at all.
Attracting the users' attention and making sure they listen is a skill which is learned
over the years by getting to know them very closely. There will of course be
instances when, in spite of the accountants’ best efforts, users simply don’t want to
see the information. In that case there is very little accountants can do except stick to
professional ethical standards and have the courage to say things which people

around them might not want to hear.

“In any set of accounts you hide the inefficiencies within your efficiencies. So that
will be your profit. Then some bright accountant will analyse your results by

category and reveal some results you won't like. ’(Director, Company 14)

But when the potential difficulties are overcome the result is a harmonious process
of information seeking and sharing that will benefit everyone in the business. Users
will provide better background information, which will allow accountant to provide
better reports. These reports will be more meaningful to users who will make good
use of them and, finding them useful, will request more. And the cycle begins again.
The result is a highly motivated and satisfied accountant who is seen as an enabler by

the members of the management team.
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6.6 Establishing trust

Trusting the accountant

Establishing trust
Trusting the advisor

Table 9: Establishing trust

The issue of trust came across very strongly throughout all the interviews. The axial
category 'establishing trust' has therefore been created which brings together the
various trust issues captured by the open categories 'trusting the accountant' and
'trusting the advisor'. Together these two categories make a very strong case for the
fundamental importance trust in the relationship between users and providers of

accounting information.

Whether the source of accounting information is external or internal, trust needs to
be established as a precondition for any interaction between users and providers. The
foundation of this trust is personal. Entrepreneurs emphasised the importance of
knowing your accountant. This can be direct knowledge, gained through several
years of working alongside each other, or it can be indirect, through

recommendations from people whom the entrepreneur already trusts.

Trust generates trust. Trusting the provider on a personal level will then allow the
user to trust the provider on a professional level. There cannot be the latter without
the former. Indeed, the latter is subservient to the former. Entrepreneurs can be
comfortable with a reasonably lower level of competence, but will not tolerate any
betrayal of trust. Taking the wife analogy used by one of the respondents a step
further one can see that the same principles apply. Once the trust relationship, both

personal and professional, is established it is not questioned any further:

"I have my own internet banking but I've never used it to check anything ... because
first of all I have a person (the accountant) whom I trust more than myself with my

money and secondly because he is very competent" (Director, Company 17)

The interplay between external and internal advisors can be quite interesting since it
can be one of the building blocks of trust between entrepreneurs and their internal
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accountants. Whilst getting an external advisor may at face value appear to be a lack
of professional trust in the internal accountant, it will eventually lead to a higher
level of trust. In the really tricky decision situations, the ones which are riskiest, the
ones which will make most reliance on accounting information, having an external
advisor go over the figures — even if just to confirm them — will show that the
internal provision of accounting information is up to scratch. Following such an
episode, the reliance which users will place on internal providers will increase and so

will the providers’ trust in themselves.

Trust is rewarded, both for internal and external providers. The rewards can be
financial, in the form of substantial salaries or consultancy fees paid. These are being
literally paid out of the owners’ pockets. There are also non-financial rewards.
Especially for internal providers, the feeling of being trusted contributes substantially
to their job satisfaction and increases their motivation to perform even better — often

beyond the call of duty.

6.7 Mastering multiple functions

Juggling the roles

: : Mastering multiple functions
Managing the reporting system

Table 10: Mastering multiple functions

The accountants in the businesses analysed are more than 'just' accountants. They
have to combine their accounting role with several others which require a breadth
and depth of business knowledge. The requirement to do this suggests the creation of
the axial category 'mastering multiple functions' which combines the open categories

Juggling the roles' and 'managing the reporting system'.

The multiple roles that accountants tend to play within the SMEs are a direct
consequence of the alignment of visions and trust that is earned. This is further
reinforced by the fact that many of the accountants would have been promoted
through the ranks. Many joined the firm at a time when it was smaller, i.e. a time

when everyone would tend to do a bit of everything.
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This is a very important part of the process of becoming relevant to the business. The
entrepreneur knows every nook and cranny of the business. He can do all of the
tasks, from answering the phone to operating the equipment. This makes him
confident of his superior knowledge of the business. It thus becomes crucial that his
most trusted confidant, i.e. the accountant, has the same broad level of knowledge.
This is why they can talk to their accountant about anything that’s going on in the
business. The accountant will not only know what they are going on about, they will
also have an informed opinion on the matter. Most importantly they will know the
kind of accounting information that needs to be, and can be, provided to address the
issues at hand, even when users themselves might not be aware of the potential

contributions of accounting systems.

The accounting information system can be a powerful tool in SMEs if it delivers
what it promises to deliver i.e. decision relevant information. It is after all the role of
the accountant "fo raise awareness to the directors of all the bits and pieces going
on" (Accountant, Company 13). Accountants need to be sure that this happens and
their ability to carry out several functions should enable them to do this. In this sense
their approach to information systems is not just as ‘providers’ and ‘administrators’
but also as ‘multiple users’. What this means is that beyond the information which
they need for themselves, they can also understand exactly what it is that the other
users need as they can indeed be users themselves when they perform tasks beyond
the ‘pure’ accounting function. Accountants will also be in a position to carry out the
interpretations that may be necessary to make sense of accounting data. But because
of the multiple tasks they perform, they can interpret the data from several users’

point of view instinctively.

As the accountant matures within the organization the ‘non-accounting’ tasks
become something they look forward to and a major source of job satisfaction.
Performing multiple functions may have started out of necessity but eventually it will
ensure that accountants will not be replaced by the advanced information systems

they themselves implement. Rather they will become integral to their relevant use
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and further development and increase the contributions that the accountants can give

to the business:
"I deal with mills, labour, the unions negotiating the collective agreement, basically

all facets. Health and safety as well, which I don't enjoy to this very day as it carries
criminal responsibility. But they have all helped me" (Accountant, Company 16)

6.8 Enabling the accountant

Supporting the provider
Enabling the accountant

Empowering the provider

Table 11: Enabling the accountant

The open categories 'supporting the provider' and 'empowering the provider' both
refer to processes through which accountants become enabled to contribute towards
the SME decision-making process. Together they form a coherent structure which
bolsters the accountants' position in the firm. The axial category labelled 'enabling
the provider' has thus been created which combines the two open categories and

integrates their various properties.

Without support and authority accountants cannot perform their decision support
role. If they have both then they will be enabled to provide what they are expected to
provide. Support without authority can be very frustrating. The enthusiasm of the top
management will be there but accountants will be unable to do anything about it if
they can’t get the access to the information they need. Authority without support will
lead to constant clashes and the risk of the accountant becoming an irritating

nuisance.

Support will be forthcoming if the accountants show that they really know what’s
going on in the business. They won't just be stepping on people’s toes but will be
giving them a helping hand. Their views need to be seen as in line with the direction

the business wants to take. There’s no point in owners supporting accountants who in
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turn are not supporting the owners’ vision. Crucially support will follow the

establishment of a trusted relationship between user and provider.

Accountants also need to prove that supporting the accounting function will provide
value for money. Even though pure profit is not the owners’ objective, accountants
can help their own cause by focussing on the bottom line of their contributions to a
business’s decision-making. They are in an ideal position to do so. The stronger the

argument they make in terms of financial impact, the greater the support.

Authority may be trickier and goes beyond the labelling of a role and the placement
within the organizational structure. Authority is given by the top management and is
also earned by the actions of the accountants themselves. Where authority is mainly
given by the owners there may be some resistance by those who feel that their own
authority is being undermined. This might happen of course with other members of
the management team. In this case the owners will have to make a proper

commitment to the accountant.

Resistance to the accountant’s authority may however also come from the owners
themselves. When this happens the accountant is undermined at the outset. In the
SME setting, resistance at the top will filter to the lower levels very quickly.

Accountants don’t survive for long in that a situation.

"I know a lot of people who fear the accountant because they have never bothered to

sit down and understand their logic.” (Director, Company 14)

That's where the accountant will have to try to earn authority through interactions
with users. Personality issues may be relevant here. But on a professional level it will
always boil down to the quality of the information provided. If it is useful users will

eventually look up to the accountant.
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6.9 Creating actionable information

Optimising the information

The value of accounting information ‘ _
Creating actionable

Raising the alarm _ .
information

The importance of accounting information

The importance of the accountant

Table 12: Creating actionable information

What makes accounting information valuable in the context being examined is a
combination of several factors. These factors are captured in the five open categories
being grouped under the axial label 'creating actionable information'. Each
encapsulate distinct properties which when combined together contribute to the
accounting information being considered valuable by the persons to whom it is being

addressed.

Accounting information appears to be an integral part of the decision-making process
within the SMEs. This does not happen overnight, and perhaps not even instinctively.
It is the result of years of collaboration between the users and the providers of the
information. Accountants constantly refine the systems they administer so that they

are fine-tuned to the needs of the users.

The information system allows the accounting function to provide some level of
review with regards to the decisions being made. Thus it can help prevent costly
mistakes being made. It also gives some reassurance to the decision-makers that the
decisions are financially sound. Even if it only serves to confirm that their instincts
were fundamentally correct, decision-makers see accounting information the ultimate
test of their business prowess. Essentially what they are seeking is the accountants’

blessing to go ahead with their projects:
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“I’ll tell them upfront. You already know most of the answers. What you don’t know
is what the right answers are ... because you have more than one answer and what
we can do together is come up with those answers that make more sense. We (the
accountants) bring in the process, the research, the discipline.” (Independent

Advisor 1)

Even in an SME setting getting the whole picture is not always easy and users run
the risk of getting lost in the detail or get carried away by a new idea to the exclusion
of everything else. At every stage of the business life-cycle accounting information
allows users to see what the overall performance is really like. A good accounting
report will bring everything back in focus and show how the different parts
contribute to the success or otherwise of the business. It will also give warning signs

which might otherwise be missed and trigger timely corrective action.

All this makes accountants a fundamental part if the business information system.
The crucial skill here is the ability to deliver just the right amount of information,
with the right level of detail. Too much and it will be ignored. Too little and it won’t

be considered relevant.

6.10 Staying close to the action

Feeling the pulse

Staying close to the action

Accountants' business knowledge

Table 13: Staying close to the action

The final axial category has been labelled 'staying close to the action'. It combines
the open categories 'feeling the pulse' and 'accountants' business knowledge' as both
refer to the process by which accountants gain an exhaustive knowledge of all the

relevant activities that are going on within the business.

For the accountants' contributions to be relevant, the information they provide must
be embedded in the business within which they are operating. This places

requirements on the accountants that go beyond the formal training they receive:
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"Someone with a lot of qualifications might join the firm (as accountant) ... they'd do
crazy within a week if they tried to apply the (cost structure) theory. You will get
there but after doing a lot of background work." (Accountant, Company 8)

They must gain an in-depth knowledge of the sector the business operates in and of
its internal operations. This can only be gained by accountants through a deep and
complete immersion in everything that happens in and around the business. This
approach will reflect that of the SME owners and other managers. Accountants
cannot remain isolated in their accounting world. They, quite literally in some

businesses, need to get their hands dirty just like everybody else.

Getting close to the action also means getting close to the people. It's not just about
learning the ropes. It's also about learning what makes people behave the way they
do. Both will have an impact on the accounting information which accountants will
be providing. The former will enable accountants to understand the business
mechanics which will allow precise and relevant measurement. The latter will tell the

accountant how to go about collecting and communicating information.

The end result will be an accountant that is as much a part of the business as the

owners and their family. The business-specific level of specialisation achieved is
such that the accountants may find it difficult to leave the business as they would
have to re-learn their trade. This serves to reinforce the commitment towards the

business they have nurtured, in some cases right from its inception.

6.11 Summary

This chapter has described the second stage of grounded data analysis. This process
has revealed eight axial categories, each of which is built up using the open
categories which were identified in the first stage of analysis described in the
previous chapter. The ensuing discussion showed how sets of open codes can be
grouped around a central theme which connects them. The resulting axial categories

have therefore a higher level of abstraction than the open categories even though they
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are still firmly grounded in the data. However at this stage the axial categories still
lack a unifying theme which interconnects them within a coherent grounded theory.

The next chapter will attempt to do that in the third and final level of data analysis.
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CHAPTER 7 - SELECTIVE CODING AND THE EMERGENCE
OF THE CORE CATEGORY

7.1 Introduction

This chapter will discuss the third and final stage of data analysis namely selective
coding. The aim of this stage is to identify a central or core category which can bring
together the various components identified in the previous chapter. Some of the
connections may have already become apparent during the discussion of the axial
categories. However this chapter will weave a coherent framework which will
support the resulting core category. The core category will represent a higher level of
abstraction than open or axial categories. The end result will be a 'concept that all
other concepts will be related to' (Corbin and Strauss, 2008, p.104). Thus it will be
possible to relate the core category to most of the other categories in a meaningful

way (Holton, 2007).

The theory that has been generated in this study is a substantive theory i.e. one that
'refers to an empirical area of sociological enquiry and is specific to groups and
place' (Lempert, 2007, p.246). In the case of this research the empirical area is
management accounting practices, and the specific setting is within manufacturing
SMEs in Malta. In order to assist the researcher to identify the core category, the
paradigm model proposed by Corbin and Strauss (2008) was applied. The next

section will discuss in detail how this was carried out.

7.2 The paradigm model and the emergence of the core category

Corbin and Strauss (2008, p.89) propose that researchers use the paradigm model as
a tool which can help them think about the complex relationships that may exist
between the various concepts that arise from qualitative research. This consists of a
set of questions which researchers can apply to the data at hand so that relationships
between context and process can emerge. They break down the model into three

components.
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The first component is labelled conditions. These help reveal 'the circumstances or
conditions' (Corbin and Strauss, 2008, p.89) that lead an individual to respond in a
particular way. Thus conditions describe the environmental context which gives rise
to phenomenon being observed. They determine 'why, where, how and what happens'
(Corbin and Strauss, 2008, p.89). Conditions can be analysed into micro conditions
i.e. those that are very close to the individual and macro conditions i.e. those arise
further away (Corbin and Strauss, 2008, p.91). Both are important as they combine to
create a complete description of the context. Section 7.5 will describe the contextual

conditions for this study in detail.

The second components of the paradigm model are the actions and interactions
(Corbin and Strauss, 2008, p.89). These represent how individuals deal with the
phenomenon being observed by adopting a number of strategies. In this context
strategies are 'purposeful or deliberate acts that are taken to resolve a problem and in
so doing shape the phenomenon in some way' (Strauss and Corbin, 1998, p.133).

The strategies adopted by participants in this study are described on section 7.4.

Consequences are the third component of the paradigm model (Corbin and Strauss,
2008, p.89). They represent what happens as a result of the actions and interaction
which took place. Understanding the consequences helps provide more
comprehensive explanations of the phenomenon being analysed (Strauss and Corbin,

1998, p.134). These will be described in detail in section 7.6.

Together these three components can help the researcher integrate the various codes
generated in the previous stages of data analysis such that a comprehensive and
coherent substantive theory can be generated that explains the phenomenon at hand.
Using the paradigm model wisely should help the core category emerge but should
not force such a discovery. Corbin and Strauss (2008, p.90) warn researchers not to
fixate on labels they attach to codes as that may stifle the analysis. Rather the model

should be used as a flexible tool with a view to the logic behind it.
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When trying to identify the core category the researcher is presented with a choice:
"A central category may evolve out of the list of existing categories. Or a
researcher may study the categories and determine that though each
category tells part of the story, none capture it completely. Therefore,
another more abstract term or phrase is needed, a conceptual idea under
which all the other categories can be subsumed."

(Corbin and Strauss, 2008, p.104)

The latter is the choice that was made for this study. As the various axial codes were
integrated within the paradigm model it was felt that an overarching process could
explain how the various codes were centrally connected. Enabling sensemaking
through accounting information emerged as the concept that represents the main
theme of the research' with sufficient 'analytic power' to 'convey theoretically what
the research is all about' (Corbin and Strauss, 2008, p.104). As the various categories
came together it became apparent that accounting information was necessary for the
decision-makers to be able to proceed with the various business decisions. In this
sense accounting information acts as an enabler. At the same time the decision-
making process involved a sensemaking process as decision-makers tried to come to

terms with the various social, economic and environmental influences.

Sensemaking is a fundamental social process through which individuals understand
what is going on around them through interactions with other individuals around
them (Maitlis, 2005). The concept is of course not specific to the field of
management accounting. However it provides a very comprehensive insight with
regards to what is going on in the interaction between accountants and decision-
makers in the context being examined in this study. Although for ease of presentation
the integration between the theory that emerges from this research and existent
theory will be carried out in detail in the next chapter, the next section will give a
brief description of sensemaking and how it was identified as a fundamental
component of the core category. It will also explain the enabling aspect of

accounting information.
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7.3 The core category - 'enabling sensemaking through accounting information'

The core category that emerges from this study is being labelled 'enabling
sensemaking through accounting information'. The accountant, by providing relevant
information, which is communicated effectively, will put decision-makers in a

position where they can move ahead with a decision.

The Merriam-Webster dictionary (online) provides the following definition of the
word 'enable":

a : to provide with the means or opportunity

b : to make possible, practical, or easy"

Owners expressed how the input from their accountants is considered to be essential

for them to run their businesses:

"I would not know what to do if I did not have an accountant” (Director 1, Company

12)

In this sense management accountants perform an enabling function as owners feel
that without the availability of accounting information their ability to run the
business efficiently is severely impaired. The information in itself however is not
enough. The accountants themselves have to be at hand to provide a sounding board

for their ideas and to discuss the accounting information provided:

“I couldn’t manage without him, you just can’t. Today we are beefing up the
accounting department, I have employed an assistant (for the accountant) even in
today’s situation. So that I will have time to analyse and discuss with Peter (the

accuntant).” (Director, Company 3)

As shall be discussed later on in this chapter, several contextual conditions contribute
to the creation of this need for accountants and accounting information. At the same
time several processes are necessary to render the accountants and the accounting

information they provide acceptable and relevant to the decision-makers. These
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processes are consistent with the processes of organisational sensemaking.
Accounting information becomes an integral part of the sensemaking process as it
provides a practical way of capturing and highlighting relevant information and
presenting it in a way such that can be processed by decision-makers. As one
respondent stated it provides "a framework of structured thinking" (Advisor 1,
Company 9) for decision-makers. It is in fact "the role of the financial controller to
raise awareness to the directors of all the bits and pieces going on" (Accountant,

Company 13).

Sensemaking can be defined as follows:

"Sensemaking implies a ... complex process, where developing an
understanding of one's situation is still the key, but where perceptions
are driven by pre-existing personal and organizational identities, where
interpretation of an existing world is placed in partnership with ongoing
enactment of that world, and where conclusions are driven by

plausibility rather than accuracy" (Miller, 2005 p.222, emphasis added)

The above definition captures the essence of sensemaking. The key factors that are
identified within it are the very same factors that became evident as the paradigm
model was developed. Thus, the findings show that the decisions that are taken are
formed by the business identity - a broad sense of what the business stands for which
goes way beyond the pure money-making objectives. This means that accountants
have to be able to move away from the profit-maximisation assumption which
underlies most of their professional training. In the context of the SMEs in this study,
profit-maximising is too simplistic an objective. The identity of the business is often
an extension of the owners' and may reflect the heritage of a number of generations.
This must be recognised by accountants as they make choices with regards to the
choice, presentation and interpretation of accounting information. The following

quote captures the essence of the role of identity in the sensemaking process:
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"[ think there was a large element of tradition, of this is a manufacturing company
and this is a manufacturing company with obligations to its employees and the
responsibility of the board is to find ways and means of ensuring continuity. And that
orientation I believe is not necessarily equivalent to profit maximization at all costs."”

(Advisor 1, Company 9)

As with all decision situations any information available needs to be interpreted
whilst keeping in mind the aforementioned objectives. Accountants help interpret
the decision environment and in this regard they make choices which will influence

that interpretation:

"How much should you be theoretically refined in a report? Will that be appreciated
by the owner of the business? You have to decide what value to give to a report.”

(Accountant, Company 11)

As they interpret the data, accountants create meaningful information which

decision-makers can absorb and use:

"reports do look nicer (when generated by more advanced software) but they still
need to be interpreted by an accountant, numbers are meaningless" (Advisor 2,

Company 9).

The evolution of the SMEs decision-making process has been such that owners have
moved from a situation where they would take decisions with little, if any,
consultation and minimal formal financial analysis to one where no decisions are
made before they have been discussed with a trusted advisor and evaluated
financially in a way that is acceptable to them. Both of these functions are performed

by the accountants and the information they provide becomes the decision enabler.

"In the past I used to take risks. Nowadays I don’t. Nowadays I want to see facts, [
check and recheck all the figures with our team and only then I take the decision”.

(Director 1, Company 6)
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Even though users are requiring more detailed accounting information, accountants
will find that it may be necessary to reduce the emphasis on detail and precision in
favour of information which owners may find plausible i.e. easier to understand and

believe:

“they (the monthly management accounts) should be as accurate as possible, but
there's a limit to how much you can include. It is up to us (accounts department) to

determine what we issue.” (Accountant, Company 13)

In determining what to issue accountants are putting together the elements of a story

- a story which must be believable to those who are hearing it:

“It’s not a perfect science is it?... because the costs that you attach to job is not a
perfect science ... it might be imperfect but imperfections are consistent...so at least

you get a story.” (Manager, Company 7)

As they constantly interact with the decision-makers, accountants transpose the
business ideals into the accounting information they provide. The end result is that
accounting information supports owners in the enactment of their vision for the

business:

"if he (the accountant) didn't understand the business concept behind it he'd be

telling me horror stories every day!" (Director, Company 1)

The SMEs in the study have faced a number of changes in internal and external
conditions that have triggered the need for an accountant to provide advice that can
bolster the decision-makers' knowledge base. Accountants however will only be
accepted as a source of advice if a relationship of trust has been established. Trust is
fundamental and a number of strategies are adopted to establish first a personal trust
and second a professional trust in the accountant. Once the trust is established, a
number of strategies are employed to ensure that advisors have both the behavioural

and business knowledge that allow them to be in tune with the needs of the business.
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This knowledge will extend also into communication modes that will ensure that the
information is actually considered and understood. All of this will generate
information which owners can act upon. This information-generating cycle
completes a sensemaking process which will enable the business to move ahead.
Accounting information generated in this manner tells a story that is believable to the
decision-makers. The information has to fit within the underlying sensemaking
process and, as shall be discussed in the following sections of this chapter, strategies
are adopted such that this is achieved. The accountants and the accounting
information they provide thus become central to the decision-making process in the
SMEs. The paradigm model representing this process is summarised in figure 33,
where the terms in upper case refer to the axial categories discussed within the

previous chapter.
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Figure 33: The paradigm model - Enabling sensemaking through accounting
information

Thus it can be seen that the various components of the paradigm model are linked to
the underlying sensemaking process. The context, the strategies and the
consequences are all part of the process that puts accountants in a position to

contribute to organisational sensemaking and become enablers in that process. The
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next sections will now explain the various parts of the paradigm model in detail

starting with the strategies adopted for accountants to become sensemaking enablers.

7.4 The strategies

As previously discussed, the term 'strategies' here refers to actions and interactions
which individuals resort to in their efforts to deal with the various situations being
faced. In the process that emerges from this study, various axial categories can be
seen as strategies which serve to manage the inter-relationship between accountants
and decision-makers so that accountants can contribute sensemaking-enabling

accounting information.

7.4.1 Establishing trust

Trust is at the foundation of any relationship between accountants and decision-
makers. Unless the accountant is trusted no interaction will take place. Trust is a
barrier that determines whether the exchange of information between the owners and
the accountants will happen at all. In fact trust can be more important than

competence:

"An employer will have more peace of mind from having a person he can trust rather
pLoy p gap

than a person with a lot of qualifications". (Accountant, Company 2)

In this context, trust is first and foremost personal. Owners need to trust the
accountant just like they would trust a close family member. The process of
establishing trust may take a long period of time. However, once it is established it is
practically absolute and accountants are trusted with a wide range of responsibilities

without any real checks and controls:

"Sometimes 1 feel like I'm abusing of the way in which he (the owner) leaves
everything within my decisions. Literally, all decisions that involve finance, then he
Jjokes about the fact that I want to meddle with everything, but I tell him that

everything involves money!" (Accountant, Company 7)
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In many cases the accountants were individuals who had obtained their qualification
whilst already working for the firm and eventually got promoted to the top position.
In that way owners will have had the time to get to know them well and over a long
period of time before placing them in such a sensitive position. When someone
external to the firm needed to be employed several firms offered the job to their

external auditor.

Once the trust barrier is overcome, then the real interaction begins. Now the owners
feel more comfortable providing information to the accountants. This will form the
basis for accountants learning about the business as shall be discussed in section
7.4.2. The more information about the business they give to the accountants, the
more the accountants will learn and thus be in a position to provide relevant

information. This will in turn lead to the development of professional trust.

Sometimes the relationship can break down of course. But it is such an important

relationship that it may be worthwhile for the owners to try and recover it:

"he (the accountant) went away for about two years and he came back, for my sake.
1t helped me reflect on some mistakes I made. Now he is back here and I feel very

comfortable with that." (Director, Company 3)

In many cases the relationship between owners and accountants has lasted for more
than a decade and the feeling was that it will continue until either of them retires

from the business.

7.4.2 Obtaining the knowledge

Having built a foundation of trust the knowledge building process can begin. This
will be made up of two different components. On the one hand there is business
knowledge - knowing what the business does. This aspect of knowledge building is
supported by the axial categories 'staying close to the action' and 'mastering multiple
functions'. On the other hand there is the behavioural knowledge - knowing what the

business stands for. This is supported by the axial category 'aligning the visions'.
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7.4.2.1 Gaining business knowledge by staying close to the action and mastering

multiple functions

Business knowledge is obtained through a constant interaction with the various
individuals in the business and the activities they perform. It’s an approach that starts
with the owners but is practiced also by the accountants. This mainly involves taking
a hands-on approach and doing even the most menial tasks within one’s ‘official’
domain. This allows accountants to have a feel for all the transactions that make up
the accounts and as a consequence have a feel for everything that’s happening in the
business. However in practice this hands-on approach extends way outside the
domain of accounting. Accountants will be found doing production scheduling
(Company 4), human resources administration (Company 12) and health and safety
procedures (Company 16). This allows them to understand what goes on in all parts
of the business and understand the information needs of the people running the

different parts of the business.

"No, no, no. I don't like to work from my office, if I do I cannot understand ... |
cannot give advice or the right opinion if I'm just dealing with papers. Definitely

not." (Accountant, Company 17)

The emphasis in the tone of this accountant is very telling. Accountants learn so that
they can contribute more. In doing so they learn the language that the ‘others’ speak.

This will allow them to communicate effectively, as will be discussed in section

7.4.4.

7.4.2.2 Gaining behavioural knowledge by aligning the visions

Knowing what the business stands for is just as important and knowing what the
business does. In fact, that latter is subservient to the former.

“It’s not always the profitability purpose of doing things, it’s the smooth running and
reputation of your business to keep it at a certain level up there.” (Director,

Company 15)
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The business goals reflect the owners' ideals and often this also carries the weight of
previous generations who were involved in the business. Accountants have to
immerse themselves in the organisational culture and learn to believe in the same
business ideals as the owners. In this way they can provide the type of accounting
information that best supports those business ideals. They will also be able to
interpret that accounting information in the way in which an owner would interpret
it. In this way ‘personality’ or ‘mentality’ clashes are minimised. Moreover the

accountants become:

"just as proud of the business as we (the owners) are”. (Director 1, Company 12)

That is not to say that accountants abandon professional objectivity — in fact owners
expect that from their accountants. But preparing accounting information for
decision-making will always involve a number of subjective choices and accountants
will find it easier to reach their users when they make choices in tune with the users’

mentality.

It is important that the business vision is communicated, formally or informally so
that accountants can identify it and align themselves with it. If this is done, aligning

the visions is not an option. The accountant is either in or out:

"The important thing is that the business must have a plan. The question is how
competent you are in relating that written or unwritten plan to your staff. Once you
relate that to your staff there are people who will agree and people who won't. The
people who won't will shake hands and move on, the once that remain will row your

boat." (Director, Company 14)

7.4.3 Enabling the accountant

In the process of obtaining knowledge support is fundamental. Accountants will need
individuals to give them information. They will also report on those same
individuals’ performance. It is quite natural for there to be some resistance to the

accountant in this respect. If this situation is not handled properly it can degenerate
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into outright antagonism. This is where the support of the owners becomes

paramount.

"[ think one of the real enablers is the extent to which the accountant can manage to

get buy-in from the rest of the senior managers from the board of directors and from,
ultimately in a lot of family owned businesses in Malta, the owner. If the accountant

manages to get the buy-in from the decision-makers, then I think that buy-in in itself
is very much an enabler. But in the absence of that buy-in there is a fundamental

problem.” (Advisor 1, Company 9)

If support is not forthcoming accountants will be blocked and their efforts frustrated.
On the other hand if the support is there, resistance may be less marked as other
people in the organization see the accountants’ authority as an extension of the
owners’. Where the resistance is strong then the support will mean that they will still

have to co-operate even if under protest.

7.4.4 Communicating effectively

Collecting, compiling and analysing information can turn out to be a futile exercise if
accountants are not able to communicate it effectively. Every aspect of the
information generation process must be done with the end user in mind. The
previously discussed strategies should ensure that accountants are fine-tuned with the
information needs of the users. Then they must also make choices with regards to
how, when and in what form to present the information. This will encourage users to
actually pay attention to what the accountants are saying and truly understand the

significance of the information provided.

"There is very good communication in this firm. In the past I used to be happy just to
have done the job (generate reports) and that's it... presentation was given secondary
importance. But now I know it's useless having information unless it is

communicated.” (Accountant, Company 5)
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This may present a challenge to accountants, especially ones who have moved to
their current employers from another business or from an accounting firm. They have
the expertise in generating the information but they need to learn fast how to deliver
it in a way which may be substantially different from what they were used to. The
particular needs of users may include different levels of formality, different modes of
delivery and even different times of the day which will make them more receptive to

what the accountants have to say.

"We are quite informal, i.e. our meeting are over a piece of cake there or a coffee

here, or in the car, or on the phone over the weekend." (Director, Company 17)

The underlying theme here is the adaptability of accountants when communicating
information. There are no standard formats or modes but each situation will require

an ad hoc solution.

7.5 The Conditions

Various factors combine together to create the specific context being faced by the
users and providers of accounting information within the Maltese SMEs. Some
factors are present within the general business environment and are termed macro
conditioning factors. Others exist within the businesses themselves and are termed
micro conditioning factors. These factors form the components of the axial category

'dealing with uncertainty'.

7.5.1 Macro conditioning factors

The environment surrounding the SMEs has changed considerably in the recent past.
The two main changes which have had a direct impact on the decision-making
abilities of SME owners are the changes in the competitive environment and the
changes in accounting information requirements by third parties. Together they
combine to create a higher level of uncertainty that has to be dealt with by the

owners.

160



7.5.1.1 Changes in competitive environment

The increased exposure to global competition and in particular the gradual removal
of protection upon Malta’s accession to the EU, have created competitive pressures
which Maltese SMEs had never had to face in the past. Competition has given
customers more choice, introducing foreign imports backed by professional
marketing campaigns which local businesses could not match. Competition has also
put intense pressure on prices, eating away at the profit margins which local

manufacturers were used to.

“Yes, yes, big time (change in attitude towards accounting information). It was a
totally different world. Before, when you got the economy which is booming... you

couldn't go wrong. You could almost say the past rewarded the bad businessmen.’

(Independent Advisor 1)

Decision-making processes needed to be updated to take into account these new
realities. This created the need for more detailed accounting information whereas in
the past a few approximate numbers might have been enough. Hence, the need to
turn to an accountant who has the skills and can install the systems which can

provide that information.

7.5.1.2 Changes in third party requirements

Maltese SMEs have had to deal with new or additional requirements for financial
information as a result of the new additional requirement imposed by governmental

agencies (mainly through VAT regulations);

“ financially (statutory obligations), nowadays things are much more complicated"

(Director, Company 15)

as well as providers of finance (mainly a major local bank which was taken over by a

foreign bank):
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"banks before were parochial...today the whole culture has evolved...and XYZ bank

was their coming" (Independent Advisor 1)

This challenged both the accounting systems which now had to generate more
detailed and timely information and also the owners’ ability to understand that very
same information they were being asked to provide as they negotiated access to
funds vital for their survival and growth. Accountants were the answer to these

challenges.

7.5.2 Micro conditioning factors
Within the SMEs themselves changes have been happening which have had an

impact on the attitude towards accountants and accounting information.

7.5.2.1 Professionalisation

As the businesses grew and faced new realities the decision-making approaches had
to become more professional. As managers were employed and strategic alliances
with other SMEs were forged, the need was felt for a more formal approach to
decision-making which was based on information that was more objective, verifiable

and easy to communicate.

"When we make this type of arrangement (joint venture) you must have absolute
transparency...there must be absolute transparency right at the outset so as to avoid

arguing every season. Things are changing so frequently." (Director 1, Company 6)

Accounting information provides the structure which is needed to address these new
realities being faced within the business as it provides a common language which can

be used to communicate with other businesses.

7.5.2.2 Generational change

Many of the Maltese SMEs examined in this study had been established in the first

wave of Maltese industrialisation, in the aftermath of Maltese independence and
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gradual winding down of the British military presence and the loss of income this
represented on a national level. The next generation of entrepreneurs is now stepping

in and taking over from parents or other older relatives.

“The main reason (for a change in attitude towards accounting information) is

natural progression and evolution in culture and styles” (Independent Advisor 1)

The new managers and owners may not have the same level of business know-how
as the people who created the business from scratch. But they are more financially
literate, with many taking some form of business studies in their schooling years.
They are also used to the idea of having an accountant in the business all the time,
rather than someone whom you went to occasionally as the older generation might
have done when the businesses were first set up. Thus they find it perfectly natural to
turn to an accountant to provide them with decision-support information which will

enable them to close the gap on their elders in terms of business knowledge.

7.5.3 The impact of the contextual factors - dealing with uncertainty

As a result of the above factors, current business owners are finding it more difficult
to rely on instinct or prior knowledge to take decisions. Prior knowledge, where
available, is becoming less relevant as the business scenarios have changed
considerably. Margins of error are much smaller such that instinctive analysis may
not be accurate enough especially if things go wrong. This has increased the level of
uncertainty being faced. In order to deal with this uncertainty, owners now require an
additional input into the sensemaking process which will enable them to reach a
plausible conclusion. Thus they are turning to accountants who, by virtue of their
training and their position in the firm are in a position to provide them with the

information they need to take valid decisions.

7.6 The consequences — Creating actionable information
The outcome of the process described so far is that accountants will be able to
provide information that in form and content is such that owners can use it to drive

their decisions. Thus it becomes actionable i.e. able to drive actions.
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"In order to fix things during challenging periods you have to turn to ... accounting”

(Director, Company 4)

This is information that will address the owners’ uncertainties which triggered off the
need for the information in the first place. This is information that users feel they can
use because it reflects not only their needs but also their vision. It is information that

is built on a sound knowledge of the business and of the people within the business.

Most importantly it fits within the underlying sensemaking process.

The information is developed once accountants have an intimate understanding of the
business situation. This is a social process which requires accountants to immerse
themselves in the identity of the business. The constant interaction with users means
that accountants develop information systems that reflect the users' vision but also
allows them to enact that vision. The information may not be the most detailed
technically possible but it will serve its purpose. It may is “not necessarily the best”
(Director 1, Company 12) but represents a balance between costs and quality. The

optimum level is one where things can “move smoothly” (Director 1, Company 12).

The information will be used in a variety of ways. Some will want to see a detailed
step by step evaluation and will only act once all the numbers make sense. Some will
only want to see that the information more or less confirms their initial analysis and
all the numbers do is prove that they were right. Some will only want to make sure
that the information doesn’t contradict their initial analysis by much - after all they
know what is best for the business and unless the numbers show they could be very
wrong then they are probably right. Whatever the case, they will wait for the

accountant to provide the information before they commit to a decision:

"it was difficult for the director to lay off 25 employees...and what's the
future...you're going to reduce sales by one million, will that really improve your
results? Can you imagine the responsibility? So you need someone to back you up

with financial information." (Accountant, Company 3)
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7.7 Conclusion

This chapter has presented the final stage of grounded theory analysis. By applying
Corbin and Strauss's (2008) paradigm model, a core category labelled 'enabling
sensemaking though accounting information' was identified. This grounded theory
displays the four properties of fitness, understanding, generality and control
(discussed in section 4.5) which, according to Glaser and Strauss (1967, p.237), are
required for it to be valid and applicable in practice. Fitness is achieved as the theory
is 'faithful to the everyday realities of [the] substantive area' being researched (Glaser
and Strauss, 1967 p.239). The concepts contained within it have been allowed to
emerge from the data and reflect the views of the individuals who participated in the
research. Understanding was confirmed by discussing the theory and the processes
contained within it with the 'people working in the substantive area' (Glaser and
Strauss, 1967 p.239). Their ability to relate the components of the grounded theory to
their own experiences indicated that they could easily understand the processes
described by the theory. The generality of the theory is derived from the fact that,
within the substantive area, the processes were observed to be in place in several
different situations, ranging from day-to-day cost control to one-off restructuring
decisions. This 'diversity' within the data means that the theory is made up of
'general concepts relevant to most situations (Glaser and Strauss, 1967 p.243).
Control is achieved as via the strategies discussed, the theory presents a number of
'controllable variables' (Glaser and Strauss, 1967 p.245) which accountants can use
to manage their relationship with information users. This would allow them to
'develop a wider variety of interactional tactics than ordinarily would be in [their]
personal repertoire' (Glaser and Strauss, 1967 p.246). The next chapter will now

integrate the theory within other extant related research.
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CHAPTER 8 - THEORETICAL INTEGRATION

8.1 Introduction

In this chapter the theory which emerged from the findings, as outlined in the
previous chapter, will be integrated within other extant literature that describes
similar phenomena. The aim of this process is to allow the researcher to extend,
validate and refine knowledge in the field being discussed (Strauss and Corbin, 1998,
p-52). This becomes an essential part of theory building (Eisenhardt, 1989b). Locke
(2001, pp.121-124) suggests that the process of integrating existing literature with
the findings can be carried out within the chapter presenting the theory or in a
separate chapter. The second option has been chosen in this thesis to allow for a
clearer development of the emerging theoretical structure and also to reduce the

length of the chapters, making them easier to read and follow.

The literature that will be discussed in this chapter was not identified at the outset of
this research. Thus whereas the first literature review helped the researcher tune-in to
the field of research, this second literature review builds on the findings of the
research carried out. Thus it is influenced by the findings and not vice-versa. In this
way the inductive approach is satisfied and minimises the risk of researcher bias
when analysing the data. Although some of the sources mentioned in the first
literature review will be used again, most of the chapter deals with new material that
centres around the process of sensemaking that was described in the previous
chapter. Sensemaking will be discussed to show how the various components of the
paradigm model outlined in figure 33 fit within the extant sensemaking literature.
The discussion will them move to the aspect of trust which plays a fundamental role
in the processes observed. In the following sections, references to the components of

the paradigm model will be underlined for ease of reference.

8.2 An overview of sensemaking research
The concept of organisational sensemaking has been the subject of numerous
research studies. This research spans a number of organisational contexts. An early

conceptual paper by Daft and Weick (1984) dealing with modes of interpretation set
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the tone for much of the sensemaking research that was to follow. Eisenhardt (1989a)
looked at sensemaking as part of fast decision-making. Weick (1993) and Gephart
(1993) explored the collapse of sensemaking in the context of organisational
disasters. Harris (1994) and later McLarney and Chung (2000) looked at culture.
Various authors (Isabella, 1990; Gioia and Chittipeddi, 1991; Gioia et al, 1994; Gioia
and Thomas, 1996; Taylor, 1999; Thomas et al, 2001; Ericson 2001; Steinthorsson
and Soderholm, 2002) looked at sensemaking perspectives in the context of strategic
change and strategic management. Seligman (2006) focussed on IT adoption, whilst
Maitlis (2005) and Maitlis and Lawrence (2007) explored the social processes of
organisational sensemaking. Thiel ef a/ (2012) analysed sensemaking strategies used
by leaders for ethical decision-making. Other managerial settings were explored by
Hill and Levenhagen, 1995; Hasan and Gould, 2001; Balogun and Johnson, 2004;
Weick et al, 2005; Catasus et al, 2009; Sharifi and Zhang, 2009; Cornelissen, 2012
and Bettiol ef al, 2012. Some of these papers will be integrated in the discussion that
will follow in sections 8.3 and 8.4. Research that directly addresses sensemaking and
its relationship to accounting, such as Boland (1984, 1993), Jonsson (1987),
Tillmann and Goddard (2008) and Catasts et a/ (2009) will be discussed in greater

detail in section 8.5.

8.3 Sensemaking - a definition
"Sensemaking refers to processes of meaning construction whereby people interpret
events and issues within and outside of their organisation that are somehow

surprising, complex or confusing to them." (Cornelissen, 2012, p.118)

The sensemaking process ‘starts with chaos” (Weick et al, 2005, p.411). As new,
unfamiliar scenarios unfold, people within the organisation will need to notice, select
and absorb information from various sources. They will then create plausible
narratives that will allow them to take any necessary actions (Weick et al, 2005).

Sensemaking is thus a dynamic process that leads to concrete actions.

Sensemaking is broader than interpretation (Weick, 1995, p.6). The sensemaking

process starts before interpretation can take place as individuals choose which of the
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environmental cues are to be extracted for interpretation. This places sensemaking at
a higher level of abstraction, with interpretation being one of the components of
sensemaking. Sensemaking is an ongoing, continuous process rather than an isolated,
static moment (Weick, 1995, pp.14-15). This means that sensemaking both precedes
and follows decision-making (Maitlis, 2005). Seligman (2006) points out that
sensemaking is a cyclical process and that the actions taken are not the conclusion of

that process but rather generate further stimuli which in turn guide further action.

The above descriptions substantially correspond to the situation observed within the
SMEs analysed. The changes they have had to face increased the complexity of the
decision situations and created an uncertain and confusing environment for owners,
managers and accountants. The possible interpretations of these 'events and issues'
(Cornelissen, 2012, p.118) led to a range of options which could have taken the
businesses in several different directions. The interpretation was focused on selected
aspects which were brought to the forefront through the financial analyses provided
by accountants. The sensemaking however never stops as the organisation learns and
obtains feedback from past sensemaking which drives future sensemaking. This

cyclical process is reflected in the paradigm model.

8.3.1 The seven properties of sensemaking

Weick (1995) sets out what he describes as the seven properties of sensemaking.
These properties explore the nature of the process which individuals go through as
they try to deal with the situations that they come across. These properties will now

be individually examined and related to the findings of this research.

8.3.1.1 Sensemaking is grounded in identity construction

According to Mills (2003, p.55), identity construction “is at the root of
sensemaking”. The sensemakers’ sense of identity will have a major influence on the
way in which information is processed and will influence the other properties of
sensemaking. Thus who individuals think they are will determine what they choose
to enact and how to interpret (Weick et a/, 2005). When environmental changes

trigger a sensemaking process very often the individual will start that process by

169



asking “who are we, what are we doing, what matters, and why does it matter?”
(Weick et al 2005, p.416). The answer to those questions will set the tone for what

follows.

As the ultimate decision-makers, the SME owners’ identity will have a fundamental
role in shaping organisational sensemaking. The owners’ sensemaking is very much
determined by who they see themselves as and what the business they own stands
for. For the accountants to become an integral part of the organisational sensemaking
process they must identify themselves in this business identity. In this way the
‘individual’s schemas come to resemble those of other organisational members’

(Harris, 1994, p.313). The code aligning the visions essentially describes how this is

achieved by the accountants in SMEs. Thus the information they provide is shaped

by what the business wants to be.

8.3.1.2 Sensemaking is retrospective

Sensemaking involves a process by which individuals look back on past events and
decisions and give meaning to those events and decisions (Weick, 1995). This a
posteriori interpretation of events will then be used to drive future sensemaking, with
the cycle repeating itself. Accounting reports, by their very nature, provide
information about past events, and compare the most recent past events to ones
further back. Even when accounting information is future oriented, such as budgets
and business plans, it is always compared to past results in order to interpret the
impact of a decision. Thus accountants, through the information they provide are

crucial enablers of retrospective sensemaking. The term actionable information has

been used to describe this outcome. As can be seen in the paradigm model, the

actionable information created by accountants is fed back into the sensemaking

process.

8.3.1.3 Sensemaking is focused on and by extracted cues
Sensemakers extract cues from their environment that help them develop a sense of
what may be occurring (Weick, 1995). They will notice how something that is

happening now is different from (or similar to) something that happened earlier:
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noticing, identifying and bracketing cause the sensemaking process to start (Weick et

al, 2005).

The accountants, through the effective communication strategy and through the

actionable information they provide, bring any deviations from the norm to the
attention of the SME owners. They act as the filters which bring to the fore those
cues that they consider to be more relevant. Knowing what cues to provide is
important otherwise the information provided will be of reduced usefulness
(Seligman, 2006). The accountants’ noticing and bracketing is guided by ‘mental
models ...acquired during (their) work, training and life experience' (Weick et al,
2005, p.411). The strategies shown in the paradigm model enable the accountants to
develop mental models that are in tune with those of the decision-makers. Thus the

cues they extract and communicate are in turn noticed by the decision-makers.

8.3.1.4 Sensemaking is ongoing

Sensemaking never stops. At any point in time the individual is in the middle of
extracting cues out of the constant stream of stimuli being faced (Weick, 1995). The
present sensemaking is influenced by the previous sensemaking and will influence

future sensemaking. It is a constant loop that feeds and reinforces itself.

The pattern of sensemaking observed and represented in the paradigm model follows
this pattern. The accounting information provided reflects the previous information
processes and will itself inform future ones. In this process the fundamental role of

accounting information is reinforced with each cycle.

8.3.1.5 Sensemaking is social

Organisational sensemaking is a social process. Meaning is constructed in the
context of the social structures within which sensemaking is taking place. These
social structures generate interactions where ideas, beliefs, opinions and information
are shared. The outcome of these interactions may not necessarily lead to conclusions
which represent the opinions of the entire social group (Seligman, 2006). However

the individual sensemakers will have absorbed the various inputs from the various
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participants and incorporated them into their mental framework. Cornelissen (2012,
p.132) describes how people in professional roles in organisations use metaphors to
‘align themselves with the expectations of others’. The language they employ,
through the use of single or multiple metaphors, allows them to find a balance

between their position and what the social group around them expects.

Accountants use the strategy labeled as effective communication in order for their

contributions to the organisation to be heard and noted by the owners. The open door
policies, improvised and formal meetings and attention-grabbing techniques
highlighted within the strategy emphasise the social nature of the interactions in the
sensemaking process. Accountants also ensure that they engage in social interaction

with other organisational stakeholders through the strategy labelled staying close to

the action. Through these strategies they both influence and are influenced by the

other members of the SMEs social structure.

8.3.1.6 Sensemaking is based on plausibility rather than accuracy

In practice it is impossible for decision-makers with limited time at hand and limited
analytical capacity to seek all possible pieces of information and to evaluate them to
their full extent. Weick et al (2005, p.415) state that:
'Sensemaking is not about the truth and getting it right. Instead it is
about continued redrafting of an emerging story so that it becomes more
comprehensive, incorporates more of the observed data, and is more

resilient in the face of criticism’

The potential for information overload is ever present even within SMEs as
accounting systems increase in capability and users increase their information
requirements. Accountants cannot just bombard users with information. They have to
create a story which decision-makers can understand and believe. By adopting the
various knowledge building strategies accountants will be able to tell a story that
users will find credible and understandable because it will reflect their own

knowledge and beliefs. Then it has to be communicated effectively so that it can

become part of the users' sensemaking processes and become actionable information.
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8.3.1.7 Sensemaking is enactive of sensible environments

As individuals operate within an organisational environment they influence and form
that environment. In a way they are creating an environment which reflects their own
personal views. This notion is very important in SMEs where the environment
reflects the views of the present and previous generations of owners. That increases

the importance of the strategy labelled aligning the visions. It enables accountants to

tune in to the environment and make sure that when they influence it through the
information they provide they will do so in a way which is consistent with the
overriding views of the owners. Thus the environment that is enacted will stem from
the same business vision. Enactment also requires a trust relationship and good
communication between the parties involved (Johansson and Balvinsdottir, 2003)
both of which feature strongly in the findings of this research. This aspect of the

enactment process will discussed in more detail is section 8.6 dealing with trust.

8.4 Sensegiving

Sensegiving can be viewed as a variant of sensemaking (Weick et al, 2005) where
the emphasis is on creating meaning for others. Thus the sensegiver is trying to
influence how others around him — both above and below in the organisational
structure — think. Gioia and Chittipeddi (1991, p.442) suggest that sensegivers will
provide a ‘viable interpretation of a new reality’ and will try to influence other
organisational members to adopt the same interpretation. This will in turn be used
during the sensemaking process which will therefore reflect the sensegiver’s
‘preferred redefinition of organisational reality’ (Gioia and Chittipeddi, 1991,
p.442).

Sensegiving can be carried out in both directions within the organisational hierarchy.
Gioa and Chittipeddi (1991), Gioa and Thomas (1996) and Bartunek et a/ (1999)
focused on top-down sensegiving where leaders tried to influence the sensemaking of
their subordinates. This may seem the most obvious form of sensegiving as leaders

are in a natural position to influence subordinates. However bottom-up sensegiving
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can be just as important. In this case the subordinates will try to influence the
sensemaking of their leaders. Dutton et a/ (2002) observed how lower level managers
‘sell’ issues which are relevant to their needs to higher level managers. Westley
(1990) demonstrated that lower level managers engage in ‘strategic conversations’
with their superiors. In doing so they influenced the interpretation of the issues at
hand and their subsequent enactment. Corvellec and Risberg (2007) suggest that
through the sensegiving process individuals are directed to the version of reality
preferred by the sensegiver. Accountants, although holding a very high position in
the SME hierarchy, are still subordinate to the owners. In this sense, the owners are
at the top of the sensegiving process whilst the accountants are at a lower level even

though the distance between the two is very small.

Maitlis (2005) examined in detail the interrelationship between leader and
stakeholder sensegiving. She established a matrix which combined high and low
levels of sensegiving by leaders and stakeholders and the impact these would have on
the sensemaking process in the organisation. This is summarised in the diagram

below:

174



Guided Organizational Sensemaking Restricted Organizational Sensemaking
Process Characteristics Process Characteristics
¢ High animation * Low animation
* High control * High conlrol
High Sensegiving Qutcomes Outcomes
¢ Unitary, rich account ¢ Unitary, narrow account
« Emergent series of consistent actions * One-time action or planned set of
consistent actions
Leader
Sensegiving
J Fragmented Organizational Sensemaking Minimal Organizational Sensemaking
Process Characteristics Process Characteristics
* High animation ¢ Low animation
¢ Low control ¢ Low control
Low Sensegiving Outcomes QOutcomes
e Multiple, narrow accounts ¢ Nominal account
* Emergent series of inconsistent ¢ One-time, compromise action
actions
High Sensegiving Low Sensegiving

Stakeholder Sensegiving

Figure 34: Four forms or organisational sensemaking (Maitlis, 2005, p.32)

The sensemaking process described in this research is very similar to the ‘Guided
organisational sensemaking’ which according to Maitlis (2005) combines high levels
of sensegiving on part of both the leader — in this case the SME owner — and the
stakeholder — in this case the accountant. The owners clearly form and inform the

business environment. That is why it is vital for the accountants to align the vision

with that of the owner. This strategy is in essence a leader sensegiving process,
something in which accountants participate willingly. But accountants make their
own substantial sensegiving contribution as well. When they are in the process of

creating actionable information they make choices, and through effective

communication present reports that will influence the way that decision-makers will

take the business forward. Thus the owners and the accountants influence each other
through a reciprocal sensegiving process. Both are in a very strong position in the
firm, possibly the two most important figures in the organisational structure. This

results in strong sensegiving. The outcome, as described by Maitlis (2005), is a
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coherent, complex, flow of decisions that take the business forward in a direction that

is believed in by both.

Maitlis and Lawrence (2007, p.68) determined that three enabling conditions had to
be present for stakeholders to be able to participate in sensegiving. The first
condition is that the stakeholders must have the ‘relevant expertise’ relating to the
issue. The second condition is ‘legitimacy’ which refers to the stakeholder having the
authority of role to express opinion and be listened to. The third condition is the
‘opportunity to engage’ in sensegiving activities. This refers to the stakeholders

actually being in a position where they can engage with the leaders.

All three conditions are observed to be in place in the sensemaking model described
in this research. Through their formal qualification but most importantly through

staying close to the action accountants obtain the expertise necessary for their

opinion to be considered relevant. Legitimacy is obtained as owners, by enabling the
accountants, place them in a position of authority. Accountants are given plenty of
opportunities to engage with the owners through the constant interaction and

specifically through their strategy for effective communication.

8.5 Sensemaking research in accounting

A small number of authors (Boland, 1984, 1993; Jonsson, 1987; Tillmann and
Goddard, 2008; Catasus et al, 2009) have addressed directly the inter-relationship
between accounting and sensemaking. In practice, accounting activity involves a
combination of written and oral interactions which represent and interplay between
sensemaking and sensegiving (Catasus et al, 2009). There is therefore a lot of
potential in exploring this area further. In fact Berry ef a/ (2009) suggest Weick's
(1995) sensemaking agenda as an important possible dimension which can provide a
way forward in researching accounting practices. This prior research will now be

analysed in further detail.

Through an experimental study, Boland (1984) analysed how managers made use of

accounting data in a sensemaking situation. Using a landscaping analogy, one of the
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participants in the experiment stated that using accounting information in the
sensemaking process was similar to ‘going up in a balloon and seeing how the yard
looks’ (Boland, 1984, p.878), as opposed to looking at the well kept yard from
ground level. This very much mirrors the situations observed where the SME owners
are too involved in the details to be able to see the whole picture. Accounting reports
provide that perspective. The problem of course is that differences in the recognized
objectives of the organisation will lead to different interpretations of the accounting
information. The participants in Boland’s (1984) experiment were very surprised by
these differences. They were thus challenged into trying to understand what the
organisation is all about (Boland, 1984, p.879). This is very similar to the processes

for aligning the visions as described in the paradigm model which accountants use to

ensure that objectives are aligned with those of the owners so that interpretations

may be aligned as well.

Boland (1993, p.135) concludes that a reader of an accounting report is not an
‘uninvolved, passive recipient of a clear and obvious message’. Rather they will
‘take individual responsibility for reshaping the raw data in the text
and reclaiming from it a set of the truly important data — that which

will be used to inform them — and discard the remainder.'

(Boland, 1993, p.135, emphasis added).

This process is picked upon by the accountants interviewed in this research. If they
see their information being discarded they will both be demotivated and be
considered irrelevant by the SME owners. That is why they embark on strategies for

effective communication such the information they provide will be as close as

possible to what they users need so it becomes actionable.

In Jonsson’s (1987, p.294) study, accounting is seen as common language that
“serves as a bridge in the establishment of a common interpretive scheme”. A
common interpretation requires interaction and accounting information provides an
ideal starting point for those interactions by bringing together the various

organizational perspectives into one common report. In this research it appears that
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accountants go one step further. They make sure they obtain the knowledge and take

steps for effective communication so that the reports will be much easier for different

persons to understand and use. Thus the ‘bridge’ between the various users is built on

solid foundations which reflect the organisation and its vision.

Tillmann and Goddard (2008, p.97) focussing on the sensemaking activities of
accountants determined that accountants:
‘undertake sense-making activities to understand strategic situations
and construct meaning for themselves which also influence other

organisational participants' sense-making.’

Although that research was set in a large multinational company, similar processes
are observed as in the SME setting of this research. Thus accountants had to develop
a ‘feel for the game’ (Tillmann and Goddard, 2008, p.94) via a socialisation process

much like the accountants in this study through strategies for obtaining the
knowledge.

Sensegiving has also been explored in the context of accounting information. Catasus
et al (2009, p.174) argue that, accounting information can be used as a ‘tool for
persuasion’. An accounting report is seen as a 'sensegiving cue that aims to give
input to the sensemaking process' (Catasus et al, 2009 p.165) and reveal what are
considered to be the most important sensemaking cues. Accountants and other
managers participate in organizational sensegiving by re-classifying, re-labelling and
illustrating accounting data so that it tells the story which they want to give. This is
evident in the findings of this research as accountants make choices for effective

communication. These choices inevitably reflect the personal preferences of the

accountants. However as they have gone through a process of aligning the visions

there should not be any direct conflict between their views and those of the decision-

makers.
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8.6 Trust

Another main theme that emerges from this research is the fundamental importance
of trust in the relationship between owners and accountants. This trust is at the basis
of the relationship and, and as has been shown in the previous chapter, there can be
no interaction without trust. That is why it is represented as a hurdle in the paradigm
model. Trust has to be established before any of the strategies can be employed
which will eventually lead to accounting information becoming an integrative part of

the sensemaking process.

For the purposes of this study the definition of trust developed by Tomkins (2001)
will be used in view of the impact it had on subsequent research (Balvinsdottir ef al,
2011). Tomkins (2001, p.165) defines trust as:

'The adoption of a belief by one party in a relationship that the other

party will not act against his or her interests, where this belief is held

without undue doubt or suspicion and in the absence of detailed

information about the actions of that other party’

The phrase ‘without undue doubt or suspicion’ is key to this definition. The findings
of this research reveal a blind trust by owners in their accountants. They let them get
on with their work without establishing any formal structures in place to check what
they are doing. So even though accountants produce a number of reports, they
themselves are not reported on. Thus the owners do not keep 'detailed information
about the actions' of their accountants. They trust them to run the show in their

absence and they listen to them more than they would listen to anyone else.

Several authors (e.g. Zucker, 1986, McAllister, 1995, Lewicki and Bunker, 1996)
have developed theories of how trust can take various forms. Shapiro et a/ (1992)
provide an analysis which is most relevant for this research. They distinguish
between three different types of trust. Thus Deterrence-based trust is based on the
fear of retribution that may arise if the trust is not maintained. Knowledge-based trust
is based on the fact that two or more persons may get to know and understand each

other so well that they can predict each other's behaviour. Finally, Identity-based
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trust can be found in those situations where one person internalises the other person's
preferences to the point where there is an identification with the other. Shapiro ef a/
(1992) see these are three progressive level of trust. They propose that trust starts
with Deterrence-based trust and over time may or may not evolve into Identity-based

trust.

The type of trust observed in the SMEs shows that the trust relationship between
owners and accountants has reached the higher Identity-based trust level. In the

process of establishing trust, owners and providers rely on frequent contact and long-

term relationships so that they get to know each other very well. They get to know
each other's preferences and idiosyncrasies. This would ensure a high level of
Knowledge-based trust. However when this is combined with the process of aligning
the visions, the higher-level, Identity-based trust is achieved. The owners' trust in the
accountants is fundamentally driven by the fact that they believe that the accountants
share their own vision. In essence, they trust the accountants as much as they trust
themselves and this is reflected in their reliance on the accountants. The accountants'
presence in the business becomes an extension of the owners'. Deterrence-based trust
does not appear to be relevant in the context of this study. This is to be expected as it
is the lowest level of trust which would only be present at the beginning of the

relationship between the owner and the accountant.

The link between trust and the use of financial information has been recognized in
organizational research such that Knights et a/ (2001, p.318) claim that:

"Any discussion from whatever disciplinary perspective

(accounting, economics, or sociology), of financial practices, firms

and institutions is, eventually, bound to touch upon issues of trust."”

In spite of this, the phenomenon has not been given its due share of attention in

accounting literature, prompting Tomkins (2001, p.185) to state:
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"The consideration of trust is the fundamental consideration before
all other determinants come to play...it is surprising therefore that
that this dimension seems to be absent from accounting theory,
although it is quite implicit in many accounting procedures."

(emphasis in the original)

Since then a number of accounting studies have been carried out that have focused
upon aspects of trust in inter-firm relationships e.g. Adobor (2005), Coletti et al
(2005), Free (2008), Velez et al (2008), Vosselman and van der Meer-Kooistra
(2009). Intra-firm trust issues, such as the ones being considered in this thesis, have

also been examined and will be discussed in more detail in the following sections.

8.6.1 Trust and the external accountant

A number of studies (Gooderham et al, 2004; Bennett and Smith, 2004; Blackburn et
al 2010, Schizas et al, 2012) have focused on the trust component of the relationship
between the SME owners and their external accountants, serving as advisor. These
studies tend to agree that trust is a 'linchpin in the SME-accountant relationship'
(Blackburn et al, 2010, p.28). Just like the businesses examined in this research,
these studies show that trust building is a long-term process. The point of initial
contact with the accountants is normally through compliance services. However as
the relationship develops over time and the owners learn to trust the external
accountants they will also go to them for business advice. These processes are very
similar to those observed in this study. Owners turn to advisors to help them deal

with uncertainty but will only rely on their advice if they have established trust in

them.

Of particular interest for this research is Blackburn ef al's conclusion (2010) that
empathy is an important tool in establishing this trust. They define empathy as
'understanding and genuinely caring about the clients' interests' (Blackburn et a/
(2010, p.27). For the owners this was very important as this showed that the external
accountants understood their business and urged accountants to act as if they were an

internal department.
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The importance of aligning the visions shown in this research confirms that a very

similar principle applies within the Maltese SME scenario. Advisors are expected to
share the culture just as much as the internal accountants. Moreover, some advisors
were treated like fully-fledged members of the management team, such was their

level of involvement with the business.

8.6.2 Trust and the internal accountant
This research has revealed that, within the Maltese SMEs, the main interaction is
between the owner and the accountant employed internally by the business. Two

studies in particular have focussed on this aspect and will now be discussed in detail.

Johansson and Balvinsdottir (2003) looked at the accountant’s role in the interaction
between the person being evaluated and the evaluator. In this situation, the potential
tension between the evaluator and the evaluated can be mitigated by the accountant
who through the figures provided can act as an ‘impartial judge’ (Johansson and
Balvinsdottir, 2003, p.229). However this is dependent on accountants being trusted
1.e. there has to be a belief that they have good intentions when producing the
figures. Johansson and Balvinsdottir (2003, p.231) coin the term ‘carriers of trust’ to
describe how accountants have influence in organisations as a consequence of others
having trust in them. They observe strategies which accountants use in order to
generate trust in them. Principally this involved a democratic attitude towards other
organisational members and the supply of accounting information to lower level
managers such that they started to make use of that information on a day-to-day
basis. These strategies served to bring the importance of the accountant to the
attention of the managing director. As a result the accountant started to be consulted

by the managing director.

Another important aspect of Johansson and Balvinsdottir’s (2003) research in the
context of this study is the role which they observe trust has in the enactment
processes in the organisation. As has previously been discussed (see sec 8.3.1.7)
enactment is one of the pillars of sensemaking. According to Johansson and

Balvinsdottir (2003) some level of trust has to be present before the enactment
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process can start. As people are trusted they will become more committed to the
tasks at hand and become personally involved in their work. As this commitment is
observed, a sense of security is instilled in those around them which in turn generates
more trust. This circular process repeats itself continuously, increasing the trust and
the communication between accountants and other organisational members and

thereby supporting the enactment of organisational processes.

The above strategies can be observed in the context of professional trust within the

strategy labelled establishing trust in the paradigm model. This is sustained by the

strategies which accountants use to obtain the knowledge relevant to the situation.

The more information the accountants provide the more is requested and the greater
centrality of their role. Thus their contributions become vital in the sensemaking

process across the organisation.

Busco et al (2006) explore the way in which management accounting systems
contribute to the process of individual (un)learning during periods of change and
how they can contribute to the identification of solutions that can be trusted by
organizational participants. They refer to Webb’s (1996) suggestion that when
organisations face a serious crisis there will be inadequate resources to deal with that
crisis and individuals will look around to find who can provide those resources. The
contextual factors described in the previous chapter depict this kind of situation. The
need to ignore previous knowledge and embrace change leaves owners and managers
with a sense of inadequacy and therefore feeling the need for someone to support
them in decision-making. In these situations it becomes crucial to know who and

what you can trust (Busco et a/ 2006, p.14).

The processes of '(un)learning and change...require acts of sense-making by the
individual that follow and complement engagement in social practices, such as
management accounting' (Busco et al/, 2006, p.36). Thus management accounting is
anchored firmly within the sensemaking processes. In line with the findings of this

study, management accounting practices are described as having a 'central role in
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enabling' (Busco et al, 2006, p.34, emphasis added) the processes by which

individuals and organisations adapt to changes.

However this can only happen if the accounting system is embedded within 'trusted
rationales (i.e. accepted norms of behaviour and ways of thinking' (Busco et al 2006,
p.14). The process by which accepted norms of behaviour and ways of thinking are
embedded in the Maltese SMEs has been discussed thoroughly when discussing the

process of aligning the visions. Once the accountants are seen as people who know

what would fit with the business mentality, they will become increasingly trusted as

a source of advice.

The problem remains that it is very difficult to separate between 'personal trust' i.e.
trust in the persons who represent the system (in the context of this study, the
accountant); and 'systems trust' i.e. trust in the processes being applied (in the context
of this study the management accounting system) (Busco et al, 2006, p.34). There is
a strong interdependence between these two since access to the systems happens
through direct contact with specific individual persons. Thus trust in the system can
be established through the trust in the person who provides the necessary reassurance
(Bachmann, 2001). In this study it was evident that trust in the person comes first.
Trust in the system follows eventually. In fact it is perfectly acceptable to have a
system which is less than 100% trustworthy. But no breach of trust on part of the

person will be tolerated.

8.7 Conclusion

This chapter has provided an in-depth analysis of how the substantive theory that has
emerged from this research compares to extant literature. This concludes the process
of theory building by refining the emergent theory and by validating it against other
well-established frameworks. The various elements of the paradigm i.e. context,
strategies and outcomes have been found to be the subject of numerous other studies.
These confirm the fundamental importance of accounting information and trust in
enabling sensemaking. Yet the combination of these various aspects in the setting of

an SME environment is unique to this study. In this context trust, accounting
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information and sensemaking become a seamless process at the heart of which stands
the accountants as the hub through which all parts of the process connect. The
accountants are the axis around which all the business information systems revolve.
They have control over both the generation and the access to information. In this
position they perform the crucial task of 'effectively co-ordinating communication
flows to link different areas of the business' (Pierce and O'Dea, 2003, p.287). This
study confirms Pierce and O'Dea's (2003) conclusion that for this to happen,

technical accounting knowledge is not enough. The accountants need a sound

knowledge of the other business functions, achieved by mastering multiple functions.
They also need strong inter-personal and social skills which will enable them to

communicate effectively. The next chapter will elaborate upon the conclusions and

contributions of this research.
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CHAPTER 9 - CONCLUSION

9.1 Introduction

This chapter will bring this research project to its conclusion by summarising the key
findings and highlighting the contributions that have been made to the research and
accounting community. The first part will outline the main findings. These findings
are then discussed in terms of their theoretical contributions to organisational and
management accounting research. Reference will also be made to the contributions
which apply to management accounting practice. This will be followed by a
commentary on the methodological contributions. Finally suggestions for further

research are made.

9.2 Summary of the main research findings

As revealed in the literature review, management accounting research in the context
of SMEs has been rather limited. This thesis has tried to address this gap by
investigating the processes of interaction between users and providers of
management accounting information within manufacturing SMEs in Malta. This is
the first study of its kind in the Maltese scenario. This research setting is very
appropriate as the Maltese SME sector is vital to the Maltese economy. In fact, the
relative contribution of this sector to the Maltese economy is much higher than that
of SMEs in other EU countries. The manufacturing sector in particular has managed
to weather the economic crises and increase employment whilst larger companies
have suffered (European Commission, 2013). Moreover, given the extremely high
demand for accountants in the Maltese economy, researching the contributions of
management accounting to this fundamental sector can help the profession provide

more relevant and more valuable advice.

The research used parallel data sources so that the processes underlying the
phenomenon being investigated can be captured in all their complexity. Respondents
were therefore chosen from both sides of the information exchange, namely owners

and managers as users and accountants and advisors as providers of information. A
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Grounded Theory methodology was adopted for the collection and analysis of

findings.

The main findings reveal that management accounting information is at the core of
the sensemaking cycle in Maltese manufacturing SMEs. This process has been
labelled 'enabling sensemaking through accounting information'. Management
accounting information performs an enabling function as users need the input from
their accountants before they can move on with their decision-making. Another
important finding is that trust in the accountant is an underlying condition that
transcends any other consideration when determining whether the information will

be considered by the decision-makers.

Decision-makers are facing changes in their business environment that have created
uncertainty. This reduced their reliance on prior and instinctive knowledge for
business decision-making. Changes can come from within the business in the form of
increased professionalisation and generational change. Other changes are external
such as changes in competition rules and increased information requirements by third
parties. It is in this context that SME owners find the need to turn to their accountant
to provide essential information which becomes an integral and enabling component

of their sensemaking process.

The information accountants provide is highly actionable i.e. it leads to actions that
allow businesses to move forward. It is relevant to the needs of the business and it is
used by the decision-makers as a matter of routine. This does not happen
automatically. A number of strategies are adopted by accountants so that the
information is generated and delivered in such a way for it to fit within the
sensemaking process. One such strategy refers to the manner in which knowledge is
obtained. Through staying close to the action accountants ensure that they obtain
business specific knowledge i.e. one which is based on the specific circumstances of
the business rather than general principles. By aligning their visions with those of
the owners the business objectives are understood and absorbed and therefore there is

unity of vision between the owners and their accountants. This is crucial strategy for
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accountants to provide information that supports that vision. Knowledge cannot be
obtained unless accountants are put in a position where they can obtain that
knowledge. Through the strategy of supporting the accountant owners facilitate the
knowledge gathering process. Finally, knowledge is not worth much without the
strategies for effective communication being in place which allow for the accounting
information to be presented in such a way as to be noticed, understood and used by

decision-makers.

However before any of this can happen a relationship of trust has to be established
between the owners and the accountants. Personal trust is established. This is a long-
term process which may be aided by selecting accountants who are already well-
known to the. Professional trust will follow as the accountants start to provide the

information which is seen to be valuable.

9.3 Theoretical and empirical contributions

This research presents a unique analysis of the role of management accounting
information within a sensemaking framework in an SME setting. A number of
theoretical contributions can thus be identified with regards to the fields of
management accounting and sensemaking as well as empirical contributions to

management accounting practice.

This research started with the premise that management accounting is not a plug-in
into an objective decision-making process but rather a tool that can be used and
communicated in a variety of subjective contexts (Jonsson, 1998). It therefore serves
to extend the knowledge provided by prior interpretive research in management

accounting, specifically within the context of Maltese manufacturing SME:s.

Firstly, this research addresses Pierce and O'Dea's (2003) call for management
accounting research that involves both management accountants and managers. Even
though accountants can become the most important advisors to the decision-makers,
they are still not however, decision-makers themselves. By carrying out interviews

with the various parties involved in the generation and use of accounting
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information, it has been possible to provide a comprehensive view of how
management accounting information is used and how it fits within the organizational
decision-making process. Some of the findings of this research are similar to Pierce
and O'Dea's (2003): the importance of adapting management accounting information
to the needs of the business; the importance of a broader knowledge of the various
business functions beyond the financial aspects; and the importance of social
interpersonal skills. However this study extends these findings to the SME setting. In
this contest it brings to the forefront the importance of the trust relationship between
accountants and decision-makers and places management accounting information as
a key component of the sensemaking framework in these organisation. Both of these

contributions shall be discussed separately in the following paragraphs.

The second main contribution relates to trust which is revealed as the fundamental
pre-requisite for any interaction between decision-makers and management
accountants to take place in SMEs. As debated by Busco ef al (2006), both personal
and systems trust are important. However the findings reveal that in the SME setting
personal trust comes first. It is a barrier that must be removed before users and
providers of accounting information can work together. This research has also
identified the various strategies which may be employed to establish trust. As a
consequence it makes accountants aware that trust does not come along with the title.
Trust is earned and the process is not quick or easy. Accountants with vast practical
experience may still need to prove their personal worth before their professional
advice can be accepted. This has important practical implications as will be discussed

further on in this section.

The analysis of the relationship between management accounting and sensemaking is
the third contribution in the section. As suggested by Berry et a/ (2009), sensemaking
offers an opportunity to extend research that tries to understand management
accounting practice. This research adds to Tillmann and Goddard (2008) by
establishing sensemaking as a fundamental process within SMEs. It also identifies
the position of management accounting information within that process. As an

enabler of sensemaking, management accounting information is identified as a core
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contributor to organisational success. Furthermore, in line with Catasus et al (2009),
management accountants play a fundamental sensegiving role within SMEs.
Accountants are in a position to exert a very strong influence on the decisions taken
as they make choices with regards to the information they feed into the sensemaking
process. Accounting information is thus not a neutral and impersonal input to
decision-making and accountants need to be aware of their responsibilities in this

regard.

Fourthly, this research extends Weick's (1995) sensemaking model to a previously
unexplored setting. It shows that within SMEs, sensemaking displays many of the
characteristics described by Weick (1995). In this context the aspects of identity,
plausibility and the social nature of sensemaking are of particular interest.
Sensemaking is shown to be a social process even in the SME setting where the
owner may appear to be the solitary decision-maker. Plausibility of information
becomes very important as decision-makers seek to absorb what could be
overwhelming amounts of information. But any information has to reflect the
identity of the business. This research also addresses what Weick et al (2005, p.417)
describe as one of the 'haunting questions' when discussing organized sensemaking,
namely whether for organized action to take place it is necessary to have a structure
of shared beliefs. The grounded theory reveals the enabling function of accounting
information. But this depends on the accountants aligning their vision with that of the
owners. In this way, the information reflects a structure of shared beliefs with regards
to what the business stands for and the direction in which the decisions being taken

will drive it.

Further to the above, a fifth contribution of this research is the extension to the SME
setting of Maitlis's (2005) model as high levels of sensegiving by decision-makers
and accountants combine to create 'guided organisational sensemaking'. Accountants
are in a unique position to influence decision-makers as much as they are influenced
by them. Then, through the accounting information they provide, they reinforce the

sensegiving process directed towards other organisational members. In this way
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accounting information acts as a 'bridge' (Jonsson, 1987) that facilitates

communication of shared beliefs throughout the organisation.

Finally, this research brings useful insights for accounting practice. Accountants
need to realise that they need to get to know what their employers are really trying to
get out of the business before they can provide decision-relevant information. The
rational decision-making models used in accountant training courses (e.g. Drury,
2012) do not allow for the unique vision which decision-makers in SMEs may have
for their business. This vision may be something that is difficult to articulate in the
form of a clear quantifiable objective as is often assumed in those models. The vision
has to be absorbed by getting to know the complete business environment. This has
important implications in particular with regards to knowledge transferability. The
principles learnt during training or experience gained in previous jobs may not
always be valid when applied in a different SME setting. Accountants need to allow
the time to immerse themselves in the business ethos so that their contributions can
gain validity. They also need to be aware of the social process of decision-making.
Decision are not the result of a dry and straightforward calculation by a single
decision-maker but are the outcome of a complex social process to which different
individuals - including the accountants themselves - contribute in both a personal and
a professional manner. These insights need to become an integral part of accounting
training programmes. Accountants must be made aware at the outset of the need to
adapt their roles and styles to suit the specific needs of SMEs rather than discover
this through experience (and after possible failure). Accounting training programmes
should also include an exposure to a broad set of management skills and techniques
such as marketing, production scheduling, information technology, human relations
and even health and safety so that accountants will be able to approach these areas
with a basic knowledge. This will enable them to learn and adapt more quickly as

they find themselves faced with the necessity to perform multiple roles within SMEs.
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9.4 Methodological Contributions

This research has used a grounded theory approach to generate a substantive theory
that explains the role of management accounting in Maltese manufacturing SMEs.
Although substantive interpretive research may lack the generalisability of
functionalist research, it can serve as a starting point for further studies which can
lead to the development of a formal theory with a higher level of generalisability.
Moreover the process of developing data analysis through progressively higher levels
of abstraction allows for the identification of concepts which may find applicability
in other different settings. SMEs all over the world will face conditions similar to the
ones outlined in this study at some point in time so the findings of this research may
be relevant in those situations as well.

This study has shown how researchers can take the lead from Parker and Roffey
(1997) and extend the application of grounded theory to interpretative studies in
management accounting. Grounded theory provides an ideal methodological
platform for such a task and allows for the development of theories through rigorous
data analysis thereby ensuring that the result truly reflect the participants'
experiences. The process of theory building was mainly guided by Corbin and
Strauss's (2008) approach. Once the substantive theory was developed it was
integrated within the Sensemaking framework developed by Weick (1995). As a
result of this process a number of contributions may be identified which can help

develop further the application of Grounded Theory methodology.

The first contribution of this thesis is that it extends the applicability of grounded
theory by applying it to the research of management accounting in an SME setting
and supplements the limited number of management accounting studies which have
used this methodology. This thesis shows how such an approach can help understand
the social processes that determine the ultimate validity of management accounting

and hopefully this will encourage future research to consider using grounded theory.

The various stages through which the grounded theory was developed have been
discussed in previous chapters. However it is worth reiterating one important aspect

here as it constitutes a second important methodological contribution. The process of
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data analysis can sometimes become stifled if the procedures are applied too rigidly.
In fact Corbin and Strauss (2008) themselves relaxed the distinction between the
open coding and axial coding phases of data analysis. Although in this thesis they are
listed as distinct, sequential chapters for ease of presentation, the code generation
process was neither distinct nor sequential. The higher level of abstraction required
by axial codes started to happen naturally as the open codes were being developed.
The brain cannot be stopped from making connections - it is this instinctive process
which enables the researcher to see beyond the data and let patterns of
interconnections emerge. These will ultimately provide the framework on which the
grounded theory will be developed. A 'relaxed' attitude to the sequence data analysis
does not undermine 'rigour'. Each code is still robustly constructed through the

process of constant comparison.

The paradigm model was used to help develop the core category for this research. It
proved to be a very useful tool as it enabled the researcher to identify the linkages
between the various components of theory that emerged from the findings. Another
contribution results from this process. A researcher may end up forcing labels onto
codes in order to make them fit into the 'standard' paradigm model. Although the
paradigm model is useful it must not serve as a straightjacket. In particular the model
assumes a certain linearity which may not reflect the underlying complexity of the

phenomenon being explored.

This research was carried out in a small country with a small business community. In
almost every instance there was some kind of connection between the researcher and
the subjects of the interviews. This may have helped in gaining access to the
interviewees and in breaking the ice. However it is also possible that certain
respondents may have been very cautious in the replies due the possibility of the
researcher having some form of personal connection with other respondents, even
within the same business. As a final contribution it is suggested that interviews
within the same organization are not conducted in close succession. It must be
recognised that going out of the managing director's office and straight into the office

of the financial controller may have led respondents to be more cautious about what

194



they said. A more relaxed atmosphere was observed where interviews were
conducted a few weeks apart. Of course this is subject to practical considerations and

conditions of access.

9.5 Suggestions for further research

This research has shed light on the management accounting phenomenon in a very
specific SME setting. Although it is possible that the findings may apply to other
SMEs facing similar circumstances further research will be required to extend these
findings. Therefore it is being suggested that this study can be reproduced both in
different economic sectors as well as within the same sector but in different
countries. In this way a more formal theory can be derived from the substantive
theory developed in this thesis. Such research may also include functionalist studies
which can lead to a more widely generisable theory. As the accounting profession
becomes harmonised globally such studies can help bring the various issues
identified in this study within mainstream accountancy training so that accounting

can maximise its potential contribution to the SME sector.

This research has shown that in the relatively small management structure typical of
most SMEs, leader and stakeholder sensegiving is a powerful process which will
have a substantial impact on sensemaking. The SME environment is therefore an
ideal setting for further studies which may extend the applicability of Maitlis's (2005)
matrix. Case studies which focus exclusively on this aspect may shed light on the
potentially fundamental influence that accountants may exert in SME decision-

making.

Trust has been identified as a major determinant of the interaction between
accountants and decision-makers and as such merits further research. New research
in this area can focus on the strategies that are adopted to establish trust. Interpretive
studies could develop a theory of trust building that could help accountants and SME
owners accelerate the process through which they get to that point where their

relationship can begin to flourish. Other interpretive studies can also develop further
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Johansson and Balvinsdottir's (2003) concept of accountants being ‘carriers of trust’

throughout the organisation.

Finally, it may be worthwhile carrying out further research to supplement Busco et
al's (2006) case study which shed light on the role of management accounting
systems in un/learning during periods of crisis. As business environments change
ever more rapidly research in this direction can explain how accountants can help

organisations adapt and move forward to remain competitive and survive.
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APPENDIX 1 - OPEN CONCEPTS TO OPEN CATEGORIES

Open Concepts Open Category
1 | Knowing your accountant Trusting the
2 | Trust in the accountant accountant
3 | The presentation of information Presenting the
4 | Flexibility information
5 | Bounded rationality Viewing the world
6 | Us and them differently
7 | Accounting work not done by accountants
8 | Close to the aCtIOI‘l Feeling the pulse
9 | Hands on accounting
10 | Getting on with the business of management
11 | Satisficing Optimising the
12 | The value of experience information
13 | Decision evaluation The value of
14 | Long term decision making accounting
15 | The value of accounting information information
16 | Challenging the accountant The limitations of
17 | Misinterpretation of advice accounting
18 | The limit of accounting information information
19 | Strategic awareness
20 | Early warning system Raising the alarm
21 | Thinking machine
22 | Commonality of business objectives Sharing the culture
23 | A common language/culture
24 | Loyalty of employers to employees
25 | Belief / courage Multiple objectives
26 | Various business objectives
27 | The importance of accounting information The importgnce of
8 ' . . .accountl'ng
Centrality of the accounting function information
29 | The importance of the accountant .
' The importance of
30 | Accountants' comfort zone the accountant
31 | Reliability
17 Extema@ pressures apd the need for ‘
accounting information Third party
33 Developing the business, developing the requirements
accounting
34 | Accounting information and crises
35 | Shocks to the system Dealing with crises
36 | Accountants' use of accounting information
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37
38
39

Changing realities
Enviromental stability
Keeping to the path

External Changes

40
41
42

Uncertainty - internal
The family
Generational change

Internal changes

43
44
45

Trust in the owners
Functional interaction - within firm
Functional interaction - with advisors

Interaction between
users and providers

46
47

Communication
Accounting as meeting point

Communication

48
49
50
51
52

Loyalty of advisors

The role of the advisor
Beyond the audit
Changing role of advisors
Trust in the advisor

Trusting the advisor

53
54
55
56

Accountant as controller
Accountant as advisor
Multiple roles of accountant
A balancing act

Juggling the roles

57
58

Management accounting system
Self preservation

Managing the

59 | The role of software reporting system
60 | Internal pressures on financial information

61 | Management buy-in Supporting the
62 | Supporting the accountant provider

63 | Directors' authority

64
65
66

Accountant's authority (power)
Initiative
Fearing the accountant

Empowering the
provider

67
68
69

Knowledge limitations
Directors' characteristics
Managers'/owners' accounting knowledge

Users' accounting
knowledge

70
71
72
73
74
75
76
77

Belief in own abilities
Accountant's characteristics
Advisors' characteristics
Accountant's business knowledge
Job satisfaction

The limit of the accountant

The limit of the advisor

Outside the comfort zone

Accountants'
business knowledge
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