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ABSTRACT

Research literature on management accounting is sparse and its importance within
organisations decision-making processes has not been fully appreciated. Furthermore,
although historical research has considered the development of the techniques holistically
known as management accounting, no study has considered whether there 1s a potential
link between those techniques used by the early cost clerk and those used within SME

owner/mangers decision-making processes today.

An empirical study consisting of a questionnaire was sent using a mixture of delivery
methods and from a sample of 1100, 100 usable returns were received. Initial responses led
to a series of questions to be formulated as a framework for case interviews, with the
narratives giving additional data towards the overall findings and conclusions drawn from

this research. A pilot empirical study and a pilot case interview were undertaken.
Additionally, prior research was utilised to confirm or refute findings, giving a richness of

data for the research to draw conclusions from.

Consideration of the uses of management accounting techniques employed has indicated
that there is a potential link between the historical context of the techniques and its
application within an SME organisation. Techniques aligned to the technicians operating
within the newly formed and developing businesses of the Industrial Revolution were
visibly utilised in businesses, but those atfiliated with academic, mathematician or
economic ‘births’ were not. The omnipresence of the SME owner/manager was evidenced,
demonstrating that the owner/manager retains control of the business decision-making even
when employing personnel to undertake such decision-making processes, with intuition
appearing to play a dominating role. Additionally, although management accounting is
routinely used in the day to day running of the business; there was little evidence of it being
employed in long-term planning, which 1s confirmed by past research, with certain case

narratives being particularly rich in evidence of planning being performed informally.
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Chapter 1: INTRODUCTION

Despite the extensive use and importance of management accounting in practice, research
literature on management accounting is sparse and its importance in profit and non-profit
making organisation is not fully appreciated. In the late 1980s, the accounting ‘industry’
and academics were heavily criticised on the grounds that management accounting
practices had changed little over the preceding 60 years (Johnson and Kaplan, 1987),
despite radical changes in the business environment. This resulted in the professional
accounting institutes devoting considerable resources to the development of a more
innovative ‘skills set’ for the management accountant, however, there is little research that

evaluates the uses and the effectiveness of changes, especially within the Small and

Medium-sized Enterprise (SME) environment.

By the early 1990s, academics from across Europe had started investigating the issue of
management accounting change with alacrity. Research evolved around the theory of
‘studying, and thus emulating, the most innovative and successful subjects’ (Kaplan, 1994)
and ‘best practice’ in leading western and Japanese companies (Anderson, 1995; Monden
and Hamada, 1991). Current research into management accounting by academics,
practitioners, and professional bodies is much in evidence (Bumns et al., 1999; Burns et al.,
2005; Gibcus et al., 2005; Gray, 2004; Guilding et al., 2005; Gupta and Gunasekaran,
2005; Lahm Jr and Little Jr, 2005; Perren and Grant, 2000; Scapens, 1991; Sharma, 2000).
The examination of the fluidity of management accounting 1s also being scrutinised
(Amold et al., 1987; Burns and Scapens, 2000; Burns et al., 1999; Bumns et al., 2005:
Johnson, 1994; Johnson and Kaplan, 1987; Kaplan, 1994; Roslender, 1996; Scapens, 1991:
Scapens, 1983; Sharma, 2000) as SMEs and traditional businesses are exposed to world
competition (Gray, 2004; Sweeting et al., 2003) where information is a commodity and

techniques to make effective use of such information 1s a pre-requisite for an efficient and

proactive business.

The transition from theory to organisation based studies has changed research from
theoretical to field study approach (Perren and Grant, 2000; Ryan et al., 1992; Scapens,
1983) that has led to the review of the use of management accounting techniques in the
largest of organisations. Holmes and Nicholls (1989), based in Australia, concluded that

the availability of (or lack of) management information in SMEs was associated with



success (or failure) of the organisation. In the US, Gobel1 and Seville (1989) agreed with
the lack of information premise, stating that the alarming rate of small business failures
each year could ultimately be traced to ineffective management, but one root cause is a lack
of good management information, especially financial information. However, this type of
research was the exception at the time and by the late 1990s, there was a change 1n focus.
Mitchell et al. (1998) clearly stated that SMEs offered researchers an opportunity to
research management accounting techniques within the real and fluid business
environment. Today, both the UK Government and Europe have clearly identified

strategies to help SMEs in their development.

Studies encapsulating SMEs and their financial accounting systems are regularly
undertaken and published, concentrating on financial accounting or historic recording of
financial data rather than on management accounting. Research is also available that
considers the impact of the different types of owner/managers and how this could have an
impact on the success of the business — the entrepreneurial abilities. Many of these will be
outlined within this study. Little research has been undertaken to consider these fields of
study as a whole, especially when linking to the decision-making aspects of the business,
potentially indicating to a gap in the knowledge of how owner/managers utilise
management accounting data with their decision-making, providing rationale for this

research.

Parameters of the study

Consideration needs to be made as to the parameters of this study:

Decision-making — the use of (management accounting) techniques to help the owner of the
business make short and long term decisions. The degree of risk aversion amongst owners
and managers who run organisations, using a prior reasoning, will vary, but there is some
evidence that organisations, especially large organisations, may use structured procedures
to evaluate projects, thereby investigating how to mitigate risk impact and realise benefit
from opportunities, whereas individuals and SMEs may not have the expertise or the
resources (including time) to subject their proposal to such rigorous and systematic
processes. The decision-making within SME:s is likely to be consistent with that of the

individual where management and use of information is a major issue. Part of this study

12



will consider this phenomenon and examine decision-making as an integral part of
management accounting techniques. Consideration must also be taken as to the fact that
individuals have different decision-making strategies and conventions. Although there is a
plethora of studies that have considered the SME owner/manager as a decision-maker, for
example, Levy and Powell (1998) compare SMEs decision-making to fire-fighting, and
Gibcus et al. (2009) with their Daredevils to Busy Bees, there appears to be very little

research within the financial areas (Davis et al., 2009; Olsson et al., 2006; Sweeting et al.,

2003).

Management Accounting - is an integral part of management. It is a system of measuring
and providing operational and financial information that guides managerial action,
motivates behaviours, and supports and creates the cultural values necessary to achieve an
organisation’s strategic objectives (Ansari et al., 1997). It requires the identification,
generation, presentation, interpretation and use of information (CIMA, 2000). The term
management accounting is used to describe the provision and use of accounting
information by managers within organisations, to facilitate the managers in their decision-
making and management control functions. However, the use and definition of
management accounting is ever evolving. Considered from a functional level, management
accounting is the comparison of budgets and actual income and expenditure, conjoined
with variance analysis, leading to better management of and focus on business matters,
assisting with the identification of trends which may give a business competitive advantage
(BusinessLink, 2004). Management accounting has evolved over time with the changing

requirements of the business environment, indicating the concept that management

accounting is a very fluid, evolving discipline. Some of this evolution stems from its usage
within businesses, from the technicians working within industries themselves. Other
developments have been influenced by economists, mathematicians and academics. This

historical evolution will be traced and utilised within this research to excogitate any link

between a techniques development and 1ts use within SMEs.

Consideration of the use of management accounting within the SME sector is sparse when
considered with research into the uses within large organisations (Davig et al., 2004;
Gibcus et al., 2005; Jorissen et al., 2002; Perren et al., 2000; Randall and Horsman, 1997;
Turner, 1997). Perren and Grant (2000) explored the development of management

accounting in small firms, reporting findings that included the premise that

13



owner/managers and their employees were the creators of management accounting routines
which form through a cycle of action, externalisation and habitualisation. Holmes and
Nicholls (1989) recognised that the availability of (or lack of) management information in
SMEs was associated with success (or failure) of the organisation, therefore, 1t has policy
implications for SMEs at large. The influence management accounting has on the decision
making within SMEs will be investigated, examining not only from the view of current
usage but also from the historical aspect of the technique. This is to be achieved through
journals, literature searches, empirical research and case interviews. Additionally,
literature research concerning the use of financial information should be considered, for
example the findings of Gorton (1999), McMahon (1998), Sweeting et al. (2003), and
Zaman and Geno (2000). This extends the study from a ‘management accounting’
perspective since much of the data SMEs use is historic and this could be classified
‘financial accounting’ data. The main emphasis within this study is examining how this

data 1s used to make decisions for the future.

Small / Medium sized Enterprise (SME) - defining what exactly constitutes an SME for the
purposes of research often proves to be a difficult task (Desouza and Awazu, 2006) since
there are multiple definitions of SME (Jenkins, 2008). Definitions range from that of the
Bolton Committee’s 1971 Report on Small Firms (Bolton, 1971) through to the European
Commission 1996 (Europa, 2004). A clear consideration of parameters for this study need
to be addressed and an appropriate set of guidelines will be constructed. Organisations
considered for study under this research will have to be individually validated against a

pre-set concept of what constitutes an SME.

The SMEs environment rapidly changed during the 1980s and early 1990s. Mitchell et al.

(1998) found that SMESs offered researchers an opportunity to research management
accounting techniques within the fluid business environment, supporting and augmenting
the UK and Europe’s strategic policy of promotion of SMEs as a vehicle for economic
development. Within the UK, SMEs represent over 99% of all enterprises (Bank Of
England, 1998). Early 2005, there were an estimated 4.3 million business enterprises in the
UK, with 99.3% being small, 0.6% medium-sized and 0.1% were large (Small Business
Service, 2006). The Bank of England (1998) stated that SMEs accounted for 45% ot UK
employment and 40% of sales turnover of all UK firms, by 2005 this had rose to more than
half of the employment (58.7%) and turnover (51.1%), with small firms accounting for

14



46.8% of employment and 36.4% of turnover (Small Business Service, 2006). This
indicates the importance of SMEs within both the EU, the UK, and globally. In the US,
small firms totalling some 23.7 million businesses, employ half of all private sector

employees (Popkin, 2004).

Although it 1s possible to classify an organisation using a definition, the term SME belies
the diversity of these organisations; they differ by size, industry, ambitions and motivations
of their owners (Barrow and Brown, 1997; Drucker, 1963; Mitchell et al., 1998: Stanworth
and Gray, 1991; Storey, 1994). More importantly, SMEs differ in their knowledge base,
the skills set of the owners and workers and their utilisation of “accounting’ tools to help
them manage and make decisions within their businesses (MediaLogic, 2005; Simpson et
al., 2004; Storey, 2004). Also, certain strategic growth objectives of smaller owner-
managed and family controlled businesses are influenced by a plethora of i1ssues (Perren
and Grant, 2000; Perren et al., 2000). Keasy and Watson (1993) state the smaller privately
held firm is often an extension of the owner/manager’s personality and ethos and that this
greatly influences the human developments, capital structure, investment decisions and
strategic position. They also identified that failure rates among SMEs are high, stating one
of the main reasons for which was inadequacy 1n financial management. It has been argued
that it is possible to generalise from a small sample because the knowledge gained from a
particular situation often applies to future situations encountered (Hill and McGowan,
1999). However, there is no evidence to suggest that analysis of one individual (or
business) is applicable to another (Watson et al., 1998). Watson et al. (1998) also identified
an accumulation of research attempting to define clear characteristics shared by the owners
of small businesses that atfect their success, concluding that there is no simple pattern.
Other researchers have suggested that a wider examination of the interface with
entrepreneurship and the social construction of the firm should be considered (Barrow and
Brown, 1997; Gray, 2004; Kotey and Meredith, 1997; Lauterbach and Vaninsky, 1999;
Mukhtar, 1998; Storey, 2004; Yu, 2001).

Research question, aims and objectives:
The mtended area of research is “The use of management accounting techniques in small
and medium enterprise decision-making.” The fundamental question is to examine the

usage of management accounting techniques within small and medium sized firms in the
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decision-making process. The study will be based on a sample of SMEs within the
(English) Midlands region. It is not considered that SME owner/managers within the
Midlands are any different to those of the whole country: Hauser (2005) concluded that the
main differences between SMEs and enterprises belonging to enterprise groups are to be
found in qualitative features and not primarily in their size. Within the report, the decision-
making, 1n particular the strategic decision-making techniques, as well as the ownership;
family orientated or owner-managed, are key qualitative features of the organisation.
However, although Windrum and de Jong (2000) argue that claims about findings from one
complex social situation being true in alternative situations needs to be explicitly
researched 1t 1s to be implied that findings from this study group can be extended to the
whole country. Amalgam with this is the theory that if the owners and managers of SMEs
had access to both the financial information, along with the right techniques, they could
make dexterous decisions. Specific questions are considered pertinent to this work, which

in a non-chronological ordering are:

Firstly, what are the main (financial) decision-making processes adopted by SMEs, with an
additional consideration of who would be the main decision-maker?

Secondly, what management accounting technique would be considered relevant to this
decision, with an emphasis on the background of that technique?

The third question conjoins the first two. Does the historical background of a management
accounting technique have an influence on its use within the decision-making processes of
an SME owner/manager?

Finally, is it possible to develop a useful framework to understand and encapsulate the

usage of differing management accounting techniques of SME owner/managers?

Methodologies to be employed

Organisational research in the 1960s and 1970s was mainly dominated by the use of
quantitative methods. By the 1980s it was recognised that certain research lent itselt more
to qualitative methodology. Morgan and Smircich (1980) stated that the ‘call’ was for more
qualitative techniques. Robson (1993) observed that by the early 1990s there were two
basic research methods employed; the positivistic, natural science based, quantitative,
hypothetic-deductive or scientific methodology and the interpretive, ethnographic or

qualitative. This has encouraged the use of both qualitative and quantitative methods and
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triangulated wherever possible. Aligned with this, qualitative and quantitative are viewed
as complimentary and not competing. Thus, both methods will be utilised within this
Investigation to gain a deeper insight into firms’ decision-making. Several researchers
employ a combination of these methods as it is argued that a triangulation approach should
be utilised wherever possible since it provides more perspectives on the phenomena being
studied (Easterby-Smith et al., 1991; Gable, 1994). Allison, et al. (1996) conclude that
while most research projects adopt one of the methodologies as a main form of enquiry,

they invariably draw upon other methodologies as essential parts of the enquiry.

Many classifications of research methodologies (Allison et al., 1996; Alvesson, 2000;

Cahoon, 1987; Haslam, 1998; Newman, 1998; Ryan et al., 1992:; Tashakkori, 1998;
Weimer, 1979; Zikmund, 1997) indicate that decisions about which research method 1s

applicable to any research project is often based on a researcher's own experience and
preference, the population being researched, the proposed audience for findings, time,
money and other resources available (Hathaway, 1995). Further, the sampling design
should result in valid and reliable inferences for the population at a low cost (Ghauri et al.,
1995). Alternative strategies have been carefully considered and evaluated before a choice
of research strategy was constructed, paying careful attention to questions to be answered

as well as the researchers’ circumstances, the avoidance of bias and prior research

methodology.

Through the undertaking of a thorough literature review the researcher can gather current
and previous research concerning the area of investigation which will not only allow for
parameters to be drawn as to definitions (for example) but also to give secondary evidence
to confirm or refute latter results from the empirical studies. Further, past methodology
and methodological issues can be highlighted to inform on current practices, leading
ultimately to research strategy. The literature review also serves to provide background to

and justification for the research undertaken by this study (Bruce, 1994).

An empirical study, consisting of a questionnaire and covering letter, will be delivered to
SMESs within the Midlands. Survey participants will be randomly selected within pre-

determined strata which will endeavour to obtain a broad selection of industry types and
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sizes of business organisations from the (English) Midlands' SME population utilising a
relevant, accessible database. The survey will be conducted to enquire about the
background of the business, the appointment and role of the financial staff, the educational
background of key personnel and the process by which they reach decisions. To ensure
that the survey obtains information as required for this study, a pilot survey will be
undertaken (Zikmund, 1997), with responses checked for both respondents understanding
of the questions and researchers understanding of the results via a post-survey interview.
Changes to the survey will then be made prior to the empirical study being distributed
(Moser and Kalton, 19835); the required response rate being 100 usable surveys. Sharma
(2000) 1ndicated a response rate of 22% was sufficient to draw conclusions on his study
Into management accounting techniques. This research will draw a large enough sample of
SME:s to gain response from at least 100 SMEs thereby mitigating the consequences of low

response rate.

Accounting researchers (Berry and Otley, 2004; Hopper et al., 1992; Otley, 1983; Scapens,
1991; Scapens, 2004; Tomkins and Groves, 1983) have found that the case study approach
provides a relatively useful basis to examine how far accounting theories are applied within
the business environment and consider their usefulness, effectiveness, and areas of
application within the organisations operations. In particular, case research 1s likely to
overcome the problems of superficial and ambiguous research results which may be
obtained from questionnaire and interview-based research by providing a detailed and
richer understanding of product cost practices (Ryan et al., 1992). It is intended that five
organisations are identified for study. These case narratives will examine the use of
accounting information in the decision-making process in more depth than can be achieved
through the use of the questionnaire study. Owner/managers and/or financial managers
will be interviewed regarding the decision-making processes of the organisation and the
techniques adopted within the SME to support that process. Interpretative analysis will be
applied to analyse statements made by owner/managers, trying to understand ‘lived’

experience and with how participants themselves make sense of their experiences.

Random samples have been utilised in previous accounting studies (Davig et al., 2004;

Jazayen and Cuthbert, 2004; Sharma, 2000) and as such the random sample is acceptable.

' Midlands being an encapsulation of West Midlands, Staffordshire, Worcestershire, and Warwickshire.
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Researchers have identified that it is the characteristics of the owner/manager that are often
of significance in the techniques being used within SMEs, therefore, the sample selection
will not consider differing industries, however results will acknowledge differing aspects
such as educational background of the financial director and the owner/managers
characteristics. 1f sutficient responses are not forthcoming, the snowball technique will be
utilised to generate additional subject responses (Zikmund, 1997). Bias will be excogitated

within results from all respondents and to aid this, differing methods of delivery will be

coded.

Naturalistic decision-making theory will be adopted, being the examination of decision-
makers within field settings (Klein et al., 1993). Classical decision theory, grounded in
economics and mathematics is the central philosophy, which complements the study of
management accounting, also having groundings within the economic and mathematic
schools. In addition, within accounting theory, the use of accounting to aid decision-
making is evidenced: The American Accounting Association’s (1966) committee detined
accounting as ‘‘the process of identifying, measuring and communicating economic

information to permit informed judgements and decisions by users of the information pg.

1.

Overview of thesis

Chapter 2 — Literature Review

Two areas of academic knowledge are relevant to the conceptual development of the study
and need to be considered. These are management accounting and SMEs. Intertwined with
these are the study of decision-making and entrepreneurship. This exploration will consider

the historical development of management accounting techniques as well as the

heterogeneous nature of SMEs, assumptions and conflicts will also be discussed in order to
develop the relevant understanding and set parameters which are required for this research.
This will be achieved by a negotiated reading of the relevant and useful concepts that can
be utilised to progress towards the conceptual framework as well as contribute to the

fieldwork design by outlining parameters and highlighting questions for exploration.
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Chapter 3 — Conceptual Framework

The evaluations and interpretation of current literature will form the basis of a conceptual
framework which will be outlined in this chapter. The framework development 1s intended
to be constructed as part of and in parallel with the interpretive process of the research 1n
order to map the journey of the research from the interpretive themes relevant to this study,
through each of the varied facets of decision-making within an SME, including the
influence the owner/manager may have on that process and the management accounting
techniques available to assist in the decision-making of the organisation. The
diagrammatical presentations will provide a road map for the researcher, highlighting key

1Issues and elucidating research methodology (Shields and Tajalli, 2006).

Chapter 4 - Methodology

From the review and evaluation of the literature and consideration of the conceptual
framework and construction of hypothesis and testable questions, a research design will be
developed and proposed. An examination of the use of questionnaires within research will
be undertaken, including the target and method of distribution and collection and analysis

of results. The application of the case research will also be considered, including how case

organisations are to be selected and the proposed treatment of the case narratives.

Chapter S — Empirical Study

This chapter will outline the procedures employed for the questionnaire to be used within
this study. The findings from the questionnaire will be briefly considered in conjunction
with the literature review and conceptual framework. Limitations and operational concerns
will also be explored. Results from the questionnaire study will be utilised within the case

study preparation, allowing the researcher to further explore issues from the results.

Chapters 6 and 7 - Case Narratives

The first of these chapters gives an overview of the case organisations, including outlining
methodology and an overview of the conclusions drawn. Five narrative studies are
considered in the latter chapter. These will be developed from accounts of owner/managers
experiences, considering their techniques for assisting in deciston-making and their
experiences over time as the businesses have developed. These rich narratives will add

depth and understanding to the research phenomenon, assisting in bringing into context the
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emergent issues for consideration and highlighting the operational activities of SME

owner/manager decision-making.

Chapter 8 - Interpretation

An interpretation of the findings from the empirical study and case narratives will be
considered and common themes 1dentified. Themes developed and 1llustrated within the
questionnatre responses and case studies will be considered, interpreted and analysed using
the conceptual framework developed. Further considerations will be made of the literature
reviewed in light of the interpretive undertaking. This may lead to reinforcement of some
existing positions in the literature, through to modification or enhancements of previous
studies. All strands of research surrounding this thesis will then be considered together,
highlighting those areas where common findings corroborate the conceptual framework as
well as documenting those areas that are either erroneous or require further investigation.
The aim of this study is to add practically based, theoretical understanding of the
management accounting techniques used by the SME owner/manager in their decision-

making. The results from the study will be, wherever possible, considered in line with

previous studies.

Chapter 9 - Conclusions: Implications for policy and practice

The final chapter of this work will propose what the conclusions and implications from the
research might be, together with their limitations. Practical applications of the work will be
considered and the usefulness of the approach used in this research and on its implications
for future research, education and practice will be explored. In addition, this chapter will
review the methodologies used within the study, highlighting limitations and concerns and

considering implications for future research.



Chapter 2: LITERATURE REVIEW

... a synthesis of the literature on the topic ...
(Pan, 2008) p.1

Introduction

The purpose of this chapter is to critically review, consider and evaluate literature relevant
to this study. This will facilitate constructing a methodology pertinent to the research as
well as enabling a conceptual framework to be considered. This study draws primarily on
two academic research fields; management accounting and SMEs. In addition, decision-
making is contemplated throughout the research. Entrepreneurship and the entrepreneurial
spirit also inter-connect with this study and are acknowledged throughout. This chapter
will consider the historical development of management accounting techniques, including
the ‘relevance lost’ period (Johnson and Kaplan, 1987), its renaissance and the changing
role of management accounting in businesses today. An examination of the differing
definitions for SMEs will be considered, aligned to the characteristics of SMEs and
decision-making within businesses. From this research, relevant understanding and

parameters which are required for this research will be developed.

Management Accounting Practices

“The imbalance between our fairly good knowledge of firms’ management control systems
and our ignorance of their cost accounting systems is a curious phenomenon for which we

do not have a satisfactory explanation. ”

(Johnson and Kaplan, 1987) p.169

The evolution of management accounting practices (MAP) can be traced back to the

thirteenth century, with evidence from English Bread Assize requiring the cost of a loaf of
bread to be linked to the cost of its ingredients (Edwards and Newell, 1990; 1994).
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Systematic and academic explorations by accounting historians, such as Garner, Littleton,
Solomons and Pollard give insight into its founding and academics, such as Johnson,
Kaplan, Scapens, Burns, Drury and Tayles into its uses and development. Later
exploration into MAP being necessitated by the industrial development and sophistication

required within a successful, competitive business, to efficiently operate to seek

competitive advantage. These explorations then lead to the further development of the
practices being employed. The competitiveness debate (Porter, 2004) intensified the
discussion on effective organisational practices and their impact on efficiency within
business. When considering why the post World War II decline of American enterprise
competitiveness and performance occurred, Johnson and Kaplan (1987) attributed it to the
use of inappropriate use of management practices. Their summation was it could be
directly attributed to the use of inappropriate planning, control and decision-making
mechanisms, for the growing number of information and capital-intensive industries. The
lack of timely and relevant information available to decision-makers raised the fundamental
questions pertaining to MAP as 1t failed to adapt to the “new” enterprise. This was
attributable to the fact that financial accounting gained prominence under regulatory
requirements which led to accounting educators indoctrinating the mindset of future

business managers (Johnson and Kaplan, 1987).

In recent years business organisations of all sizes have been motivated to make radical
changes to their traditional bus<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>