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Abstract

In the management control literature there is gngwinterest in the role of management control
systems in strategic change situation. (Chenhdlu&ke 2007, 601) However there has been very
little research about the topic. The accountirgyditure emphasizes the role of management control
system as an organizational mechanism that suppwetegic change, but empirical studies have
not addressed the way in which management usesmidm@agement control system as an
organizational mechanism that supports strategimgh. The reason for this is that studies on the
management control system-strategy relationshipe henodeled strategy as determinant of
management accounting system, rather than as aserses) of the management accounting system.
The second reason which is partly connected withfitst reason is that the notion of control
systems playing a proactive role in shaping chasgeot the conventional approach taken by
researchers who saw control systems as passiviéyiog change. This study examines how the
managers use management accounting in the strategige in the two organizations.

Key words: management accounting, management dosysiems, strategic change, strategic
management accounting, contingency theory,



1. BACKGROUND
1.1 Management accounting

Management accounting measures and reports filamé@mation as well as other types of
information that are intended primarily to assistmagers in fulfilling the goals of the organization
(Horngren, Datar, Foster 2003, 5). CIMA (2000, 8)siders management accounting to require the
identification, generation, presentation, interatiein and use of information relevant to:

- formulating business strategy

- planning and controlling activities

- decision making

- efficient resource usage

- performance improvement and value enhancement
- safeguarding tangible and intangible assets, and

- corporate governance and internal control.

Conventional wisdom portrays management accourasmgroviding information for management
planning and control and, as argued elsewhere, augbrtrayal is grounded in the neo-classical
economic theory of the firm. However, as neo-ctzdseconomic theory is based on the core
economic assumptions of rationality and equilibriumhas difficulty in analyzing processes of

change. Neo-classical economic theory is more aoedewith predicting the rational or optimal

outcomes, rather than explaining the unfolding psses in moving from one equilibrium state to
another. (Burns & Scapens 2000, 4)

Traditional management accounting techniques (éslbedudgeting) are nowadays being used
alongside new and so-called “advanced” accountefriques such as rolling forecasts, activity —
based costing and the balanced scorecard. While im@nmation technology is driving routine
accounting tasks into centralized positions in mamganizations, management accounting is
becoming more and more decentralized and beingegusht into core business areas. This means
that a great deal of management accounting is heidgrtaken by the business managers. It is not
uncommon for management accountants to nowadaysdatively involved in such areas as
strategy, information systems implementation arahge management. The challenges include how
best utilize the extended capacities of the infdiomatechnology on offer, and how new
“advanced” management accounting techniques can leesligned to broader (organizational,
environmental, managerial) changes that continuaiyymould the context in which management
accounting operates. (Burns & Vaivio 2001, 390-391)

A further revolution in management accounting mayrequired to help enterprises meet global
challenges in product markets. There is need &asel management accounting from the factory
floor to allow it also to aid directly in meetingamket challenges. Such a reorientation would permit
management accounting additionally to focus onfiting's value added relative to its competitors.
It could also aid in monitoring the firms perforneanin the market place using a whole range of
strategic variables over a decision horizon sudfitly long for strategic plans. These concepts form
the core of the new concept of strategic manageawttunting. (Bromwich 1990, 28)

1.1.1 Strategic management accounting

Since the 80s a new term has arrived into manageraeocounting literature. “Strategic
management accounting” (SMA) (Simmond 1981). Infihlowing decades a debate about what



SMA comprises has been originated. It is accegiatt $MA is identified as a generic approach to
accounting for strategic positioning (Roslender &t+2003). CIMA (2002, 50) gives the definition
about strategic management accounting sayingttietiform of management accounting in which
emphasis is placed on information which relategatdors external to the firm, as well as non-
financial information and internally generated mmf@tion. Nilsson & Rapp (1999, 65) see that
strategic management accounting is one of the imes lof research to study management control
systems from a strategic perspective. A particidature of this school is the emphasis on the idea
that management control systems should providerimdton on the cost structure, product markets
and strategies of a firm’'s competitors. (NilssonR&pp 1999, 65) SMA may be viewed as an
attempt to integrate insights from marketing manag® and management accounting within a
strategic management framework (Roslender & Ha@320The literature suggests that strategic
management accounting (SMA) should incorporatetegira product costing and performance
measurement, analyses of the firm's product markets competitive market forces, and the
assessment of organisational strategies over extepdriods of time. (Horngren, Datar, Foster
2003, 790)

Bromwich (2001) sees SMA as going beyond collectiata on businesses and their competitors, to
considering the benefits that products offer tot@mers, and how these benefits contribute to
building and sustaining competitive advantage. Titent of strategic management accounting
might therefore be to determine the cost of praxgdoroduct features to consumers given operating
conditions which continuously seek improvement f(rfpen et al 2003, 791). Strategic
management accounting is specific to the exterttitheonnotes the integration of external with
internal financial and non-financial informatiort. Has been claimed that strategic management
accounting is one of new management accountingnieabs which has been developed largely by
practitioners within their own organisations. Sosktould not come as a surprise that SMA is
deployed in some organisations in ways that arblfignterprise specific. (Horngren et al 2003,
806) Strategic management is fundamentally conderméth environmental changes and
organizational adaptation. Research findings omgeésa in strategy (and the role of management
control systems) have not evolved into a coheredymf knowledge. The next section analyzes the
topic more.

1.2 The role of management control systems in thérategic change

Management control systems (MCS) are importantawvigding information to assist in formulation
and implementing strategies (Simons 1995, Langfgtdth 1997) However there has been very
little research examining the role of managemenutrob systems (MCS) in organizations
undergoing strategic change. (Abernethy & Brown®d99, 189) The accounting literature
emphasizes the role of management control systeam agganizational mechanism that supports
strategic change (e.g. Hopwood 1987, Dent 199Gsshil & Rapp 1999, Simons 1995, Argyris
1990, Hedberg & Jonsson 1978), but empirical ssidiave not addressed the way in which
management uses the management control systengagein strategic change directly. A reason
for this lack of evidence is that studies on thenxagement control system-strategy relationship have
typically modelled strategy as a determinant of ag@ment accounting system, rather than as
consequence of the management accounting systeranjgGil & Hartmann 2006, 2). Also the
notion of control systems playing a proactive rateshaping change is not the conventional
approach taken by some prior researchers who satwmoteystems as passively following change
(Langfield-Smith 1997, 224) Luft and Shields (20@80) point out that management accounting is
not easily classified as only a dependent or onlyndependent variable — it tends to be implicated
in a more complex way in the unfolding of eventsath cause and effect of changes. Ahrens &



Chapman (2007, 2) see that members in an orgamskitiow the limitations of accounting and
reporting practices but they draw on them when gtarpursue different objectives. So accounting
can potentially make significant contributions teetways in which organisations coordinate
intentional action.

The following section provide selective examplesasfearch. As Chenhall & Euske (2007) do the
researcher groups the studies into four categtoiéelp identify emerging themes in the literature.
The conclusion from studies has presented in tigair€il (page 8) First, a variety of studies
examine the external context, often investigatimghistorical development of the organization as it
responds to external contingencies and how MCSa#exted by them, in turn, effect the way
organizations change. Second a selection of stdidées on internal aspects of the organisation to
show how MCS help integrate the different inforraatneeds of managers for change depending on
their level in the hierarchy of the organizatiomir@l are the studies that are more concerned with
the importance of MCS in developing and supportisgvorks and managing interdependencies to
help diffuse and integrate change across the agaon. Finally, the level of analysis moves to the
employees involved in change and the extent to lwtheir commitment to change is mobilized by
the MCS. These studies consider the individualnaa@gregate level using an industrial relations
perspective.

Line 1. Research: These studies involve considerati of changing managerial cultures from
those historically based on non-commercial goals tmore market-based approaches.

Llewellyn & Northcott (2005) demonstrate how thetiates and processes of hospital life
“become average” as they are transformed to comyilly the cost accounting average and to
indicate how the average is being promoted as ¢ fior hospitals to aspire to. The paper tracks
the complex processes that create the hospitalerbge cost. Llewellyn & Northcott (2005, 557)
identified 10 different influences on reported sostnd grouped them into four categories:
differences in costing approaches, variations ideulying clinical activities “legitimately” related
to patient needs, issues of information quality fmdth, the “efficiency” in clinical coding, in ¢h
counting activity and in the data collection capaaf information systems. The key argument of
this paper is that hospitals are more average plasea consequence of the introduction of
Healthcare Resource Comparisons. This “averagermssaés about in several ways as peoples’
behaviour and organizational practices are moulsiedas to fit into categories. (Llewellyn &
Northcott 2005, 578) Will “averageness” raise stadd in hospitals is a complex question that the
study did not set out to answer. The governmerrigldelieve that funding on the basis of average
costs will intensify the trend of increased prodiitt, however it may deter clinicians from
meeting the very expensive care needs of partipaaents. Also there may be a trade off between
productivity and innovation and the extent to whtients may benefit from more standardised
care is unclear. (Llewellyn & Northcott 2005, 580)

Line 2. Research: These studies consider how MCSrtdeliver information down to operating
managers to enable them to take more effective ds@ns related to resources and capabilities,
while providing a way for top management to integrée operations with strategic priorities.

Soin, K., Seal W & Cullen J. (2002) use the insiitoal theory to interpret the role of management
accounting in organizational change, the paperrtepmn the longitudinal empirical study of the
implementation of an Activity-Based Costing (ABG)stem in the Clearing Department of a UK-
based multinational bank. The aim of the resewm$ to offer an insight into the development and
implementation of ABC in the bank in an attemptiedve into the processes of management control
and to link them to the social processes occutbimity inside and around the organization. (Soin et



al 2002, 252) The study focuses on the intra-omgdmnal aspects of change, although
consideration was given to the broader institutiotimmensions since these form part of the
cumulative institutional context in which the intbeganizational processes of change operate. In
this context, despite the fact that a more comrakrsid competitive environment had emerged in
UK banking, and the introduction of marketing coptsehad led to greater awareness of both
“products” and customers, these developments wene recent in terms of organizational culture.
Soin et al (2002) used Burns & Scapens (2000) tltiebotomies to interpret the role of
management accounting in organizational changesdtigee dichotomies related to: formal versus
informal change: revolutionary versus evolutionatyange: and regressive versus progressive
change.

Collier, P. M. (2001) describes the introductionnadinagement accounting change in the form of
local financial management in a police force, Wslrcia Constabulary, using an ethnographic
study. The study explains how the devolution ofdmid in West Mercia was accompanied by a
shift in power that helped to reconcile the intesed those pursuing a legitimating accountability
with those who prioritized operational policing.€lbtudy applies institutional theory to understand
the context, process and consequences of the uatiod of devolved budgeting systems to the
organization. The paper makes two contributionsstitutional theory. First, is the development of
understanding of relations of power, particularlyere interests coincide and shifts in power are a
by-product of legitimating processes. Second, issgplanation of how loose coupling can take
place through accounting, in which a devolved budge satisfy both institutional and technical
demands.

Line 3. Research: The third theme of accounting chrage research involves considering MCS
as a unifying language and a way of thinking that ssists in developing networks across the
organization and of identifying and managing potentl interdependencies between parts of
the organization.

Briers and Chua (2001) seeks to illustrate howrgarisation’s accounting system can be changed
by a heterogeneous actor-network of local and ¢jlatt@rs and actants. The aim of their paper is to
use actor-network theory to illustrate how netwask$ieterogeneous machines, boundary objects,
local actors and cosmopolitans can change an @a@@m’'s accounting and productive activities.
In addition, the focus is on the role of differeyppes of boundary objects, that is, devices that ar
able to mediate different actor-worlds. The largesearch questions which the current project
addresses is — how does accounting change occunooe precisely, how is change enacted.
(Briers & Chua 2001, 238) The study illustratest ttlaange is the outcome of many, varied and
fluid interconnections between local and cosmoanlibetworks of actors and actants. The change
has also several implications for the concept oénag. First, they study shows the extra
organisational origins of internal accounting clends a result, in today’s time-and-space-
compressed postmodern world, change at a spettéiongay be influenced not just by the actions of
local managers but by factors far away. Change, veasa particularly heroic affair. They concur
that company’s new managing director was an impbrdéement in the change process. But this
element is necessary, but not sufficient for charige occur. There need to be other
actors/sponsors/allies that are located withinltleer reaches of the firms. (Briers & Chua 2001,
264)

Quattrone & Hopper (2005) analyse the effects gflémenting an Enterprise Resource Planning
system (ERP) upon management control in two multinal organisations. The paper questions
whether contemporary theories of control satisfdgtaepresent relations between entities in a
MNO, especially when ERPs purporting to eliminatistahces through integrated real-time



information systems are implemented (Quattrone &péw 2005, 738). The two case studies
describe contrasting journeys toward organisaticarahitecture and order when implementing
ERP. Each MNO adopted different strategies, whi@suited in different configuration,
implementations, and usages of SAP. In one orgamisthe ERP reproduced existing structures
and distance which permitted conventional accogntiontrols based on action at a distance to be
maintained. The second organisation used ERP tapsa distance through real-time information
in a matrix structure. This did not increase cdis@#ion but rather produced constantly changing
logic of control and managerial feelings of “miniiise control. (Quattrone & Hopper 2005, 735)
The research issue in large organisations is reottilying where centres of power and control do
and should reside but rather tracing how controtiated to integration and establishing order into
work activities. This is a complex process invotyimscriptions, translations, beliefs, mediation,
accounting, and information processing technolodi@sattrone & Hopper 2005, 760-761)

Line 4. Research: These researches involve identifig how a lack of attention to industrial
relations issues can be an impediment to employingCS to effect change.

Ezzamel, Lilley & Willmott (2004) examine the caibtion of inscriptions (particularly new
accounting measures) to a process of transforniagethos and operations of “Britech”, a high-
tech division of a major British manufacturer. Fsiolg upon the emergence of diverse written
performance measures in Britech they seek to exaitia potential of writing for establishing
inscriptions that are generally presented by maisagéney suggest three specific implications of
the intervention of new inscribed measures in asgdions. First, the power of new inscriptions can
become manifest in the construction of new agents rrew organisational methods. Secondly,
inscribed measures facilitate the development aradtenent of new powerful metaphors that have
the capacity to underpin new organisational “visidrhirdly, written measures are at the centre of
power/knowledge relations. The writers point owatttim assessing the impact of inscribed measures
on the functioning of Britech, it is important tpeciate the difficulty of isolating the effects o
writing from changes in industry and market comdif. The introduction and influence of
inscriptions have to be located within the widelitmeeconomic and institutional contexts of their
application.

Chenhall & Langfield-Smith (2003) examines the ekt which a manufacturing company used
performance measurement and a gain-sharing rewatelns to achieve strategic change over a 15-
year period. The study has three main aims. Rirstdds to the limited research examining the
effects of performance evaluation and compensaatremes at the shop-floor level. Second, the
research studies the evolution of control systewes dme. Third, the study employs theories of
trust to gain insights into how synergies or incaditplities between trust and control systems may
affect organizational performance. (Chenhall & Lialg-Smith 2003, 119) The study examines
the initial impact of the gain-sharing scheme iem@oming inherent hostility within the workforce,
its continued success in improving performance, tamally its limitations in sustaining ongoing
strategic change after ten years of apparent ssictégy also analyze the subsequent adoption of
additional mechanism, based around team-basedigisc to sustain employee effort to achieve
strategic change. Chenhall & Langfield-Smith (2008¢d theories of trust to explain the evolution
of gain sharing and structural arrangements imthaufacturing company. Alternative theoretical
perspectives may also contribute to explaining éhpbenomena. For example, agency and
motivation theories provide potentially powerfuktietical bases to examine MCS and trust in
organizations. Chenhall & Langfield-Smith (2003, 7)13concludes that consideration of the
organizational context appears to be importantndeustanding the relationship between trust and
MCS. In the case company gain sharing and orgaoimdttrust worked well when the operating
situation was rich in opportunities. As the contddcame more turbulent, this combination



appeared inappropriate and management introdudédnaraged teams to encourage personal
trust. The continued use of gain sharing as thedébreward system was inconsistent in this setting.
More open flexible social controls may have beemarsuitable to developing personal trust and
cooperative innovation.

The existing literature has, in the main, adoptedaggregate level of analysis drawing on
approaches that incorporate a number of perspsctueh as institutional theory, actor network
theory and boundary objects, and theories from ipleltdisciplines including economics,
operations management and human relations. (CHefhalske 2007, 607) Chenhall & Euske
(2007) confirms that the view of some prior studieat an appreciation of the role of MCS and
change requires a study of the long-term (eg. BhimB993: Dent, 1991). The impediments to
induce change by providing relevant informationofgerating managers include systems design
difficulties, such as overly complex design, scapeep or lack of compatibility between local
systems. Chenhall & Euske (2007) suggests thatgimgvinformation to help facilitate change at
the operational level and the provision of inforimatto senior strategic decision makers can be a
difficult task. To effectively employ MCS to dev@lmetworks it is necessary to pay attention to the
training and socializing modes of change that aseltial in shifting managers’ mindsets. They
point out that existing literature has examined leyge commitment at an aggregate level.
However the issue of individual commitment to M@Silitated change is also important.
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2. THE PURPOSE OF STUDY AND RESEARCH QUESTIONS

Research objective is the evidence of the reseascliear sense of purpose and direction
(Saunders, Lewis & Thornhill 2003, 25).

The study examines the role of management accoungjrn the strategic change.

The aim is to analyse the role of management adcmutand the management control systems) in
the strategic change situation in two Finnish casapanies. The literature emphasizes the role of
management control system as a mechanism that dsgitategic change but empirical studies
have not addressed the way in which managementhisesanagement control system to engage in
strategic change directly. This study will addresss management uses the management control
systems in the strategic change

Research questions drive research. The first stepsearch is wrestling with problems. A useful
strategy to get hold of the research problem &stoquestions. Good questions have the following
characteristics:

1. They express relationship(s) between two (or meaenbles.
2. They are clear i. e. what is asked is understood.

The advantage of expressing relationships betweenbles is that they can be tested. The initial
research problem is often rather vague and ger(&@hauri & Gronhaug 2005, 44-45) The research
problem of this study is temporary and will develapen the study proceeds.

How does management accounting emerge and work in strategic change?

The focus of this main research question is toyameahow managers (and other people) use
management accounting systems in organizationsgatrategic change.

3. METHODOLOGY

The methodology adopted will shape the researcbegsand the research findings to a far greater
extent than will the research methods. Methodolmflects the ontological and epistemological
assumptions of the researcher whereas methode@wadary concerns around the techniques used
for data collection. (Llewellyn 1993, 233)

3.1 The research method — a case study method

The research method of this study will be a casdystCase study research is particularly useful
when the phenomenon under investigation is difficollstudy outside its natural setting and also
when the concepts and variables under study afeulifto quantify. Case research refers to
gualitative and field-based construction and anslyscase studies. The case method is not suitable
for all types of research. It is the research pwbhnd the objective that decide whether the case
method is suitable or not. (Ghauri & Gronhaug 200B}-115) The case method is often preferred
approach when “how” or “why” questions are to bewa@red, when the researcher has little control
over events and when the focus is on current phenomin a real life context. Quite often it is
stated that the case study method is used whenamétw study a single organization. However, it
is equally possible to study a number of orgaroseti (Ghauri & Gronhaug 2005, 116) The study
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at hand will be a two-case study. The longitudihab-case study contrasts events in two
organisations. Contrasting and comparing two cadestrates and explains organisational and
human properties which qualify the different outesmin the development processes of the
managerial constructs. (Puolaméaki 2004, 24)

Case studies have become a popular method in aoeguesearch, and accounting case studies are
to be found in a wide range of research journa®©011999 24 % of the papers used case study
research methods). It is important by recognisimat tase studies can be used in a variety of
different ways in accounting research. Descriptoase studies describe accounting systems,
techniques and procedures used in practise. A nuafbeompanies may be selected as cases to
describe different accounting practices or the lsiity of practices in different companies.
Descriptive case studies are useful in providirfigrimation concerning the nature of contemporary
accounting practices. (Scapens 2004, 259) The dtipers of case studies are illustrative case
studies (illustrate new and innovative practicegetigped by particular companies), experimental
case-studies (examine implementation problems aatu&e the potential benefits), exploratory
case studies (to explore the possible reasonsaiticplar accounting practices and to enable the
researcher to generate hypotheses that can bd)tasi# the explanatory case study (to explain the
reasons for observed accounting practices). Howasethe Scapens (2004, 260) point out the
distinctions between these different types of catsdies are not necessarily clear-cut. This study
will include some points from descriptive, experittad, exploratory and the explanatory case-study

types.

There is one distinction, which needs to be cldetinction between positive and interpretive case
studies. The interpretive case study views the dvasl socially constructed and subjective. It means
that researcher seek to interpret accounting witkierganisational, economic and social contexts.
Interpretative case studies require an in-deptherstdnding of the company being studied.
(Scapens 2004, 260-261) The interpretative reseguelstion tries to understand of the meaning
and roles attributed to accounting. It also tnamalyze the accounting endeavour in the critically
and the potential for radical accounting change #mdd, it inquires the situated nature of
accounting tracing its special and temporal trajees. (Llewellyn 1993, 232-233) This case-study
will be the interpretative as the aim of researdhdp develop an in-debt understanding about the
organisations (example their physical flows, finahflows, regulations, co-ordination and control
system issues).

Case study research is useful method to studyior$dtip between MCS and strategy formulation
and implementation. The aim of case research isnaoessarily to identify the best fit between
MCS, strategy and other variables, but to studyinkteractions between MCS and strategy. Case
studies can allow a wide range of controls to bdistd including those that are difficult to measure
with surveys. (Langfield-Smith 1997, 221) LangfiSdith (1997, 224) concludes that the case
approaches provide little evidence about the sjeyipes of controls that suit particular stratsgie
However, the case studies provide valuable insigiitshow MCS may assist in the formulation
and implementation of strategies. Case studies baea criticized for their lack of generalizability
and their inability to provide a body of accumuthteowledge.

3.2 The research process

Keating (1995) has developed the theory developnfiemhework for classifying case studies

according to research scope. His aim is to helpiaoaase the readers understanding how case
study research contributes the growth of knowleédgeanagement accounting. The research scope
of a case study may be identified with one (or mhofethe three stages of the theory development
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process — theory discovery, theory refinement, #mebry refutation. The stages of theory
discovery, theory refinement, and theory refutatimovide relatively natural categories for
classifying case study research. The researcheslygocus their attention on one of the three
stages, although some case studies span more tieastage of development. (Keating 1995, 67)
Theory discovery studies are appropriate when desgrnovel phenomena or when searching for
new perspectives to resolve existing theoreticalnzadies. It should establish how the findings
complement, corroborate, or refute related programeesearch. Researchers should inform the
reader about the present knowledge gaps and uwmeglsplzzles. The section on suggestions for
future research should indicate the most likelytra&ps to take in advancing knowledge in this
research domain. (Keating 1995, 70) Theory refinrdnresearch represents the middle ground
between theory discovery and theory refutatiorreliewing the body of management accounting
cases, we find the types of theory refinement cakethose that illustrate a theory’s capacity to
illuminate a phenomenon in new or better waysgthative case study) and 2) those that specify the
theory by adding greater precision to theoretigastructs and propositions, and rendering the
theory into a refutable form (Specification casedsts). Theory refutation case research is designed
to disconfirm well-specified theories by bringinggative evidence to bear or to offer counterpoint
readings of previous case-based interpretatiorsat{Kg 1995, 69)

3.3 Data collection methods

Case study data are frequently collected by meltipeans. These include qualitative methods, such
as personal interviews, personal observation aadltgtive descriptions of a company, its markets,
products, competitors, technology, systems, ete @hantitative data sources should also be
incorporated. (Kaplan 1986, 442) The multiple dedarces used to prepare case studies permit a
variety of factors to be captured in the descrigtimaterial. The researcher needs to understand
more than just accounting issues. The phenomeng counted for —production, marketing,
R&D, administrative activities — must be describad some detail. Patterns of reporting
relationships, decision making, and control musbabe captured if we are to understand the
context within which the accounting system is fuming. (Kaplan 1986, 445) The researcher’s
aim is to gain in-dept understanding about the mimgdions using interviews, participant
observation (if possible) and descriptions of a pany. The use of questionnaires as a means of
collecting information from the research sites Isogpossible. A broad literature review will be
included in the research. Intra-firm relationsh{psysical flows like production & distribution,
financial flows, regulation, co-ordination and cmhtissues) will be described in order to
understand the context in which the accountingesysiperates.

Interview

The management accounting literature contains abrumf multi-method field studies combining
questionnaires and interviews. (Ahrens & Chapmai62822). The research interview is a general
term for several types of interview. Interviews nisey highly formalised and structured (structured
interviews), using standardised questions or thay e informal and unstructured conversations
(semi-structured or unstructured interviews). (S#uwa et al 2003, 246) Semi-structured and
unstructured interviews are used in qualitativeaesh in order to conduct discussions not only to
reveal and understand the “what” and the “how” &lgb to place more emphasis on exploring the
“why”. (Saunders et al 2003, 248)
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Observation

Qualitative case studies hold greater potentialojpen-ended interaction between the researcher
and researched. The researcher has less contralheveesearched, but has the opportunity to learn
from their unprompted actions. This means thataet®r can never exclude an observer effect.
(Chapman 2006, 825) Observation involves the syatienobservation, recording, description,
analysis and interpretation of people’s behavi®te observation is particular useful if the reskarc
guestions and objectives are concerned with whaplpedo because it helps to discover this by
watching them when they do it. Saunders et al (2@23) examines the two different types of
observation: participant observation and structuiaservation. Participant observation is
gualitative and emphasizes discovering the mearnimagpeople attach to their actions. By contrast,
structured observation is quantitative and is noorgcerned with the frequency of actions.

Qualitative case studies must achieve “fit” betwéssory, methodology, hypothesis, method, and
domain in order to contribute to the literaturd.ifdicates a successful conclusion of the prockss.

good study is the outcome of ongoing theoreticabs&ioning together with redefinitions of the

concepts used within qualitative methodology, tlevelopment of new and discarding of old

hypotheses, changes to the method, and redrawintpjeoboundaries of the field. (Ahrens &

Chapman 2006, 827)

4. THEORETICAL BACKGROUND

In the case studies theories are used to explaereations (Ryan et al 2002, 149). Explanation
often happens with reference to multiple theorfsréns & Chapman 2006, 823). Existing theory
assist case study researcher to identify apprephgpotheses from the case study. Case studies
seek to apply theories in new contests. The theotikely to be refined and/ or modified and
through this process the theory is generalizedhSugrocess could be described as theoretical
generalization. (Ryan et al 2002, 149-150) Theeetao forms of theoretical generalization. In the
first, case studies in new or different contests @sed to generalize the theory to a wider set of
contests. In the second, theory is used to extemadpplicability of the case study findings to othe
contexts. (Ryan et al 2002, 149)

4.1 Contingency theory

Contingency theory has been an influential framéwarorganizational research for nearly two
decades. In the broad terms contingency theoryesigghat the effectiveness of organizations is a
function of the fit between their structures ane &mvironment in which they operate. (Duncan &
Moores 1989, 89) Early empirical work can be chemémed as testing of simple unconditional
associations among variables in the contingency emod central concept of contingent
propositions is fit and it is identified at leaktee different conceptual approaches to fit: selact
interaction, and systems. All the accounting steidieave adopted selection or interaction
approaches to fit. (Duncan & Moores 1989, 90-91)

4.1.1 Contingency theory in the management contr@ystem research

Contingency-based research has a long tradititimeirstudy of management control systems (MCS)
and the recent contingency-based research hagleoadithe relevance of strategy related issues to
the design of management control systems. (Che208lB, 127) Variety of contingency theories
may be used to explain and predict the conditiondeu which particular management control
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systems will be found or where they will be ass@dawith enhanced performance. The concepts
and ideas from organizational theory continue twvjole a coherent and rich foundation to examine
traditional and new management control systemsinvitbntemporary settings. Much can be gained
in understanding the implications of contemporalgments of environment, technology and

structure to the design and implementation of mameant control systems by considering the
insights provided by early organizational theori@Shenhall 2003, 157) The contingency-based
research predicts that certain types of MCS willnbere suited to particular strategies (Chenhall
2003, 150). Langfield-Smith (1997) presents anyamislof research that examines the relationship
between specific aspects of MCS and strategy. Héyses empirical contingency research and
findings of case study research.

4.1.2 Methodological limitations and contributionsof contingency research

A criticism of contingency-based research is thdtas relied on traditional, functionalist theories
and has not applied more interpretive and critidalvs. Alternative approaches, derived from
sociology literature, have been used in MCS reser@rovide this interpretive and critical focus.
The strength of alternative approaches is that ey the potential conflict between individuals
and groups and how MCS may be implicated in thésggles. Baxter and Chua (2000) provide a
review of the various streams of sociology thatehbgen used in management accounting research.
An important issue is whether “alternate” theorigls MCS research can be combined with
traditional, functionalist models. While these phgans have different theoretical and philosophical
bases, some researchers have used contingencyidaasdo develop convergence between these
approaches. Caution must be directed at any apprpacviding some unification between
functionalist and “alternate” approaches. Literatexamining MCS from various organizational,
economic and psychological perspectives assume thgatstudy of MCS is conducted within
situations what can be well specified and undetst@ociological approaches use a variety of
theories to understand organizational settingsahabften so ill structured that regularities aann
be meaningfully represented. (Chenhall 2003, 160)

The relationship between MCS and strategy covdr®ad range of perspectives and methods. In
particular, in the contingency studies the intagratof the available evidence is hampered by
certain aspects of the research designs. (Langfieidh 1997, 225) Example, contingency theory
led the researcher to expect that any lack of étween an organization’s structure and its
environment would undermine its effectiveness (um& Moores 1989, 94). At the method level
the lack of fit residuals have the potential toyxe a more informative and appropriate method for
analyzing contingency theory fit propositions. Dan& Moores (1989) illustrate the application of
residual analysis methods in accounting contexeyTieport details of a study that examined the
interaction of organizational structure, environtnand effectiveness. The conclusion from their
study was that the residual method has potentialadelling fit in future management accounting
contingency theory studies. The residual methodesgmts a development in test methods that
enables the conceptual progression beyond theelitabnceptualizations inherent in accounting
based studies that rely upon selection approachds. it permits interaction approaches to be
adopted and will even facilitate movement to mamplex models that are consistent with systems
concepts of fit. (Duncan & Moores 1989, 101)

Some methodological limitations relating specifigailo empirical research that addresses the
relationship between MCS and strategy need to heidered:
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Operationalizing management control systems

The variation in the number and type of controlat thave been researched makes it difficult to
develop a coherent body of knowledge. The impomgsiinction between the existence and the use
of controls was not acknowledged in many reseatadies surveyed. For control systems to

support a certain strategy, it may not be sufficiiem certain controls merely to exist. It can be

argued that the appropriate orientation for exangjréontrols is their use and importance to key
decision makers. (Langfield-Smith 1997, 226)

Measuring effectiveness

Simons (1987) defined effectiveness as financiafopmance it can be argued that this is not
always appropriate definition. If the measure déetiveness is not appropriate for all the firms
studied, then the results of analyses must beprgerd carefully. There are many possible
performance dimensions that are critical in meagutine success of a firm, requiring a subjective
approach to be taken in measuring effectivenessdtield-Smith 1997, 227)

Weaknesses in operationalizing strategy

There are several weaknesses in the way that obsgaroperationalized the strategy. First, strategy
can be measured using several variables. Howewestigdies acknowledged the multi-dimensional
nature of strategy. Second, using certain stratggiologies can potentially result in a circular
research design. Third weakness is that the digiimbetween intended and realized strategy was
not explicitly recognized in all studies. The fdudspect is that some survey instruments did not
recognize the relative nature of strategy, whichyrhave led to inaccurate classifications of
strategic types. A further criticism of methods dide operationalise strategy is an underlying
assumption that managers view their organizatiaesiag the same orientation or focus adopted by
the particular strategic variable of typology. Tdmnceptualization of strategy may be useful from a
researcher’s viewpoint, but may have little rela@amo managers who formulate and implement
strategy. This conflict could affect the validitpdareliability of responses. Also it is important t
recognize that strategy can be an ongoing develof@herocess. Potentially, strategy could be
measured in a number of organizations, which melgeaht different stages in the strategic change
process. Also, the MCS needed to support a paaticitategy may only be partially developed at
the time of the study as the change process magobgnuous or span many years. This would
clearly affect the validity and comparability osearch findings. (Langfield-Smith 1997, 227)

4.2 Behavioural economics and psychology

Researchers examine that in addition of technispéets social and political issues affect to MCS.
The effects of the technical aspects of MCS inlitating change cannot be understood without
considering how the systems respond to the soorstkegt within which they operate. (Chenhall &

Euske 2007, 603) Behavioral economics emphasizes adtually happens, rather than the logical
conditions necessary for things to happen, to @gteea strong descriptive base for economic
research. Factors such as limited information @siog capacity, selective perception, satisficing
rather than optimizing and bounded rationalityhallp explain why individuals behave in ways that
may be inconsistent with predictions based on apsions of rational economic decision making.

(Chenhall 2003, 159)
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The area of psychology has relevance to understgndliCS has provided the basis for some
research over the past 20 years. This researchtteaspted to identify if individual characteristics
such as personality or cognitive style affect thayvindividuals react and respond to different
aspects of MCS. It is possible that personalitytdieec may be important moderators in the
relationship between conventional organizationaitextual variables and the usefulness of MCS.
Concern with individual attributes can usefully bembined with organizational context by
examining the compatibility between individuals aheéir work situation. This has been referred
person-environment fit and person-organisationTiitese approaches assert that environmental of
organizational factors provide explanations of & based on observable events but that
consideration of individuals can enhance predistias they bring a unique interpretation to the
situation. It seems likely that personality, comyatstyle and issues associated with commitment,
trust and organizational justice could help explt#ie way individuals react to information in
different contextual settings, and as such can rmuded readily within contingency-based
frameworks. (Chenhall 2003, 158)

4.3 Practice theory

Ahrens and Chapman (2007, 2) see that accountimgotde understood simply with reference to
its supposed functional properties because it iglicated in the shaping of its own context.
Accounting and organisational objectives are irdpathdent. The emphasis on accounting as a
social and not equally strategic and commerciahrietogy has left an important gap in
understanding of the interconnections between adowy and other organisational practices.
(Ahrens & Chapman 2007, 3). Ahrens & Chapman (200dduce the practice theory in order to
attempt to fill this gap. The practice theoristsdndeen concerned to reflection the ways in which
action relates to aspects of context (seen astamsymlitical, economic, cultural or technological)
When the management control is seen as practicegtbater prominence is given to the
construction and functioning of managerial intemd some of the ways in which they relate to the
situated functionality of accounting. (Ahrens & @hzan 2007, 8-9) In the practice theory a
management control system is seen as a bundlestoddras management control practices plus
material and technical arrangements. Accordingréetice theory the actions are organised around
practical understandings, rules and engagementspé&lceived usefulness of management control
practices and systems is of paramount importancerdsearching management control and
management accounting more generally. (Ahrens &@ian 2007, 10)

The theoretical background of this study will beeontearer as the study proceeds. However the
researcher thought that contingency theory, behalvieconomics (and psychology) and practice
theory could be useful theories. Contingency thdwips to explain the conditions under which
particular management control systems will be foandhe fit between certain types of MCS and
strategies. The organizational theory provides dagion to examine traditional and new
management control systems within contemporaryngstt(elements of environment, technology
and structure). The social issues are importardusecthey explain how the systems respond to the
social context within which MCS operates. Behai@@nomics emphasizes what really happens.
Factors such as limited information processing ciya selective perception and bounded
rationality explain why individuals behave in wapat may be inconsistent with predictions based
on assumptions of rational decision making. Becaihs& study examines how managers use
management accounting systems in organizationsdatrategic change the behavioral economics
will be in the central position to explain findingsConcern with individual variables can be
combined with organizational context by examinihg tompatibility between individuals and their
work situation (person-environment fit or persogaorization fit). As Chenhall (2003) points out
the personality, cognitive style and issues astetiavith commitment, trust and organizational
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justice could help explain the way individuals retacinformation in different settings, and as such
can be included within contingency-based framewdtie practice theory could explain the way
how the action in organizations relates to aspafct®ntext. The greater prominence is given to the
situated functionality of accounting and to the stamction and functioning of managerial intent. In
this study the practice theory is useful to expthim interconnections between accounting and other
organizational practices.

5. THE DEFINITION OF CONSTRUCTS
5.1 Management control systems

In the pioneering work of Robert Anthony (1965, tigssic definition of management control was
“the process by which managers assure that respbuape obtained and used effectively and
efficiently in the accomplishment of organisatidrjextives”. Lowe (1971) sees that a management
control system is a system of organizational infation seeking and gathering, accountability and
feedback designed to ensure that the enterpriggsattachanges in its substantive environment and
that the work behaviour of its employees is meabsbrereference to a set of operational sub-goals
so that the discrepancy between the two can becéded and corrected for. This general definition
stresses the role of a management control syste@SjMs a set of control mechanisms designed to
assist organisations to regulate themselves (Aslidopper, Scapens 1991, 48). In their classical
management accounting textboBkst Accounting Horngren et al (2005, 639) gives the definition
to the MCS saying that a management control sygearmeans of gathering and using information
to aid and coordinate the process of making plaprand control decisions throughout the
organisation and to guide employee behaviour.

Chenhall (2003, 129) sees that the definition of3tt@as evolved over the years from one focusing
on the provision of more formal, financially qudiatble information to assist managerial decision
making to one that embraces a much broader scopmfafmation. This includes external
information related to markets, customers, comgegit non-financial information related to
production processes, predictive information aidcad array of decision support mechanisms, and
informal personal and social controls. Simons (1995says that management control systems are
the formal, information-based routines and proceslumanagers use to maintain or alter patterns in
organizational activities.

Variety of control taxonomies have presented, amusicler how they relate to various aspects of
MCS. Conventional view (like contingency-based agsk) perceives MCS as passive tools
providing information to assist managers. Approadiadowing a sociological orientation see MCS
as more active, furnishing individuals with powerachieve their own ends. (Chenhall 2003, 129)
Controls can be classifying as ranging from medtanto organic. Mechanistic controls rely on
formal rules, standardized operating proceduresrantines. Organic systems are more flexible,
responsive, involve fewer rules and standardizedeutures and tend to be richer in data. (Chenhall
2003 131-133) One classification (as part of orgamd mechanistic forms of MCS) is presented
by Robert Simons (1995). Following the work of SmadSimons 1990, 1991, 1994, 1995), several
studies have examined a more active role of MCShm formulation of strategy and the
implementation of strategic change (e.g. AbernefhyBrownell 1999, Bisbe & Otley 2004,
Chenhall & Langfield-Smith, 2003) Simons (19909191994, 1995) presented a series of cases
that contribute to a theory of how senior managens use controls to implement and develop
business strategy. Simons argued that it is notideatification of controls associated with
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particular strategies that are important, but th&ridution of management attention among
controls.

Simons (1995, 63) describes interactive controkhase that senior management choose to monitor
personally. This directs attention towards stratagicertainties and allows managers to monitor
emerging threats and opportunities. The interaatse of MCS represents a positive force as MCS
are used to expand opportunity seeking and learhirmughout the organization. The interactive
use focuses attention and forces dialogue througheuorganization by reflecting signals sent by
top managers. It stimulates the development of ideas and initiatives and guides the bottom-up
emergence of strategies by focusing on strategiemmminties. (Henri 2006, 533) Diagnostic
controls are used to implement intended stratedibese controls measure critical performance
variables, and their management is delegated tbsgtacialists. (Simons 1995, 63) The diagnostic
use of MCS represents the traditional feedback asleMCS are used on an exception basis to
monitor and reward the achievement of pre-estadtigipals. Following a traditional mechanistic
notion of control, a diagnostic use provides mdiovaand direction to achieve goals by focusing
on and correcting deviations from preset standafdserformance. The diagnostic use comprises
the review of critical performance variables to f@nand coordinate the implementation of
intended strategies. It represents a negative forcevo reasons. On the one hand, diagnostic use
focuses on mistakes and negative variances. Owttler hand, the sign of the deviation that is
derived when outputs and goals are compared igsedein the feedback signal to adjust the
process. (Henri 2006, 533)

Diagnostic and interactive controls work simultamsg but for different purposes. While
diagnostic use represents a mechanistic contral tesérack, review and support the achievement
of predictable goals, interactive use is an orgamntrol system supporting the emergence of
communication processes and the mutual adjustniemyanizational actors. (Henri 2006, 533)
Although Simons (1990, 1991, 1994, 1995) framewatskut controls has been very popular there
has been some criticism against it. Example Gr@2@) says, that Simons model under specifies
the relationship between strategic uncertainti@sraanagement controls, underplays the recursive
impact of management controls on strategy formmatand ignores the potential influence of
managerial characteristics on control system design

5.2 Strategy

There is no single, universally accepted definitidrstrategy. The origins of the term strategy go
back to ancient Greece whereby strategos signifiedole of a general in command of an army.
(Horngren et al 2003, 787). Significant body oéidéture has explored the effects of strategy on
MCS and, to a lesser extent, the effects of MCStmategy. A first line of research has emphasised
the effects of strategy on MCS. (Henri 2006, 530k Tconcept of strategy has been generally
examined at a strategic-choice level: market pwsitg: cost leadership versus differentiation and
focus (Porter 1980, 1985); strategic pattern: progp vr. defender (Miles & Snow 1978); strategic
mission: build, hold, harvest and divest (Gupta &viadarajan 1984) or strategic priorities:
customization, quality, flexibility, etc. (e. g. Almethy & Lillis 1995) These conceptualizations
generally take strategy as a given, consider infi@ content perspective and restrict its scope.
(Henri 2006, 530) In these studies, MCS are comsdidor the most part to be strategy
implementation systems and the last step in theategfic management process. This
conceptualization is static and the focus is plagadsuch issues as the presence or absence of
specific systems, their technical properties ardf thesign. (Chapman 1997, 1998, Dent 1987)
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The concept of strategy has also been examinedtaategic-choice level and, to a lesser extent, at
a capabilities level. First, a number of studiesehaxamined strategy at a strategic-choice level:
strategic priorities (eg. Chenhall 2005; Marginsg802) and strategic change (e.g. Abernethy &
Brownell, 1999; Chenhall & Langfield-Smith, 200®)ther studies refer indirectly to strategy at a
capabilities level in terms of innovation or orgeational learning (e. g. Bisbe & Otley 2004, Davila
2000, Kloot 1997). These conceptualizations comsiteategy as being influenced by MCS,
consider it from a process perspective and expendcope to the notion of emergent strategy
(Minzberg & Waters 1985). In these studies the mfleMICS in the formulation of strategy is
recognized as well as their continuous implicatibming the strategic management process. This
conceptualisation of MCS follows a procession apphowhereby the perspective is dynamic and
the focus in on such issues as the dialogue ardation surrounding the use of MCS. (Chapman
1997, 1998, Dent 1997)

Langfield-Smith (1997, 209) presents the threeedgint levels in which the strategy concept is
considered. The first is corporate strategy whiltancerned with decisions about the types of
businesses to operate in, including what busingssasquire or divest, and how best to structure
and finance tha company. Business (or competisteitegies relate to each business unit of the
organization and focus on how individual strategisiness units compete within their particular
industries, and the way that each SBU positionslfitsy relation to competitors. Operational
strategies address how the various functions obtbanization contribute to the particular business
strategy and competitiveness of the organizatiarcofding to Langfield-Smith (1997, 210) much
of the research that studies the relationship batié@CS and strategy focuses on business strategy.

5.3 Strategic change

Burns & Scapens (2000) analyses the change witidlividual organisations, i. e. the intra-
organisational processes of change. They use utistitl theory to develop a framework for
conceptualizing rule-based behaviour and routirgamizational systems and practices, but also
recognizes that rules and routines can change. fidmisework is offered as a starting point for
researchers interested in studying management atieguchange as a process. The institutional
framework presented by Scapens (1994) was not fg@lyi concerned with management
accounting change but Burns & Scapens (2000) egtbitdo explain the management accounting
change. Burns & Scapens (2000, 18-21) present® tHiehotomies which provide ways of
classifying and distinguishing between differeridy of change processes. The three dichotomies
(formal and informal change, revolutionary and evolutionary change, regressive and progressive
change) are presented next.

Formal and informal change

Formal change occurs by conscious design, usualbugh the introduction of new rules and/or
through the actions of a powerful individual or gpo The successful implementation of it may
require new ways of thinking. As contrast the infai change it occurs at a more tacit level, for
example, as new routines adapt over time to chgngperating conditions. The distinction between
formal and informal change is similar to the distion between intentional and unintentional
change. The term unintentional imply that changaas specifically directed, although it may
evolve out of the intended actions of the individuavho are enacting and reproducing
organizational routines. Studies of formally plathirdanges are likely to be comparatively easy to
conduct, while studies of informal processes ofngeaare likely to be much more difficult. It
seems reasonable to expect that top-down managemesunting change will have its initial and
most direct impact on the formal rules, but onlyiragirect impact on the informal processes which
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underpin management accounting routines. The betfjprohange is more likely to have an impact
at a tacit level and to shape informal as wellammfl management accounting processes. (Burns &
Scapens 2000, 18-19)

Revolutionary and evolutionary management accograirange

Revolutionary change involves a fundamental disompto existing routines and institutions,
evolutionary change is incremental with only midisruption to existing routines and institutions.
The term revolutionary is not related to the pattc content of the change (i.e. the particular
techniques, systems, etc.) being introduced, liérdo its potential impact on existing institutso
Recognizing the institutional context of managemaettounting change is essential if potential
difficulties and consequences are to be anticipgians & Scapens 2000, 20)

Regressive and progressive change

Tool (1993) presents dichotomy of regressive and@ssive institutional change. He distinguishes
between “ceremonial” behaviour and “instrumenta€héviour. Ceremonial behaviour emerges
from a value system which discriminates between dwrbeings and preserves existing power
structures. The instrumental behaviour emerges feomalue system which applies the best
available knowledge and technology to problems seeks to enhance relationships. Tool (1993)
adopted the term regressive change to describevioeinavhich reinforces ceremonial dominance,
thereby restricting institutional change and addptee term progressive change to describe
displacement of ceremonial behaviour by instrumeb&haviour. Progressive change can take
place, even where there is ceremonial dominan@ause new technology can incite questioning of
previously dominant, ceremonial values. (Burns &@ms 2000, 20-21)

The framework outlined by Burns & Scapens (2000) ahd particularly the ceremonial-
instrumental dichotomy suggests a need to be &ethe institutional context of management
accounting routines within each organization antéoprepared to question the taken-for-granted
assumptions which underpin existing institutionsctsquestioning offers the potential for pursuing
a more pragmatic, practice-oriented mode of rebearc

The holistic model of change

Huy (2001) presents a holistic model of change citiocuses on both technical and behavioural
issues as they evolve through time. He arguesthigae are four ideal types of planned change:
commanding (formal structures), engineering (worcpsses), teaching (beliefs) and socializing
(social interrelationships). Each type is describgddentifying specific practices and the natufe o
the implementation procedures, including leadersing the pacing of change. Planned change
involves combining these ideal types, deciding lba sequencing. The effectiveness of change
depends on matching these ideal types to suitdhtekt of the organization and the dispositions of
individual involved in change.
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