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Abstract There is an absence of research about what information boards of
directors have access to and how they use that information. The purpose of this
paper is to explore and theorize about the content and use of information to boards
of directors. The paper introduces and elaborates on the concept of ‘board accounts’,
which is defined as the information supplied to boards of directors by top-man-
agement. The paper locates the board accounts in the Swedish institutional setting
and demonstrates how the concept can be operationalized in an empirical setting.
On the basis of a unique material of archived board records in a Swedish company,
the paper explores the board accounts over a period of 10 years (1989-1998). It is
found that while use of the board accounts in the case study company changes
considerably over time, the content of the board accounts remains largely
unchanged. This raises questions about where and when directors receive infor-
mation, the reliability of the information in the board accounts, and recent attempts
to integrate corporate governance and management accounting (CIMA, Perfor-
mance reporting to boards: a guide to good practice, 2003; CIMA strategic
scorecard: boards engaging in strategy, 2005; Seal, Management Accounting
Research 17(4):389—408, 2006). Finally, the paper discusses the merits of historical
archive-based approaches in this field and possibilities for future research.
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1 Introduction

In the past decade or so, the structures and operations of boards of directors have
received increased interest from both academics and practitioners. Problems of
corporate control at the highest level of organizations have been brought together
under the broad concept of corporate governance. Basically, the corporate
governance problem originates from the separation of ownership of an organization
and control over that organization’s operations. Assuming a separation of ownership
and control and a divergence of interests between shareholders and managers, there
is a need to monitor and control managers (Jensen and Meckling 1976; Fama and
Jensen 1983).

The board of directors is paramount in the context of good corporate governance
and in avoiding the corporate failures that have so often been cited in the business
press. Academic research on boards of directors is nowadays abundant in financial
economics (Hermalin and Weisbach 2003) as well as management research (Daily
et al. 2003; Pye and Pettigrew 2005). Much of this research has drawn on agency
theory and examined the impact of specific board variables, such as board
composition and board size on corporate performance (Baysinger and Butler 1985;
Yermack 1996). Other studies have examined board composition in relation to
discrete board tasks often operationalized by specific events. Examples include
occurrences of stockholder suits (Kesner and Johnson 1990) and takeover bids
(Brickley et al. 1994).

Contemporary corporate governance research has shown little interest in
information issues relating to boards of directors. This is surprising, because
seminal studies on boards of directors rated lack of information as one of the main
factors that prohibits the work of boards of directors (Estes 1973; Lorsch and
Maclver 1989). Adequate information is often assumed to be essential for decision-
making. Conversely, lack of high-quality information is an obstacle for boards of
directors to detect problems and irregularities in organizations. Furthermore, given
the increased responsibility placed on the board of directors, both through
legislation and codes of best conduct, it seems likely that board members will
need increasingly more and better information to fulfill these duties.

Accounting researchers, on the other hand, have been increasingly concerned
with corporate governance, although usually from a financial accounting perspective
(Bushman and Smith 2001). The focus on financial accounting has led to research
questions oriented towards the board of directors as the sender of financial accounts.
Examples include studies of board composition in relation to earnings management
or the likelihood of financial statement fraud (Beasley 1996; Klein 2002). Variables
such as the audit process and the impact of audit committees have also been
examined in the context of corporate governance (Cohen et al. 2002; Karamanou
and Vafeas 2005).

However, the board as the receiver and user of accounting information has been a
neglected topic for research. It is difficult to say whether this lack of research is caused
by the implicit assumption that the board only uses financial accounting information.
Despite_the absence of interest from researchers, there is a growing interest from
practitioners and regulatory agencies about the role of information in the work of the
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board. The corporate governance principles of the OECD state that it is a basic right of
the board to receive relevant information about the company on a timely basis (OECD
2004). Furthermore, the Chartered Institute of Management Accountants has started
to address reporting issues to boards of directors (CIMA 2003, 2005).

The purpose of this paper is to explore and theorize about the content and use of
information to boards of directors. In particularly, the paper focuses on the board’s
use of information in performing a strategic role. The focus is consistent with calls
for studies that go beyond the use of accounting information by general managers to
examine how other actors interface with management accounting (Shields 1997,
Seal 2006). It is also consistent with the expressed need for approaches that go
beyond the outer structural characteristics of boards of directors and examine what
really goes on inside boardrooms (Eisenhardt 1989; Hill 1995; Pettigrew and
McNulty 1995, 1998; Huse 2005; Roberts et al. 2005). It is interesting to note that in
spite of the preoccupation of these writers with opening up the black box of the
board, limited attention has been given to the role of information in board processes.
The availability of accurate and relevant information should be viewed as an
integral part of efficient governance by the board of directors.

The paper is organized as follows. Section 2 presents a framework for analyzing
the board as receiver and user of information. Section 3 describes the institutional
context of the Swedish board model and outlines the archive-based method to
collect the empirical data. The case study evidence is then presented and analyzed in
Sect. 4. Section 5 sums up the main findings of the case study and discusses further
on the basis of those findings. Finally, Sect. 6 concludes by summarizing the main
implications of the paper and possibilities of future research.

2 Conceptual and theoretical framework

In this section, a framework is presented that integrates insights from both
mainstream corporate governance research and accounting research. With respect to
the governance literature the paper draws on agency theory, but broadens the
perspective by drawing on the more recent literature about boards and corporate
strategy. As regards accounting, the paper draws on the mainstream literature on
management accounting systems (MAS), but supplements this framework with the
emergent literature about strategic management accounting (SMA).

Section 2.1 starts by theoretically deriving the board functions of control and
strategy. These functions are central in the paper for later theorizing about the use of
information by the board. Section 2.2 introduces and elaborates on the concept of
board accounts, which provides a basis for analyzing the content of the information
supplied to boards of directors. Section 2.3 contains a discussion of the data and
information concepts and provides a set of categories (‘information characteristics’)
for coding and operationalizing the content of the board accounts. Section 2.4 then
provides a set of concepts for analyzing information use. This section also ties
together the previous sections by discussing the interrelationship of board functions,
information use and information content. Finally, the main dimensions of interest
for the empirical case study are summarized.
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2.1 Functions of boards of directors

The main functions of boards of directors in the corporate governance literature
derive from different theoretical perspectives (Zahra and Pearce 1989; Daily et al.
2003). The control function of boards relates strongly to agency theory, which states
that the company’s internal decision system is an important instrument for dealing
with the agency problems between managers and shareholders (Fama and Jensen
1983). Within this framework, companies deal with the problems arising from the
separation of ownership and control by separating the functions of the board from
the functions of management.! The ratification and monitoring functions are
allocated to the shareholders (the board), whereas the initiation and implementation
functions are allocated to top-managers. However, agency theory has overall been
rather silent on boards in the context of strategy and viewed issues of strategy as
belonging to the domain of management. This is likely a consequence of the
exclusion of the board in the early initiation phase of decision-making. The position
taken in this paper is that the strategically involved board must also be active in
generating and initiating strategy.

Strategic restructuring research took an early interest in the role of the board in
corporate strategy. Baysinger and Hoskisson (1990) have provided an important link
between the board of directors and strategy by applying the typology of financial
versus strategic control. Within a system of financial controls, managers are
primarily evaluated on the basis of their performance (ex post) in relation to
financial performance criteria (Goold and Campbell 1987). Within a system of
strategic controls, on the other hand, decisions are evaluated on the basis of their
strategic desirability before the decision has been ratified (ex ante). A basic
prerequisite for strategic controls is that the board has at least some knowledge
about the company’s business operations. The contribution by Baysinger and
Hoskisson (1990) is important in the context of this paper, because it is one of few
corporate governance studies that provide an indication as to what information
boards would use in performing a role in corporate strategy. In practice, the use of
strategic controls means that short-term budgetary controls are supplemented with
longer term performance measures (Goold and Quinn 1990). These measures are
often non-financial and sometimes compare performance in relation to competitors.
Concrete examples include market share and product quality. The use of financial
versus strategic controls by boards of directors has subsequently been applied to
different empirical settings such as technology-intensive companies (Marianna et al.
2006), the market for corporate control (Hitt et al. 1996) and companies in declining
industries (Filatotchev and Toms 2003).

Much of the other research on corporate boards and strategy has focused on
examining various contingency factors of the board’s involvement in strategy. Judge
and Zeithaml (1992) found that the board’s strategic involvement was positively
related to company age, but negatively related to the size of the board and the level
of diversification. Other studies have examined the board’s strategic involvement in

'In:thisspaper;a-conventional-definition-of-management as consisting of a company’s senior officers is
followed (Mizruchi 1983). Management is used to refer to members of the company’s executive team.
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relation to for example interlocking directorships (Carpenter and Westphal 2001)
and a decrease in company performance (Johnson et al. 1993).

In the British context, a number of board studies have adopted a different
approach that attempts to come close to the object of study by examining processes
in and around the boardroom (Hill 1995; Pettigrew and McNulty 1995, 1998; Stiles
2001). Some of those studies have taken an interest in the board members’ role in
corporate strategy. On the basis of data from interviews with UK directors, McNulty
and Pettigrew (1999) concluded that non-executive directors shape both the content
and processes of corporate strategy. A rather similar picture was drawn by Stiles
(2001, p. 646), who concluded that: “The board is largely responsible for setting the
strategic parameters within which strategic activity can take place.”

2.2 The concept of board accounts

Agency theory is often based on the assumption of information asymmetry (Baiman
1990). Agency problems become an issue when there is information asymmetry, in
combination with diverging interests between the principal and the agent. In
situations where ownership is separated from control, managers are assumed to have
access to more information than outside shareholders. The position of the corporate
board in this setting of information asymmetry is quite unclear in the literature
(Sansing and Stocken 2007). Nevertheless, under the plausible assumption that the
board receives at least some information from management that is not accessed by
outside shareholders the simple expression below would hold.

[1(S) < I(B) < 1(M)]

where I(S) is the information set of the shareholders, I(B) is the information set of
the board and I(M) is the information set of management. From an agency
theoretical perspective, the extent to which more information to the board can
reduce information asymmetry becomes an important issue.

However, the main focus of this paper is on the content and use of information by
corporate boards, rather than information asymmetry per se. For this purpose it is
more useful to conceive of the information in terms of the sending and receiving of
different types of accounts. The concept of ‘board accounts’ was developed as a
response to the lack of studies and terminology with respect to information to boards
of directors (Johanson 2006). Board accounts are defined as the information
supplied by top-management to the board of directors. The concept is taken to
include information supplied to the board members prior to the board meetings and
supplementary information provided at the board meetings.

In theorizing about the content of the board accounts (BA), it is useful to
introduce two other types of accounts. Firstly, the financial accounts (FA) which are
defined as the aggregated information contained in a company’s external financial
reports. Thus, the FA represent the information communicated to outside
stakeholders. Secondly, the management accounts (MA) which exist in the
management accounting system and can be used for decision-making and control
at various hierarchical levels within a company.
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Management is commonly viewed as the producer of external financial reports.
Nevertheless, the board members sign the annual report. Corporate scandals in
the US and elsewhere have drawn attention to issues of both increased
management and board responsibility with respect to the financial accounts (Klein
2003). This has had an impact on the discussion also in smaller countries, such as
Sweden. Thus, both top-management and the board should be viewed as senders
of the FA.

Corporate boards in most legal contexts have a right to receive relevant
information about the company from management. In a company with an
organizational structure based on business areas, the executive team receives MA
from the business areas and in turn transmits BA to the board of directors. Although
it is useful for analytical purposes to distinguish between BA, FA and MA, they
likely overlap as illustrated in Fig. 1. The Venn diagram below is only for the
purpose of highlighting the three important concepts. The size and position of the
circles are issues for empirical research.

The research literature on managerial work has stressed and provided evidence
that managers often base their decisions on unofficial information and informal
discussion (Mintzberg 1973; Russ et al. 1990). Hypothetically, this also applies to
the members of corporate boards. More specifically, management could commu-
nicate information to board members outside the boardroom on informal occasions,
such as coffee breaks, e-mail etc. In an early conceptualization of informal
communication, Earl and Hopwood (1980) referred to such information as
‘unofficial accounts’. Furthermore, board members likely obtain information from
external sources. Examples include newspapers and information obtained by
holding board seats in other companies. This information can be referred to as
‘externally obtained information’. Finally, the board members could also obtain
information from other internal sources such as board committees, or in special
situations even directly from sources at lower levels of the organization. If the total
set of information that a board member has access to is referred to as the ‘board
information set’, this information set is usually larger than the information
contained in the board accounts. Following the discussion above, the board
information set (BIS) can be defined as:

Board accounts

Financial accounts Management accounts

Fig. 1 _Three types of accounts
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[BIS = BA + unofficial accounts 4+ externally obtained info
+ other internally obtained info

Figure 2 summarizes the discussion by illustrating the multiple information
sources that board members have access to. In addition to the board accounts,
unofficial accounts are communicated by management outside the boardroom. The
board members can also obtain information from other internal sources and/or from
external sources.

2.3 Content of the board accounts
2.3.1 Data and information

The established main objective of an information system is to provide information
that supports the decision-making process. However, how information is defined
and the point at which data become information is a controversial issue. A common
definition in management research as well as financial accounting is that data are
information only to the extent that they have the potential to affect choice
(Wildavsky 1983; Scott 2006). Thus, more data do not necessarily mean more
informed decisions (Braendle and Noll 2005). Because not all the material provided
to the board members is likely to influence their decisions, it could certainly be
argued that the data concept should be preferred to the information concept in this
setting.

Nevertheless, there are some strong reasons for preferring the information
concept to the data concept. Computer science and infology also relate information
strongly to action. However, it is being stressed that informing may occur without
any decision or informed action taking place (Langefors 1995). The receivers of the
data are informed as soon as they interpret or process the data. Thus, the point at
which processing takes place is critical for turning the data to information.

Other External
internal sources
sources
Info Info
The board
member
(non-executive)
Unofficial Information
accounts Board demand
accounts
Management

Fig. 2 A model of the board member’s information sources
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The material supplied to the board is not raw data. It has been processed and
interpreted by the CEO, the CFO and other members of top-management. This is
generally a sufficient criterion for referring to the material as information
(Langefors 1995; Zins 2007). In fact, according to many definitions in information
science the data in the board accounts would become information even before being
processed by management. This would occur at the point when the data is
contextualized by being recorded by the organization and made part of its
information or accounting system (Capurro and Hjgrland 2003).

Furthermore, the board accounts are produced and transmitted to the board with
the most likely intention of affecting board decisions. Consistent with common
definitions in financial accounting, the intention and potential of influencing
decisions are sufficient for using the information concept. Whether the board
accounts are biased and influenced by managerial discretion is less relevant to its
classification as information. Thus, consistent with arguments and definitions in
both information science and accounting this paper conceptualizes the board
accounts as information.’

2.3.2 Information characteristics

Research about management information systems (MIS) and management account-
ing systems (MAS) have for a long time analyzed information in terms of its
underlying characteristics (Gorry and Scott Morton 1971; Chenhall and Morris
1986; Lederer and Smith 1988; Chia 1995; Bjgrnenak and Olson 1999; Chenhall
2003).

The scope of information systems has been defined in terms of the three
underlying dimensions of ‘focus’, ‘quantification’ and ‘time horizon’ (Chenhall and
Morris 1986). These dimensions have been used to distinguish between ‘traditional’
and ‘broad scope’ information systems, where the latter also comprises information
that is ex ante, external and non-financial. Furthermore, subjective non-financial
information has been used as a concept that refers to information that is not only
non-financial, but also qualitative and judgemental (Ittner et al. 2003; Van der Stede
et al. 2006).

Another commonly used information characteristic is ‘aggregation’. The
aggregation characteristic relates to the summation of information around specific
descriptive objects such as products, functional areas or time periods (Chenhall and
Morris 1986; Datar and Gupta 1994; Bjgrnenak and Olson 1999). Finally, in
discussing the lifetime of information systems, a distinction has been made between
‘continuous’ and ‘temporary’ information systems (Bjgrnenak and Olson 1999). A
continuous system reports on a permanent basis and has a long lifetime, whereas a
temporary system reports on an ad hoc basis and is terminated when a specific
problem has been solved.

2_Becausesthesinformationsconceptissalmost=always preferred in both accounting and management
research, there is also a practical reason for referring to the board accounts as information.
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2.4 Use of the board accounts
2.4.1 The board functions and accounting information

The two main roles of accounting information systems in the mainstream literature
are decision control and decision management (Zimmerman 1997; Horngren et al.
1999). Decision control systems are implemented to ensure that individuals act in
the best interest of the organization. Information is provided primarily ex post to
measure and correct organizational performance. Within the decision management
role, accounting information supports for example the formulation and implemen-
tation of strategy. The value of the information depends largely on the extent to
which it reduces ex ante uncertainty. The problems in empirically distinguishing
between use of information for decision management or control have been stressed
for a long time (Demski 1969; Baiman and Demski 1980). Nevertheless, the
distinction has prevailed in mainstream management accounting research (Naraya-
nan and Davila 1998; Horngren et al. 1999).

The relationship between managerial activities and accounting information
systems has been a reoccurring theme in management accounting research for more
than 30 years (Anthony 1965; Gorry and Scott Morton 1971). It has for example
been argued that the desirability of measuring costs accurately depends on the use of
the cost system (Merchant and Shields 1993). Accuracy and precision are important
when strategies are developed, but less so when implementing strategies. The
usefulness of information in the end depends on its ability to relate to what
managers in fact do (Mintzberg 1973; Jonsson 1998). In the context of boards of
directors, information becomes useful for board members to the extent that it
supports the board functions.

The decision control and decision management roles in accounting relate
strongly to the control and strategy functions of boards. Table 1 matches the board
functions of the corporate governance literature with the roles or uses of information
in the MAS literature.

Functions, use and content are interrelated. The board functions determine how
board members will use information and in turn what information the board
demands from management. In the mainstream literature, financial and ex post
information has for a long time been viewed as the most useful for the purpose of
decision control (Ijiri 1975). Conversely, it has been argued that more broad scope
information should be used for decision management. For some time now,
traditional financial information has been criticized for being reactive and too
aggregated as a basis for decision-making within organizations (Johnson and Kaplan
1991; Kaplan and Norton 2005).

Table 1 Board functions and

. . Board function Use of information

information use . . .
(governance literature) (accounting literature)
Control Decision control
Strategy Decision management
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Nevertheless, it could also be argued that there is a causal chain in the reverse
direction. The information supplied to the board by management determines what
information is used, and the functions that board members can and will perform.
Cyert and March (1963, p. 106) have argued that the information preserved will:
“... determine in large part what aspects of the environment will be observed and
what alternatives of action will be considered.” Thus, in conclusion, the relationship
between use and content of the board accounts is assumingly bi-directional and
complex.

2.4.2 Strategic management accounting and the board

If the board plays an increasingly important role in corporate strategy as argued by
for example process studies on boards of directors (McNulty and Pettigrew 1999;
Roberts et al. 2005), it raises the important question of what information directors
need. Strategic management accounting (SMA) integrates insights from the
literatures of management accounting and marketing management (Hart and
Roslender 2002). The development of SMA is often seen against the background of
the debate around the lost relevance of accounting (Johnson and Kaplan 1991;
Johnson 1994). Although SMA is an ambiguous concept, SMA techniques are often
distinguished by their external orientation (Roslender and Hart 2003). Examples of
specific techniques or measures are attribute costing, competitive positioning
monitoring and customer profitability analysis. Empirical evidence on the adoption
rate of such techniques by companies is, however, rather disappointing (Guilding
et al. 2000). There is also a lack of comprehension among practitioners of the term
SMA. Furthermore, although the information may exist in companies, it could be
present on operational levels of management and may not involve management
accountants (Lord 1996).

More recently, Seal (2006) has made a contribution in discussing the intersection
of corporate governance and management accounting. Seal perceives an enhanced
role for SMA as resulting from the convergence of two narratives: the corporate
governance narrative and the relevance lost narrative. Post Enron, non-executive
directors have an increased need for information about risks and the strategic
direction of the company. The paper by Seal proposes an institutional theory of
agency (ITA) to accommodate the more extensive role played by management
accounting in corporate governance. From a practical perspective, CIMA (2003)
also extends reporting to boards far beyond what is contained in the external
financial reports to include for example a ‘strategic scorecard’.

2.5 Summary

This section has presented a conceptual and theoretical framework. On the basis of
this framework, a number of interesting and specific research questions can be
raised for the empirical case study. From an agency theoretical perspective, the
content of the board accounts is important because of its potential to reduce
information asymmetry. What information does the BA contain? As suggested by
the governance literature on boards and strategy as well as the more recent
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embryonic literature on SMA and boards, the board will need other information for
strategy than for control. What information does the board really use to perform its
functions and why? In terms of use of the BA, how important are financial accounts
in comparison with management accounts, and in particular SMA information?
Furthermore, the likely complexity of the relationship between board functions, use
and content was discussed. How are these concepts related to each other and why?
Finally, the model in Fig. 2 raises the question of what role other sources of
information play. What role does for example the unofficial accounts play in
relation to the board?

3 Research method

The case study was based on the archived board records of a Swedish public limited
company (PLC) over the period 1989-1998. The archived material was comple-
mented with unstructured interviews of four board members and the company
secretary. The interviews took place from December 2002 to April 2004 and
facilitated the interpretation of the board records.

This section starts by describing the main features of the Swedish corporate
governance model. This is useful for positioning the role of the board accounts in a
larger institutional context, and for explaining why the Swedish context is
particularly interesting for empirically studying the board accounts. This is followed
by a discussion of important issues relating to the archive-based research approach
and more specific problems relating to the archived board records.

3.1 The Swedish model of corporate governance

Corporate boards are regulated in the Swedish Companies Act (SFS 2005). The
Swedish board model follows the unitary or one-tier board structure. Thus, there is
no complete separation between the board (governance) and management as in for
example Germany (Goergen et al. 2008). However, the CEO is usually the only
executive that serves as a member of the board. This means that the lack of board
independence in Anglo-Saxon countries that results from having executives as
board members is much less of a problem in the Swedish context. Furthermore,
Swedish company law does not allow the same individual to be both CEO and
chairman (CEO duality).

By international standards, ownership concentration is high in Sweden and
historically two business groups have dominated Swedish industry (Collin 1998,
Lubatkin et al. 2005).> There is a tradition in Sweden of strong owners with a
strategic and long-term interest in industrial development. This is reflected in the
composition of Swedish boards, as large shareholders are often present or at least
directly represented at the board level. Furthermore, employees have a legal right to
be represented on Swedish boards. The number of employee representatives on the
board of directors is usually three. Thus, in total, there are four main categories of

3 The use of shares with multiple voting rights serves to further increase concentration of control.
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board members on Swedish boards: the CEQO, the chairman, the non-executive
directors and the employee representatives.*

Strong and active owners present on the boards of directors implies that the non-
executive directors may be highly involved in issues of strategy. Thus, the Swedish
context may be particularly interesting for examining the role of board members in
corporate strategy. Furthermore, although the importance of external equity markets
has increased during the past two decades, the market for corporate control is
underdeveloped in comparison with the Anglo-Saxon systems of governance (Tson
Soderstrom et al. 2003). In this institutional context of weaker external control
mechanisms, internal control mechanisms such as large blockholders directly
represented on corporate boards become important. However, an active board
usually needs accurate and relevant information to perform its functions. Finally, the
dominance of non-executive directors on Swedish boards would imply a larger
distance between the board and management, which is usually associated with
higher information asymmetry. To reduce this information gap, management
information to boards could be assumed to play an important role.

3.2 The archive-based approach

The role of archival material has been a much debated topic among accounting
historians.” The ‘new accounting historians’ have criticized traditional accounting
historians for a narrow focus on the evolution of technical practices of accounting,
divorced from their context (Miller and Napier 1993). Conventional historians have
met the criticisms by arguing that the new accounting historians are not dedicated to
archival research and retelling the past ‘as it really happened’ (Tyson 1995; Keenan
1998). The prevailing view in contemporary research is more nuanced and stresses
the importance of plurality (Chua 1998). Furthermore, there are examples of studies
that draw heavily on archived material, but yet locate accounting in a wider socio-
economic context (Bhimani 1993; Bryer 2006).

The position in this paper is that company archives can be useful in accounting
studies and business research more generally. In particularly with respect to the
topic of boards of directors and information, where there is a lack of a grounded
body of research. However, there are some considerations and problems with
historical archival research as it relates to this research topic.

Firstly, the archival case study was subject to problems of restricted access, a
problem not uncommon in the study of company archives (Armstrong 1991).
However, in this study it was experienced that the problems were also caused by the
object of study. Generally, it seems to be the case that levels high up in the
organizations are more difficult to access for researchers. As discussed by Pettigrew
(1992), access difficulties remain a source of constraint on all studies of elites
because of strong norms of privacy.

4 Thus, in the stricter sense of independence stressed by the more recent literature and codes of corporate
governance (Keasey et al. 2005), Swedish boards are far from independent.

5 Archival research is commonly used to refer to the collection of a range of data types. Here, archival
researchpispconfinedytogtheystudyyofygenuineghistorical documents obtained in for example company
archives. This is the meaning that historians usually attach to archival research (Tosh 2002).
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Information to boards of directors involves legally sensitive information that is
subject to insider regulation. Furthermore, because many of the board members in
large companies often figure in the business press, it is possible that this type of
studies would be of particular interest to news media. This could make companies
reluctant to grant researchers access to the board records. Access to the material in
this case study was enabled by the use of material that dated some years back in
time. It is well known that once a given material reaches a ‘historical age’, the
sensitivity of the material tends to diminish (Tosh 2002). Access was also facilitated
by the fact that Company Z was acquired by another company in 1999, and no
longer existed as an independent entity.

Shortly after having established contact with company officials, access was
granted to the board records. However, a problem was that company officials
imposed some restrictions in the contract signed. The contract prescribed that
neither the name of the company nor the name of the board members should be
disclosed in any officially available report.® Furthermore, access to all interviewees
was to be mediated by the company officials and the former CEO should be allowed
to read the final manuscript before publication.

Archival research is a circular process (Hill 1993). What you find determines
what you can analyze and what you analyze structures what you will look for the
next time you visit the archive. In total, the company archive was visited four times.

3.3 The board records

The board records consisted of two distinct parts: the minutes of the meeting
(‘protokollen’) and the appendices (‘styrelseinlagorna’). The minutes of the meeting
were chronologically arranged and basically followed the board agenda. The
appendices contained the formal material provided to the board in advance of the
meetings.” This material was usually provided to the board members one week
before the meetings. Thus, the board accounts were visible in both the appendices
and the minutes of the meeting. Although the appendices contained the formal
material supplied to the board, valuable information was also passed on to the board
members at the meetings through face-to-face interaction. This information was
reflected in the minutes of the meeting.

The minutes were also important for studying the use of the information by board
members. The use of a specific information item can be identified through the
documented board discussion and decisions made in relation to the specific item.
However, information sometimes has more subtle uses than instant decision-
making. Information can result in board members revising their strategic beliefs
without leading to an immediate decision. Those revised beliefs may be reflected in
future decisions (Langefors 1995). Thus, what essentially can be obtained from a
study of archived board records is the use as it is captured in the minutes of the

6 Whether or not the identity of the company can be found out by an attentive reader is irrelevant to the
contract. Thus, the publication of this paper does not violate the contract.

”Fhis;partof-the-board-records:corresponds:to-whatis referred to as the ‘board pack’ in the CIMA (2003)
guide to performance reporting to boards.
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meetings. Further knowledge about use must be obtained through other sources,
such as interviews with board members.

In historical research, the distinction between primary and secondary sources is
often based on whether the source is contemporary with the specific event
(McDowell 2002). A main advantage with primary sources, such as the board
records, is that they are not subject to new interpretations of existing facts.
However, the findings may not be readily transferable to current conditions. Thus,
some caution is warranted in drawing inferences about boards of directors and their
information today on the basis of archived board records.

Essential to the modern study of history is a critical attitude towards the sources
and a collection of rules to find out what is likely true (Weibull 1964). A source is
considered tendentious where it cannot be dismissed as authentic, although there is
considerable bias. A source can be biased by for example promoting a particular
perspective (Hill 1993). However, the minutes were not generally made available to
the public. Thus, there seems to be few incentives to consciously manipulate the
minutes to promote a particular perspective or interest.

The company secretary kept the minutes of the meetings and therefore played a
particularly important role with respect to this part of the board records. A problem
with this part of the board records is that everything that was said at the board
meetings was not recorded in the minutes. In some cases, the minutes only stated
that a discussion took place, without specifying the content of the discussion.
Furthermore, board members could request that some statements should not be
recorded in the minutes.®

A problem relating to the interviews is that the period of the study dates back
many years. The interviewees may have a tendency to repress uncomfortable events,
idealizing their own roles and providing ex post justifications for poor decisions.
However, access to primary sources in the form of the board records provided an
important counter check on the validity of the statements from the interviews.

4 The board accounts in Company Z

The case study company was a typical large Swedish company that was
representative of the strong industrial tradition of the Swedish business sector.
For reasons of confidentiality the company is referred to as ‘Company Z’. The
industry of Company Z’s main product was characterized by local operations, high
capital intensity and investments with a long payback period. The market structure
of the industry can be referred to as an international oligopoly, where the largest
eight companies controlled about 75% of the market. Company Z was controlled by
one of the major Swedish business groups and was among the 20-30 largest
Swedish companies in terms of employees and revenues.

The case study report contained 34 information items, which are described and
analyzed in Johanson (2006). The total amount of information in the appendices of

& Accordingstosthescompany-secretary=such-requests were rare, but were occasionally made by board
members.
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the board records was much larger. However, because much of the information was
standardized in format and reappeared on subsequent board meetings, it was deemed
sufficient to illustrate them once. The 34 information items were selected on the
basis that they were considered representative of the overall content of the board
accounts.

The information characteristics that were considered relevant for coding and
analyzing the information in the board accounts were ‘descriptive object’,
‘measure’, ‘quantification’, ‘focus’, ‘time horizon’ and ‘lifetime’. The information
characteristics of the 34 information items are summarized in Appendix A. This
paper is confined to illustrating a few information items, selected on the basis that
they highlight the most interesting findings of the case study.

This section is broadly structured as follows. The first four Sects. 4.1-4.4 present
general evidence about the overall content of the board accounts and what
information the board members used. Sections 4.5 and 4.6 provide evidence of two
special examples of the complex and ambiguous relationship between content and
use of the board accounts. The evidence in Sects. 4.7 and 4.8 is more dynamic in
describing and analyzing how a change in board functions impacted on the board
accounts. The dynamic focus in these sections is useful for tracing the relationship
between content and use over time.

4.1 Financial accounts and external regulation

Generally, four board meetings were held in Company Z in the period of the study
case study: (1) March; annual report meeting. (2) May; constitutional meeting and
first quarter report. (3) August; half-year report. (4) November/December; budget
meeting and third quarter report. Extra board meetings were held only when a board
decision was required with respect to a specific issue, such as for example a merger.

Financial accounting considerations had a significant influence on the agenda of
the board meetings. Each board meeting started with a presentation of the group’s
key financial statements.” More importantly, however, the ordinary board meetings
were always held shortly before the release of a financial report. This reflects the
legally mandated control role of the board with respect to the financial accounts, and
is consistent with the classic argument that reporting periods are influenced by the
reporting cycles of financial accounting systems (Johnson and Kaplan 1991). Thus,
the board meetings were usually held as a response to external regulation. This
could act as a constraint on information use, because the release of a financial report
may not coincide with important economic events, such as an unexpected decrease
in performance. However, the timing of board meetings with the release of financial
reports also meant that there was a minimum threshold for the number of board
meetings held each year.

The board was on a regular basis supplied with traditional financial statements,
such as the balance sheet, income statement and cash flow statement. The important

°—Althoughsthe-EFO-attended-most-board-meetingssto present the statement of accounts, he was not a
member of the board and had no right to vote.

@ Springer



358 D. Johanson

role of the board with respect to the financial reports is evidenced by frequent board
discussions about the principles underlying the financial accounts.

The issue of how to account for credit losses was raised by one of the board
members. Referring to the credit losses of MSEK 40 in ‘Nyckeln Holding’ and
‘Mobilia’, he questioned from a technical point of view the appropriateness of
accounting for the losses as extraordinary costs. (February, 1991)

At the board meeting in February 1989, the CFO presented a summary of
Company Z’s main products as illustrated in Table 2.

This item has the characteristics of ‘traditional scope’ accounting information. A
summary of products and income in the format above was presented to the board at
almost every board meeting. It can therefore also be viewed as part of a continuous
information system. With the exception of the last column, this information was also
disclosed in the financial reports.

4.2 Disaggregated and ex ante information

At the board meeting in December 1995, the budget for 1996 was presented to the
board. The CFO initially stated that it was mainly three factors that had impacted on
the budget. These were an appreciation of the Swedish currency, improved
operating margins and an increase in the burden of taxation. An extract of the
budget for 1996 is shown in Table 3.

The budgets were an important part of the management accounts contained in the
board accounts. By providing information on the basis of each country, the level of
aggregation was lower than in the financial accounts. The financial reports only
disclosed income at the level of each region. Thus, it seems that even at the high
hierarchal level of the board it was perceived that less aggregated information was
useful. This is consistent with criticisms of the high level of aggregation of financial
accounting and calls for improved board reporting (CIMA 2003).

Table 2 Summary of products and income (item 3)

Summary of the Operating income/income after financial items (in MSEK)
group’s products

1987 1988 Change Change in %  Deviation from

in MSEK estimate 3rd quarter
Product A 806 1,080 4274 +34 +21
Product F 151 182 +31 +21 +3
Product U 99 72 =27 —-27 -3
Other products 59 1 —58 —98 —28
Operating income 1,115 1,335 +220 +20 -7
Net interest —61 —102 —41 —67 +27
Exchange rate adjustment —40 —83 —43 —108 —20
Income after financial items 1,014 1,150 +136 +13 0
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Table 3 Budget per country (item 26)
Budget for the group Operating income (in MSEK)
per country
1994 Estimate 1995 Budget 1996 Change
1995—-1996
Sweden 533 600 619 20
Denmark 54 73 76 3
Finland 164 212 247 35
Norway 162 189 177 —11
Cryo 25 48 46 -2
Other companies -3 16 4 —12
Indirect costs —13 —26 -20 6
Sum Nothern Europe 923 1,111 1,150 39
Germany 294 324 337 13
Netherlands 69 45 43 -2
United Kingdom -33 —-20 —12 8
Sum Continental Europe/US 775 871 997 126
Brazil 276 160 202 42
Mexico 35 —1 —11 —-10
Venezuela —44 37 34 -3
Sum Latin America 455 383 394 11
Costs common to the group —460 —437 =515 —78
Sum group 1,693 1,928 2,026 97

Budgets were naturally not disclosed in Company Z’s financial reports. Fear of
litigation and commercial value to competitors generally deter management from
disclosing this type of information (Johnson et al. 2001). Thus, board members’
access to ex ante financial information in the form of budgets highlights an
important information asymmetry between the board and the external stakeholders.

This information was often used for decision control by comparing budgets with
actual results (Baiman and Demski 1980; Narayanan and Davila 1998). The board
members used the information to ask probing questions about causes of deviations
from the budget. At the board meeting in December 1996, it had become clear that
the budget for 1996 would not hold. The budget deviation was large (MSEK 461)
and this triggered a number of questions and comments by the board members.

... one of the non-executive directors remarked that it should have been
possible for management to anticipate the increase in depreciation costs in the
forecasts. Finally, the chairman concluded the discussion by stating that this
was not an acceptable result. However, because large cuts in costs had already
been made, it is not possible to further press down the cost level. Therefore, it
seems necessary to consider the overall structure to improve the result.
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4.3 Subjective non-financial information

The written information provided to board members before the meetings was
supplemented with verbal information at the meetings. This information, although
not captured in the information items, often gave meaning to the written information
and led to board discussions.

Examples include statements about the expected development on various markets
and the expected performance of company’s main competitors. Because the verbal
information often contained management’s expectations, it was highly subjective.
Verbal information was important both in relation to information from the financial
accounts and the management accounts. The importance of the verbal information
points towards the necessity of defining information to boards of directors broadly.'®

At the board meeting in February 1989, the presentation of the group’s income
statement was followed by comments from the CFO.

The CFO referred to the entry ‘exchange rate adjustment’ and remarked that
the increase from MSEK —40 to MSEK —83 was mainly the result of changes
in the exchange rate for US-dollars. The entry ‘extraordinary items’ consisted
of a capital gain of MSEK 115 resulting from the sale of real estates in Finland
and Austria. Furthermore, the value of two German companies had been
written down by MSEK 40.

The importance of verbal accounts is also evidenced by the board members’
reliance on the judgement of management, in particularly with respect to risks. This
is exemplified by the two extracts from the minutes below.

One of the non-executives asked about the risk of further decreases in the price
level. The CEO explained that the risk was low, because only a few of
Company Z’s products were price sensitive. (March 1992)

Before the investment was ratified by the board, one board member asked how
the CEO assessed the future economic and political development of the
country. The CEO replied that the development seemed stable. The economy
was strong and the level of inflation was comparatively low. The investment
proposal was subsequently ratified by the board. (May 1990)

At the board meeting in May 1994, the situation in Eastern Europe and Russia
was discussed against the background of the acquisition of shares in the Russian
company BKZ. Interestingly, there was no material in the appendices that related to
the acquisition. However, one of the non-executives expressed some concern about
risk exposure in Russia. This board member argued that risk exposure in Russia
would increase from MUSD 1.5 to MUSD 10 after the acquisition of BKZ.
Subsequently, the chairman asked the regional manager how he assessed the risk
situation in Russia. The manager gave an answer which indicated high risks on the
Russian market.

'*_Fhis-is-an-important-reason-for-preferringthe-more inclusive concept of ‘board accounts’ to alternative
concepts, such as ‘board accounting information’.
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There is a great potential, but uncertainty about the future and not least the
political development is so considerable that it is barely meaningful to make
forecasts about the risks. To somewhat limit the risks, Company Z should not
invest further east than Moscow.

In spite of the uncertainty, the board accepted that Company Z acquired 89% of
the shares in the Russian company BKZ.

Thus, in terms of the board members’ use of the board accounts, qualitative and
judgemental information was important. This information is commonly referred to
as subjective non-financial information (Ittner et al. 2003). The importance of trust
as a parameter in the work of the board has also been stressed by process-oriented
governance studies (Pye and Pettigrew 2005; Roberts et al. 2005). As was illustrated
by the example above, the board often relied on the judgement of management in
reaching a decision."'

4.4 Corporate strategy and the board of directors

At the board meeting in August 1995, information was provided to the board about
Company Z and its competitors on different markets in Europe. This information
related only to Product A and is illustrated in Table 4.

The information item is external and shares characteristics with the type of
information commonly referred to as strategic management accounting (SMA)
information. Competitor overviews like item 25 were supplied rather frequently to
the board. Some of the competitor overviews contained financial information such
as costs, P/E ratios and EPS, whereas others contained non-financial information
such as market shares. The abundance of competitor overviews can at least partly be
explained by the industry of Company Z. The market structure of the industry was
characterized by a small number of large actors. This meant that it was highly
important to scan the environment and consider the positions and actions of the
competitors.

The CEO supplemented the information in item 25 with remarks about the
current situation of the competitors.

Concerning the first quarter, Company AQ had not reported any increase in
sales and Company MG had reported substantial losses outside its home
market of Germany. Company BC had increased sales by 10%, but still
reported a decrease in the result. Company PX had decided to return to the
market for Product Group PA. Company PX had shown an impressive
development of the result. The CEO summarized the situation by stating that,
so far this year, Company Z and Company PX showed the best result of the
large companies in the industry of Product A.

After the presentation, the vice chairman raised the issue of a possible expansion
in Asia. Thus, this board member used the information as input in the strategic
decision-making process. The use of such information is consistent with recent

"' In Sects. 4.7 and 4:8gitawillsbecomescleangthatstrust and the board members’ reliance on subjective
non-financial information varied considerably over time in Company Z.
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attempts to integrate corporate governance and management accounting (CIMA
2005; Seal 2006) as well as the literature on boards and strategic controls (Baysinger
and Hoskisson 1990; Goold and Quinn 1990). Interestingly, however, traditional
scope information in the financial accounts was also extensively used for decision
management. It was not uncommon that board members referred to entries in the
income statement or the balance sheet when proposing for example expansions into
new products or markets.

In the case above, the CEO was in favor of concentrating resources to markets
where Company Z was established. At the subsequent board meeting in December,
the possibility of entering the Asian market was once again discussed. This time the
issue was raised by another board member, although the CEO expressed limited
interest. In fact, the CEO probably never considered investing in Asia a viable
alternative for Company Z. In the business press, the CEO expressed lack of history
and knowledge as obstacles (DN 1993; SvD 1993). In the interview with the
chairman of the board, he commented on the suggestions by board members to enter
the Asian market.

Despite the good intention of these board members, they did not really
understand the efforts required in this industry when operations have to be
built from scratch. It is immensely costly and difficult to establish oneself on a
new market.

The above statement by the chairman points towards the special roles on the
board played by the chairman and the CEO, as compared with other board members.
The chairman had a long career in Company Z as first CFO and later CEO.

At the board meeting in August 1992, the possibility of cooperating or perhaps
even merging with the British Company BC was discussed. As evidenced by the
records, the CEO had discussed the possibility of a merger with the two board
members representing the main shareholder. After a longer board discussion, the
board was in agreement that for the time being, it did not seem possible to merge
with Company BC. One of the interviewees stressed that communication and
anchoring of decisions outside the boardroom sometimes took place.

A common procedure was that the CEO first went to the chairman. Then, the
chairman went to the two representatives of the HB-Group (the main
shareholder).

4.5 Signaling value and the board accounts

At the board meeting in August 1989, the CEO presented a proposal to acquire some
operations from the American Company CU. The CEO presented an estimate of the
impact of the acquisition as shown in Table 5.

Additional information about the capital structure and earnings per share was also
provided by management. After some discussion, the board decided that the project
should be further investigated. Interestingly, however, this project was later
cancelled and did not reappear on the board agenda. In the interview with the
chairman, he provided the following explanation.
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Table 5 ‘Project N’ (item 8)

1990 1995

Before (in MSEK) After (in MSEK) Before (in MSEK) After (in MSEK)

Sales 11,900 22,800 18,000 33,000
Operating profits 1,715 3,000 2,800 5,200
Net income 1,500 1,300 2,800 3,800
Interest coverage ratio 3.7 1.7 - 3.0

Table 6 Operating income in Subsidiary F (item 21)

1989 1990 1991 1992 1993 1994 (estimate)

Process systems 96 74 55 11 41 65
Services 57 92 147 119 234 221
Total 153 166 202 130 275 286

Share of Company Z’s operating income (%) 14 11 14 10 17 16

I never considered Project N a realistic alternative for two reasons. Firstly, the
operations of Company Z and Company CU did not complement each other
well. Secondly, it seemed too good to be true. I knew that Company CU would
demand something very valuable from us in return. However, sometimes you
have to let the CEO drive his ideas for awhile.

At an extra board meeting in April 1994, the issue was the distribution of a large
subsidiary (‘Subsidiary F’) to Company Z’s shareholders. The CEO argued that an
important reason for disposing of Subsidiary F was that its products had an uneven
and different pattern in the financial results than Company Z’s main product
(Product A). To support this argument, the CEO provided information about how
operating income had developed over the last years. This information is illustrated
in Table 6."

The CEO also provided material that showed how Company Z’s balance sheet
and income statement were expected to develop up until 1996, both with and
without Subsidiary F. This information also indicated that Company Z should
dispose of Subsidiary F. However, one of the non-executives was not convinced as
shown by the following extract from the minutes.

... one of the non-executives took a somewhat critical stance towards the
distribution of the company to the shareholders. He meant that the distribution
of Subsidiary F could be interpreted by the market as Company Z no longer
perceiving any opportunities for expansion. The CEO replied that this
conclusion was incorrect, because it would probably be easier to raise capital
on the market after the distribution of Subsidiary F. However, this board

'2_Fhe-largesincreasesin-operatingzincome=in=1993 with respect to ‘Services’ was explained by an
acquisition.
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member went on by questioning the argument about different patterns in the
financial result of Company Z and Subsidiary F. He did not find the CEO’s
argument convincing.

Another board member argued that a quantitative assessment should be made of
how much the shareholders had earned from Company Z’s involvement in
Subsidiary F. However, in spite of the doubts raised by some board members, the
decision was ratified by the board.

The first case of Project N illustrated a decision where information in the board
accounts was not the determining factor. On the basis of the presented information,
the acquisition was clearly favourable. However, the statement by the chairman
indicated that there were other important aspects involved that could not easily be
quantified. This raises the question about the signaling or information value of the
board accounts. Sometimes, the relationship between information signal and
decision-making seemed to be at most weak. In the case of Subsidiary F the decision
was ratified by the board, although with substantial discussion and doubts raised by
board members. Both cases provide evidence that management constructed
information to support its proposals and that the board members anticipated this.
Thus, the board members did not always trust the information produced and
supplied by management.

However, there was to at least some extent a reciprocal relationship between
information content and use. This is evidenced by the fact that the board members
did not simply accept the information as given, but sometimes requested new
information.

Subsequently followed a board discussion and one of the non-executive
directors raised the issue of exposure to exchange rate risks in Latin America.
This board member requested additional information about the value of
investments in these countries and the group’s net income from these
countries. The chairman promised to ensure that this information was
delivered to the board. (February 1990)

The vice chairman requested a summary of all Company Z’s production plants
as a basis for a discussion of price levels and strategy. (December 1999)

Management also responded by providing the requested information. Thus, the
content of the board accounts was not solely determined by the key producers of the
accounts (the CEO, the CFO and the company secretary). The content was also
influenced by demands from the non-executive board members.

4.6 Important decisions but limited information

At the board meeting in May 1990, the CEO presented an investment proposal that
involved the construction of a production plant in Chile. The background of the
project was the need for new production capacity in Chile and the investment
amount was MUSD 10. The material supplied to the board was comprehensive and
comprised 54 pages. Its main content were descriptions of the present economic and
political conditions in Chile and the current and future market for Product A in
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Table 7 Sensitivity analysis of the project (item 13)

Fixed 15 years Positive impact on Payback
income obtained (in years)
IRR (%) NPV after x years
(MUSD)

Base project 23 11 2 6
Merchant market prices up 10% 20 3 7
Merchant market prices down 10% 18 3 7
Electric costs up 30% 21 10 2 6
Interest rate up 5% 23 5 3 7

Chile. The CEO provided calculations of the investment’s internal rate of return, net
present value and net financial impact on Company Z’s balance sheet. Finally, a
sensitivity analysis was supplied to the board as illustrated in Table 7. This
information item provides evidence that information about risks was an important
part of the board accounts.

At the board meeting in March 1996, the CEO put forth a proposal to quit
Company Z’s involvement in the energy industry by selling the shares in Company
G. One piece of paper about the sale of Company G had been distributed to the
board members prior to the board meeting. This piece of paper stated the
background to the sale, Company Z’s current situation and the recommendation of
the CEO. The sale of Company G was subsequently ratified by the board.

The sale of Company G was an apparently important decision, which resulted in
a cash inflow of about MSEK 3000 (~MUSD 500). The small amount of
information and absence of board discussion in relation to this big decision of
selling Company G is conspicuous. By contrast, the comparatively small decision of
investing in a production plant in Chile was accompanied by a comprehensive
material of both financial and non-financial information.

If the CEO chose to anchor important decisions with key board members outside
the boardroom, there was less need for information to support the decisions at the
board meeting. Thus, the presence of informal communication and unofficial
accounts is a plausible explanation for the lack of information with respect to such
decisions (Mintzberg 1973; Earl and Hopwood 1980). The quotation below from the
interview with the CEO to some extent supports this explanation.

Of course you don’t come up with major board proposals without ensuring
some support beforehand. However, it would be wrong to say that the
boardroom is an unimportant arena for discussion and decision-making.

The CEO also provided an alternative explanation by referring to the nature of
the decision. The board and management had over time began to share an implicit
understanding that Company G would be sold once it had played out its role for
Company Z. Thus, strategic decisions were not always made at specific points in
time, but developed gradually over extended periods of time.'"?

13 This finding relates strongly to conceptualizations of strategies as emergent (Mintzberg 1987).
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4.7 Moving towards a strategically involved board

In 1996, three important events occurred in Company Z. Firstly, the performance of
Company Z fell significantly by the end of 1996. Secondly, there was a significant
change in the ownership structure of Company Z. A new shareholder acquired a
large block of shares. This shareholder received a seat on the board and demanded
that management improved company performance. Thirdly, there was a change of
CEO in 1996.

These events were accompanied by a change in the function of the board and how
the board accounts were used in Company Z. The magnitude of the change is
captured by the quotation below from the interview with the company secretary.

The attitude and role of the board changed 180°.

Prior to 1996 (1989-1995) the board members had played a rather passive role.
The functions of the board were largely confined to providing management with
advice and evaluate performance on a routine basis. The two extracts from the
minutes below exemplify the role of the board in this period.

The vice chairman stressed, on the basis of his background in the European
Development Bank, the significant uncertainties with respect to the countries
in Eastern Europe. (March 1990)

One non-executive board member asked whether there were reasons to
consider diversification into other areas, for example chemicals such as
Product AZ,;. However, the CEO argued that there were still great
opportunities on Company Z’s traditional markets. (March 1993)

As evidenced by the quotations above, the board members played the minimal
role in strategy by providing advice. Furthermore, as judged by the decisions
implemented in Company Z, it was in practice rare that management followed the
suggestions by board members.'*

In the period 1996-1998, the board took a much more critical stance towards how
management was running the company and assumed a more active role in corporate
strategy. Whereas the board almost always ratified investment proposals from
management in the first period, the board of directors rejected many projects
proposed by management in the second period. The type of board member
statements in the minutes illustrated below became increasingly common.

He also argued that in spite of the substantial increase in the number of plants
and capacity, there had been virtually no increase in operating income since
1993. The relevant question, according to this board member, was why.
(October 1998)

This board member, who represented the new shareholder, persistently argued
that the strategy of Company Z should either be to become a small and focused top-
player in the industry of Product A or merge with another company.

!4 Contrary-tosthe-suggestions:bysthe-board-members, Company Z entered the Eastern European market
but did not diversify into chemicals.
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Thus, the board became increasingly involved in setting out the strategic
direction of Company Z. Differences between the service and strategy functions
may seem subtle. However, when the board plays an increased role in strategy it
does not just provide suggestions, but also initiates and prescribes strategy. This is
further illustrated by the extract below from the minutes.

Referring to the information presented about sales revenues per product group
for 1996, the vice chairman argued that Company Z should aim towards more
sales of Product Group AY to achieve higher margins. (March 1997)"

4.8 Modest changes in information content

Given the changes in board functions and use of information, it would be expected
that the content of the board accounts would also change over time. New
information items that contained less aggregated information were supplied to the
board. Examples include ex post information about sales revenue for each product
group (item 27) and sales volume for each individual product within the product
groups (item 19). This may be a cause of the board’s more direct involvement in
business operations, which likely requires less aggregated information for
judgement.

Overall, however, there was no radical change in the content of the board
accounts. Traditional financial statements were an important part of the board
accounts over the whole period of the study. The modest changes in information
content likely reflect the stable information preferences of the board members.
Table 8 ranks the board members’ information preferences in the two periods.

In addition to the increase in demand for less aggregated quantitative information
mentioned above, the only significant change in information preferences was
decreased use of subjective non-financial information. A likely explanation for this
decrease was that the board no longer trusted management.'® Starting around 1996,
board members did not to the same extent rely on the judgement of management as
basis for ratification.

Broad scope information, such as information about competitors and sensitivity
analyses, played a minor role in both periods. Interestingly, it can be noted that
some information was used for other purposes in the two periods. In the second
period, the board also used the competitor overviews for decision control by
evaluating the performance of Company Z relative to its competitors. Multiple use
of information is an explanation for the small changes in information content. Thus,
it is difficult to draw inferences about information content on the basis of
information use and vice versa.

'3 1t is worth noting that a board highly involved in strategy may interfere with the responsibilities
normally ascribed to management. Tricker (1984) has stated that “while management is about running the
business, governance is about seeing that it is run properly”. Crossing the line between governance and
management could have adverse consequences if the board lacks knowledge of the company’s business
operations.

16 This was particularly the case with respect to the board representative of the new shareholder.
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Table 8 Information preferences in the two periods

Period 1 (1989—1996) Period 2 (1996—1999)

1. Financial accounts (FA) + budgets (MA) 1. Financial accounts (FA) + budgets (MA)

2. Subjective non-financial information 2. Less aggregated quantitative information (MA)
3. Broad scope information (SMA) 3. Broad scope information (SMA)

5 Summary and discussion

A substantial part of the board accounts in the case study company was
traditional scope information disclosed in the external financial reports.'” The
financial accounts were also frequently used both for evaluating past performance
(decision control) and as a basis for reviewing and ratifying strategic initiatives
(decision management). Furthermore, the timing of board meetings with the
release of external financial reports reflects the influence of financial accounting
regulation.

Nevertheless, disaggregated and ex ante information from the management
accounting system was also supplied to the board and used by the board members.
Examples of management accounts include budgets, competitor overviews and
sensitivity analyses. Furthermore, there was also information in the board accounts
that was communicated by word of mouth at the board meetings. This information
often contained the judgements of the CEO about for example various external risk
factors. Although this subjective non-financial information was a small part of the
board accounts in terms of quantity, it sometimes played an important role in the
decisions of the board.'®

An important finding of the case study was the weak relationship between content
and use of the board accounts. Firstly, changes in board functions and the use of the
board accounts were not accompanied by significant changes in the content of the
board accounts. Secondly, there were occasions where the board took important
decisions on the basis of almost zero information. Thirdly, some decisions were
accompanied by a lot of information, but the subsequent decision was not consistent
with the content of the information.

One explanation to the weak link between content and use of the board accounts
is that information was used for multiple purposes. Traditional scope information
from the financial accounts was used not only for control, but also for strategy.
Conversely, broad scope information from the management accounts such as
competitor overviews was used not only for discussing strategy, but also for control.

17" Appendix A actually underestimates the quantity of this information. Because these information items
usually had a standardized format, they were only illustrated once. However, this information was usually
continuous and reappeared at most board meetings.

'8 Although management is clearly the sender of this information, this is not normally the type of
information referred to as management accounts. Somewhat intriguingly, if this information is not defined
aspmanagementyaccountsyitsbecomesyanothentypesofiaccounts specific to the BA. In terms of figure 1, it
would constitute the upper part of the BA circle that neither overlaps with the FA nor MA.
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This may explain why information content did not change much, in spite of
significant changes in board functions and information use.

Another explanation to the weak link starts out from board members’ distrust in
some of the management accounts provided to the board. Often this was ex ante
information that related to various projects proposed by management. The board
members sometimes questioned or even ignored this information. This is likely to
be related to the significant discretion that management had over this information. In
contrast to the financial accounts, the management accounts were not subject to
external regulation and auditing. Furthermore, the information was often forward-
looking and forecasted decision outcomes were likely biased in favor of
management proposals. The CIMA (2003) guide stresses a number of principles
in performance reporting to boards. The principles of relevance and reliability in the
guide are important because they highlight a dilemma of the management accounts.
Although this information may be relevant to board decision making, it may also be
highly unreliable.

Paradoxically, the board members were more inclined to ratify decisions on the
basis of management’s qualitative assessments of for example markets and risks.
One explanation is that if uncertainty is substantial and the board trusts
management, board members may simply be satisfied with subjective non-financial
information. Comprehensive financial information about expected cash flows over
an extended period in the future may even produce the opposite effect of making the
board members suspicious."’

Thus, management clearly had an advantage in acting as a gatekeeper of
information and controlling what data should be turned into information and
transmitted to the board. However, the evidence from the case study does not
support claims that management completely determines the information available to
directors (Estes 1973; Lorsch and Maclver 1989). There were several occasions
where board members requested and received new information.

Finally, the important role of unofficial accounts is also an explanation to the
weak link between content and use of the board accounts. Communication and
anchoring of decisions elsewhere imply that there is less need for information at the
board meetings. The case study evidence indicates that the presence of unofficial
accounts is a valid explanation for the lack of information in the board accounts in
relation to important decisions.

The case study drew attention to the board members’ lack of knowledge about
the company’s underlying business operations as a factor that constrained their role
in strategy.”® Nevertheless, important contextual and structural factors moved the

19 Thus, in the presence of trust relationships, traditional scope information (financial accounts and
budgets) combined with subjective non-financial information and possibly some broad scope information
may be sufficient for the board.

20 Thusyevensinsthe:Swedish-econtext-withrastradition of active owners on boards, there were obstacles to
board involvement in strategy.
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board of the case study company towards deeper involvement in corporate strategy.
Those factors were a decline in company performance, changes in ownership
structure and a change of CEO. On the basis of conceptual and theoretical
framework in Sect. 2, it would be expected that the board’s information needs would
change as the board becomes increasingly involved in strategy.

The recent literature does not discuss the specific SMA techniques that could
be used by boards (Seal 2006). In the case study company of this paper, such
information existed foremost in the form of competitor-focused reviews. Even
though the case study company had a large number of different customer
segments, there was an absence of customer-focused information. A priori, we
would expect to find more SMA information in the board accounts of the case
study company. However, in contributing to company strategy the board members
often used traditional scope information. One explanation for this may be the
reliability of the information. Auditing and external regulation constrain manage-
ment’s discretion over the information content in the financial accounts.
Furthermore, a warranted question is why the board should start to adopt
practices that have so poor adoption results at other organizational levels
(Guilding et al. 2000)? Finally, many of the techniques in the SMA literature
involve descriptive objects with a low level of aggregation and are often used for
more operational decisions, such as pricing products. Given the high organiza-
tional level of the board, such information may be more useful for management
than the board of directors.

The evidence from this study and the arguments above would raise some doubts
that SMA techniques, such as for example strategic scorecards, will play the
important role for corporate boards. However, it should be pointed out that even
though the case study material dated before the Enron debacle, the board accounts
still contained a substantial amount of management accounts. In spite of the
considerations above, it seems likely that the increased responsibilities placed on
boards of directors will provide a role for the SMA type of information. The
challenge becomes to design information that is both relevant for the board
members and reliable.

6 Conclusions

Despite a recent surge of interest (CIMA 2003; Seal 2006), the intersection of
management accounting and corporate governance has been given little interest
from researchers. This paper has introduced and elaborated on the concept of board
accounts, defined as the information formally supplied to the board by management.
The main contribution of the paper has been in exploring, operationalizing and
theorizing about the attributes of the board accounts.

This paper has identified and located the board accounts in the Swedish
institutional context as an important, but neglected interface between governance
and management. Although concepts such as board functions, board tasks,
decisiongandydecisiongoutcomesyparegineorporated in process-oriented frameworks
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of boards of directors (Hill 1995; Pettigrew and McNulty 1995, 1998; Huse 2005;
Roberts et al. 2005), a missing piece is an explicit role for information in the work
of boards. Process-oriented research on corporate governance would likely benefit
from integrating information in their frameworks of boards of directors. Similarly,
accounting researchers should move beyond the one-sided preoccupation with
external financial reports and seriously start to consider the relationship between
accounting information and the work of the board.

Only a subset of the management accounts are generally part of the board
accounts. The method of studying board records is not suitable for determining the
quantity and characteristics of this information. However, this should not stop
future research from examining the information gap between the board and
management (I(B) < I(M)). This gap has not been examined much in existing
research, but has implications for risk management at the board level. The case
study provided evidence that the board was concerned with risks, but often relied
on the judgement of management. Nevertheless, from an agency theoretical
perspective, the interests of the board as representatives of the shareholders and
management do not always coincide (Jensen and Meckling 1976; Fama and
Jensen 1983). The extent to which more information from the management
accounting system can provide the board with better risk indicators and early
warning signals of decreasing organizational performance is an important issue for
future research.

Although the case study illustrated how management accounts can be a
significant part of the information supplied to boards of directors, the paper also
raised some critical issues with respect to the intersection of corporate governance
and management accounting. In the case study company, the board members often
preferred to use traditional financial accounts and budgets, both for decision control
and decision management. Furthermore, the potential of SMA information was also
discussed in the light of the case study. Although the paper saw possibilities in
developing the board accounts concept along the lines of this type of information,
some problems were also highlighted.

Future case study research, archive-based or not, should not be confined to what
information in excess of the financial accounts that boards of directors have access
to, but also the questions of if, how and why they use this information? This paper
initially theorized about a complex relationship between information content and
use. The case study provided evidence of a weak link between content and use,
which can be explained by alternative sources of information and communication,
unreliability of the management accounts, and multiple uses of information.
Although the conceptual and theoretical framework in Sect. 2 proved useful in
operationalizing and analyzing the content and use of the board accounts, it is less
useful to develop the finding of a weak relationship or link between content and use.
There is a distinct literature which stresses ambiguity in the link between
information and decisions by drawing on the notion of ‘loose coupling’” (March and
Simon 1958; Feldman and March 1981; March 1987; Hggheim et al. 1989). An
important issue for future research is if information is more loosely coupled at the
level of boards and in that case why?
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The case study of this paper also indicated that subjective non-financial
information played an important role in the decisions of the board. Is this type of
information more important at the top level of organizations and if so, why?
Furthermore, what role does relationships built on trust play with respect to this
information?

This paper also sees an important role for an institutional theory of agency (ITA)
as a framework for boards of directors and management accounting (Seal 2006).
The study of information as institutionalized practices and routines has in many
respects much more to offer than the one-sided focus of economic agency theory
(EAT) on incentive contracts. Indeed, if it was possible to fully resolve agency
problems through contracts, as proposed by the most naive versions of EAT, the
board would have little need for any information at all in excess of the financial
accounts. The case study evidence of this paper does not at all support such a
conclusion.

Methodologically, the paper has demonstrated that using archived board
records is one possible approach to the study of information to boards of
directors. Historical archived material is particularly useful for approaching this
research topic, because information to boards of directors is generally considered
sensitive information. If the board records are of high quality, they allow the
researcher to come close to the real processes in corporate boardrooms.
However, the issue of board members’ information from other channels and
sources cannot be resolved through studies of archived board records. In-depth
interviews with board members could shed further light on the importance of
other information sources in the board information set (BIS) for the work of
boards of directors.

Promising avenues for future research also include quantitative approaches based
on for example questionnaire surveys. Questions could be asked about for example
how board members perceive the usefulness of different types of information, in
relation to the board functions as well as to more specific decisions. These data
could then be analyzed in the context of other variables in corporate governance
research. The case study provided some indication that industry characteristics,
ownership structure, company performance and change of CEO could influence the
board accounts. Those variables also appear frequently in reviews of corporate
governance research (Daily et al. 2003; Hermalin and Weisbach 2003). Another
important issue is if there is a relationship between the board accounts and value
creation. Are certain types of information content and use associated with higher or
lower company performance? Future empirical research could shed light on these
issues.

In conclusion, if the access problems that constrain research about boards of
directors and information can be overcome, there are prospects for future research
that will further open up this black box in the field of corporate governance.

@ Springer



D. Johanson

374

A/d “GO0Y ‘SIUAUISIAUL

Arezodwa ], jsod xg [euIa)Xg ‘saes ‘PIAIA PUSPIAIP ‘SJH ‘OnfeA JONIR]A [eroueuL] soruedwo)) PT W
[euI)Xd yoeqAed ‘swan
Arerodwa, que xg puE [eUIOIU]  [BIOUBUY Id)Je dwooul uo joedwt ‘AN I [eroueUL] 100lo1d JusunsaAuy €1 wayf
Arerodwra, que xg [euroyuy Q0UB[Rq URO[ ‘SWA [RIOUBUL I9)JE SWOJUT [eroueuL] 199lo1d JusunsaAuy 71 Wy
Arerodwa], 3sod xg [euIIXg QIeyS JOIBIA [e1oUBUY-UON sorueduwo)) 11 way
syuounsnipe ajex SAIIUNOd Jo
snonunuo)) 3sod xg [euIIu] a8ueyoxa ‘51509 [ended ‘owoour SuneredQ [erouRUL] dnoig 10 Anuno) 01 wayy
(1) syonpoxd
snonunuo)) que xg [euroyuy Qwoour unerado payadpng [eroueUL] pue uoneziuesio 6 W
O11eI 95BIOA0D ISAIAIUT
Krezodwag, que x7g [euroyuy ‘owooul jou ‘owodut Junerado ‘soes [erouRUL] uoneziuedio { W)
[eroueUYy
snonunuo)) 3sod xq [eurajuy Ppajoadxa pue pojueIs JUNOWE JUSUWISIAU] -UOU pPUE [BIOUBUL] uoneziuesiQ L
Krezodwa g, e xg [euIaiuy Kyoeded ‘mop ysed 1ou Y[ [e1ouRUL] 109fo1d Jusunsaauy 9
snonunuo)) 3sod xg [euroyuy D0V ‘4D0Y ‘d0d [eroueuL] uonezuesio S
9]
snonunuo)) 3sod xg [euIajup SJUSUIISIAUT JO WING [eroueury  sjonpoid pue uoneziue3iQ ¥
*SUI)I (1) syonpoid
snonunuo)) 3sod xg [euroyuy [eIoUBUY o) owoour ‘owodur Junerado [eroueUL] pue uonezuesiQ €
snonunuo)) 3sod xg [euIaIU] surdrew Sunerodo ‘Qwoour Funeradp [e1ouRUL] (1) s1onpoid z
snonunuo)) 3sod xg [euroyuy Sdd ‘seInseaw awodu| [eroueuL] uonezuesio I
uozLoy
Jeliilik) g oy, S0 (s)aInsea]y uonesynuen() 199[qo aanduosoq

7 Kuedwo) ur swayr uoneuL

Vv xipuad




375

Corporate governance and board accounts

1093J0 9je1 93UBYOXD puE

snonunuo)) jsod xg  [euwrju]  ownjoA ‘0d1id 0Jul POPIAIPANS (9,) SONUAI UI ofuey)) [eroueur{ uoneziuesiQ 7€ W[
100JJ90 9je1 oSueyoxd pue
snonunuo)) jsod g [ewr)u]  ownjoA ‘991id 0Jul PIPIAIPANS (95) SONUIAI UI dFueyD) [eroueur] S9LUNOD) 1€ WA
(VAO) pappe anjea Suneiado
snonunuo)) jsod xg  [euroup ‘surrewr Sunerado ‘owoour Sunerado ‘sofes [e1ouRUL] seare ssauisng 0§ Wy
SOES / JUSUIISIAU]
Krezodwa g, js0od xg  [euIIXg ‘surdrewr Sunerado ‘owoour Sunerado ‘sofes [erouBUL] sioyedwo) 67 Wy
Krerodwog, Qe xg  [eurou] SUISIEW ‘SOINSEOW SWIOJUT SNOLIBA ‘S}SOD ‘SIS [eroueury 100fo1d jusunsoauy {7 wWoI[
snonunuo)) jsod xg  [euroju] sores [eroueury () s1onpoig 17 wey[
snonunuo)) que xg  [euIul Qwoour Sunerado payadpng [eIoUBUL]  SOLNUNOD puUe UoNeZIueSIO 97 W
sjo)Iew pue
Krerodwag, jsod xg  [eurdxyg junowe safes Jo S} Ul sIfes Jo uonnqrusicq [eroueur,y soruedwo)) ST
Arezodwa ], Qe Xg  [eurdxyg B/U  [EIOUBUL-UON 300fo1d jusunsoauy T
Krerodwag, Qe Xg  [eurdxyg SOLIBUQOS OM] IO SI[eS [eroueur,y 100fo1d jusunsoauy €T
Arezodwa], Qe xg  [eurdu] SJUQWIISOAUT JO WING [eroueur,y 100fo1d juounsoauy w
150d xo
Arerodwa], pue que xg  [euIU] Qwoour Furyerado s, dnoid jo areys ‘ewoour Sunerado [e1ouRUIL] (1) 1onpoid 12
Arerodwa], Qe Xg  [ewdu] 93pay JNOYIIM pUE [PIM SWOOUT JON [erouRUL] uonezuesiQ 0T
snonunuo)) jsod xq  Teurau]  (9) wN[oA safes Ul aSueyd ‘ANuUnod 1od SWIN[OA SO[ES  [RIOUBUL-UON (¢) 1onpoig 61
Arezodwa ], jsod xg  [euIojup (3au) K1nboyqap ‘(ssoi18)Anbajgep ‘syasse/Kynbg [erouRUL] uoneziuesiQ 81
Arejodwo], que xg  [eutdu] Xe} I9jje dwodoul ur aguey) [eroueur] uoneziuesiQ L1
Krezodwa ], que xg  [euIou sares [erouruL] 103fo1d juaunsaAuy 91
Krerodwo, que Xg  [eutdu] 404 [eroueur{ uoneziuediQ S1
WINPT UOZLIOY duilL], SO0 (s)amsesy  uonedynuUEN) J09lqo aandusog

7 Auedwo) ur SWa)l UOTIBULX

pringer

As




D. Johanson

376

uoneuLI

Jo swayr 9[3urs 0) pardde s1 dNSLIAIOLILYD JWINYI] Y} ‘DISH "SW)SAS UONJEULIOJUT JO SULIA) UI QW] PAssnosIp (6661) UOS[Q pue Yeuawiglg Jey) pajou aq p[noys
[UINUI Se POYISSe[O I8 SJudWale)s awoour se yons Auedwod oy jo syred 10 Kued:

Ay Jo AINus 9y 0 I9JAI Jey) SWR)] ‘sIowoisnd pue sioyadwods se yons ‘Auedwrod ay) SpISINO $I0)0) UO SAsSNO0J APIONAXa JT JT [RUIIXS SB PAYISSB[O ST W)I UB ‘DI
dnoi3 jonpoid yoes urgim syonpoid [enprarpur 03 sxejax () sjonpoid, onpoid 1o uonerado urew suo unpim sdnoiS jonpoid 0) s1oja1 (7) SIONPOIJ, "SOLIST

Auew ur suonerado yum Auedwod poyisioalp e jo syonpoid 10 suonerado urewr dy) 0) s19Ja1 (]) SIONPOId, ‘S[QAJ] UONE3AUSTe JUAIYJIP 1Y) sASLIdWOod | SIoNPO.

Arezodwa ], Aque xg [euIa)uy J9310w woiy Sun[nsar saI31ouAs jo junowe pue odL T, [eroueur] uonezmuesiQ €

Arezodwa ], Aque xg [eura)uy wesdoid SuLmionnsal Jo awoodur Jou uo joedwy [eroueur] uonezmuesiQ ¢

,PUWNRIIT uoZLIoy duiIl], SO0 (s)aanseafy uonesynuend) Joolqo aanduosag

7 Kuedwo) ur swayl uoneuL:



Corporate governance and board accounts 3717

References

Anthony, R. N. (1965). Planning and control systems: A framework for analysis. Boston: Harvard
University Press.

Armstrong, J. (1991). An introduction to archival research in business history. Business History, 33(1), 7—
34.

Baiman, S. (1990). Agency research in managerial accounting: A second look. Accounting, Organizations
and Society, 15(4), 341-371.

Baiman, S., & Demski, J. (1980). Economically optimal performance evaluation and control systems.
Journal of Accounting Research, 18, 184-220.

Baysinger, B. D., & Butler, H. N. (1985). Corporate governance and the board of directors: Performance
effects of changes in board composition. Journal of Law, Economics and Organization, 1(1), 101-
124.

Baysinger, B. D., & Hoskisson, R. E. (1990). The composition of boards of directors and strategic control:
Effects on corporate strategy. Academy of Management Review, 15(1), 72-87.

Beasley, M. S. (1996). An empirical analysis of the relation between the board of director composition
and financial statement fraud. The Accounting Review, 71(4), 443-465.

Bhimani, A. (1993). Indeterminacy and the specificity of accounting change: Renault 1898-1938.
Accounting, Organizations and Society, 18(1), 1-39.

Bjgrnenak, T., & Olson, O. (1999). Unbundling management accounting innovations. Management
Accounting Research, 10(4), 325-338.

Braendle, U. C., & Noll, J. (2005). A fig leaf for the naked corporation. Journal of Management &
Governance, 9(1), 79-99.

Brickley, J. A., Coles, J. L., & Terry, R. L. (1994). Outside directors and the adoption of poison pills.
Journal of Financial Economics, 35(3), 371-390.

Bryer, R. (2006). Capitalist accountability and the British industrial revolution. Accounting, Organiza-
tions and Society, 31(8), 687-734.

Bushman, R., & Smith, A. (2001). Financial accounting information and corporate governance. Journal
of Accounting and Economics, 32(1-3), 237-333.

Capurro, R., & Hjgrland, B. (2003). The concept of information. Annual Review of Information Science
and Technology, 37(8), 343-411.

Carpenter, M. A., & Westphal, J. D. (2001). The strategic context of external ties: Examining the impact
of director appointments on board involvement in strategic decision making. Academy of
Management Journal, 44(4), 639—-660.

Chenhall, R. H. (2003). Management control systems design within its organizational context: Findings
from contingency-based research and directions for the future. Accounting, Organizations and
Society, 28(2/3), 127-168.

Chenhall, R. H., & Morris, D. (1986). The impact of structure, environment and interdependence on the
perceived usefulness of management accounting systems. The Accounting Review, 61(1), 16-35.

Chia, Y. M. (1995). Decentralization, management accounting system (MAS), information characteristics
and their interaction effects on managerial performance: A Singapore study. Journal of Business
Finance and Accounting, 22(6), 811-830.

Chua, W. F. (1998). Historical allegories: Let us have diversity. Critical Perspectives on Accounting,
9(6), 617-628.

CIMA. (2003). Performance reporting to boards: A guide to good practice. The Chartered Institute of
Management Accountants.

CIMA. (2005). CIMA strategic scorecard: Boards engaging in strategy. The Chartered Institute of
Management Accountants.

Cohen, J., Krishnamoorthy, G., & Wright, A. M. (2002). Corporate governance and the audit process.
Contemporary Accounting Research, 19(4), 573-594.

Collin, S.-O. (1998). Why are these Islands of conscious power found in the ocean of ownership?
Institutional and governance hypotheses explaining the existence of business groups in Sweden.
Journal of Management Studies, 35(6), 719-746.

Cyert, R. M., & March, J. G. (1963). A behavioral theory of the firm (2nd ed., published 1992).
Cambridge: Blackwell Publishers.

Daily, C. M., Dalton, D. R., & Cannella, A. A., Jr. (2003). Corporate governance: Decades of dialogue
and data. Academy of Management Review, 28(3), 371-382.

@ Springer



378 D. Johanson

Datar, S., & Gupta, M. (1994). Aggregation, specification and measurement errors in product costing. The
Accounting Review, 69(4), 567-591.

Demski, J. S. (1969). Decision-performance control. The Accounting Review, 44(4), 669—679.

DN. (1993). Svenska foretag behover inte Sverige. 414

Earl, M. J., & Hopwood, A. G. (1980). From management information to information management. In H.
C. Lucas (Ed.), The information systems environment. Amsterdam: North Holland.

Eisenhardt, K. M. (1989). Agency theory: An assessment and review. Academy of Management Review,
14(1), 57-74.

Estes, R. M. (1973). Outside directors: More vulnerable than ever. Harvard Business Review, 51(1), 107—
114.

Fama, E. F., & Jensen, M. C. (1983). Separation of ownership and control. Journal of Law and
Economics, 26(2), 301-326.

Feldman, M. S., & March, J. G. (1981). Information in organizations as signal and symbol. Administrative
Science Quarterly, 26(2), 171-186.

Filatotchev, 1., & Toms, S. (2003). Corporate governance, strategy and survival in a declining industry: A
study of UK cotton textile companies. Journal of Management Studies, 40(4), 895-920.

Goergen, M., Manjon, M. C., & Renneboog, L. (2008). Is the German system of corporate governance
converging towards the Anglo-American model? Journal of Management & Governance, 12(1), 37—
71.

Goold, M., & Campbell, A. (1987). Strategies and styles: The role of the centre in managing diversified
corporations. Oxford: Basil Blackwell.

Goold, M., & Quinn, J. J. (1990). The paradox of strategic controls. Strategic Management Journal,
11(1), 43-57.

Gorry, G. A., & Scott Morton, M. S. (1971). A framework for management information systems. Sloan
Management Review, 13(1), 55-70.

Guilding, C., Cravens, K., & Tayles, M. (2000). An international comparison of strategic management
accounting practices. Management Accounting Research, 11, 113-135.

Hart, S. J., & Roslender, R. (2002). Integrating management accounting and marketing in the pursuit of
competitive advantage: The case for strategic management accounting. Critical Perspectives on
Accounting, 13(2), 255-277.

Hermalin, B. E., & Weisbach, M. S. (2003). Boards of directors as an endogenously determined
institution: A survey of the economic literature. Economic Policy Review, 9(1), 7-26.

Hill, M. R. (1993). Archival strategies and techniques. London: Sage Publications.

Hill, S. (1995). The social organization of boards of directors. British Journal of Sociology, 46(2), 245—
278.

Hitt, M. A., Hoskisson, R. E., Johnson, R. A., & Moesel, D. D. (1996). The market for corporate control
and firm innovation. Academy of Management Journal, 39(5), 1084—1119.

Horngren, C. T., Bhimani, A., Foster, G., & Datar, S. M. (1999). Management and cost accounting.
London: Prentice-Hall.

Huse, M. (2005). Accountability and creating accountability: A framework for exploring behavioural
perspectives of corporate governance. British Journal of Management, 16(supplement 1), 65-79.

Hggheim, S., Monsen, N., Olsen, R. H., & Olson, O. (1989). The two worlds of management control.
Financial Accountability & Management, 5(3), 163-178.

Tjiri, Y. (1975). Theory of accounting measurement. Sarasota: American Accounting Association.

Ittner, C. D., Larcker, D. F., & Meyer, M. W. (2003). Subjectivity and the weighting of performance
measures: Evidence from a balanced scorecard. Accounting Review, 78(3), 725-758.

Jensen, M. J., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs and
ownership structure. Journal of Financial Economics, 3(4), 305-360.

Johanson, D. (2006). Accounts in corporate governance — A study of content, context and use of
information to boards of directors. PhD Thesis, School of Business, Economics and Law, Géteborg.

Johnson, H. T. (1994). Relevance regained: Total quality management and the role of management
accounting. Critical Perspectives on Accounting, 5(3), 265-267.

Johnson, R., Hoskisson, R., & Hitt, M. (1993). Board of director involvement in restructuring: The effects
of board versus managerial controls and characteristics. Strategic Management Journal, 14, 33-50.

Johnson, H. T., & Kaplan, R. S. (1991). Relevance lost: The rise and fall of management accounting.
Boston, Mass.: Harvard Business School Press.

‘2_) Springer



Corporate governance and board accounts 379

Johnson, M. F., Kasznik, R., & Nelson, K. K. (2001). The impact of securities litigation reform on the
disclosure of forward-looking information by high technology firms. Journal of Accounting
Research, 39(2), 297-327.

Jonsson, S. (1998). Relate management accounting research to managerial work. Accounting,
Organizations and Society, 23(4), 411-434.

Judge, W. Q., & Zeithaml, C. P. (1992). Institutional and strategic choice perspectives on board
involvement in the strategic decision process. Academy of Management Journal, 35(4), 766-794.

Kaplan, R. S., & Norton, D. R. (2005). The balanced scorecard: Measures that drive performance.
Harvard Business Review, 83(7/8), 172—180.

Karamanou, I., & Vafeas, N. (2005). The association between corporate boards, audit committees, and
management earnings forecasts: An empirical analysis. Journal of Accounting Research, 43(3),
453-486.

Keasey, K., Thompson, S., & Wright, M. (2005). Corporate governance — Accountability, enterprise and
international comparisons. Chichester: John Wiley & Sons Ltd.

Keenan, M. G. (1998). A defence of ‘traditional’ accounting history research methodology. Critical
Perspectives on Accounting, 9(6), 641-666.

Kesner, I. F., & Johnson, R. B. (1990). An investigation of the relationship between board composition
and stockholder suits. Strategic Management Journal, 11(4), 327-336.

Klein, A. (2002). Audit committee, board of director characteristics and earnings management. Journal of
Accounting and Economics, 33(3), 375-400.

Klein, A. (2003). Likely effects of stock exchange governance proposals and Sarbanes-Oxley on
corporate boards and financial reporting. Accounting Horizons, 17(4), 343-355.

Langefors, B. (1995). In B. Dahlbom (Ed.), Essays on infology. Lund: Studentlitteratur.

Lederer, A. L., & Smith, G. L. (1988). Individual differences and decision-making using various levels of
aggregation of information. Journal of Management Information Systems, 5(3), 53—69.

Lord, B. R. (1996). Strategic management accounting: The emperor’s new clothes. Management
Accounting Research, 7(3), 281-366.

Lorsch, J. W., & Maclver, E. (1989). Pawns and potentates: The reality of America’s corporate boards.
Boston: Harvard Business School Press.

Lubatkin, M. H., Lane, P. J., Collin, S.-O., & Very, P. (2005). Origins of corporate governance in the
USA, Sweden and France. Organization Studies, 26(6), 867-888.

March, J. G. (1987). Ambiguity and accounting: The elusive link between information and decision
making. Accounting, Organizations and Society, 12(2), 153-168.

March, J. G., & Simon, H. A. (1958). Organizations. New York: Wiley.

Marianna, M., Lane, P. J., & Gomez-Mejia, L. R. (2006). CEO incentives, innovation, and performance in
technology-intensive firms: A reconciliation of outcome and behavior-based incentive schemes.
Strategic Management Journal, 27(11), 1057-1080.

McDowell, W. H. (2002). Historical research. Harlow: Pearson Education Ltd.

McNulty, T., & Pettigrew, A. M. (1999). Strategists on the board. Organization Studies, 20(1), 47-74.

Merchant, K. A., & Shields, M. D. (1993). When and why to measure costs less accurately to improve
decision making. Accounting Horizons, 7(2), 76-81.

Miller, P., & Napier, C. (1993). Genealogies of calculation. Accounting Organizations and Society, 18(7/
8), 631-647.

Mintzberg, H. (1973). A new look at the chief executive’s job. Organizational Dynamics, 1(3), 20-30.

Mintzberg, H. (1987). The strategy concept I: Five P’s for strategy. California Management Review,
30(1), 11-24.

Mizruchi, M. S. (1983). Who controls whom? An examination of the relation between management and
boards of directors in large American corporations. Academy of Management Review, 8(3), 426—
435.

Narayanan, V. G., & Davila, A. (1998). Using delegation and control systems to mitigate the trade-off
between the performance-evaluation and belief-revision uses of accounting signals. Journal of
Accounting and Economics, 25(3), 255-282.

OECD. (2004). OECD principles of corporate governance. Paris: OECD.

Pettigrew, A. M. (1992). On studying managerial elites. Strategic Management Journal, 13(8), 163—182.

Pettigrew, A. M., & McNulty, T. (1995). Power and influence in and around the boardroom. Human
Relations, 48(8), 845-873.

PettigrewsAaMep&aMeNultys T (1998)=Sources:and uses of power in the boardroom. European Journal
of Work and Organizational Psychology, 7(2), 197-214.

@ Springer



380 D. Johanson

Pye, A., & Pettigrew, A. (2005). Studying board context, process and dynamics: Some challenges for the
future. British Journal of Management, 16(supplement 1), 27-38.

Roberts, J., McNulty, T., & Stiles, P. (2005). Beyond agency conceptions of the work of the non-
executive director: Creating accountability in the boardroom. British Journal of Management, 16,
5-26.

Roslender, R., & Hart, S. J. (2003). In search of strategic management accounting: Theoretical and field
study perspectives. Management Accounting Research, 16, 255-279.

Russ, G. S., Daft, R. L., & Lengel, R. H. (1990). Media selection and managerial characteristics in
organizational communications. Management Communication Quarterly, 4(2), 151-175.

Sansing, R. C., & Stocken, P. C. (2007). Corporate governance in a competitive environment. AAA 2007
Meeting Paper. Available at SSRN: http://ssrn.com/abstract=907344.

Scott, W. R. (2006). Financial accounting theory. Toronto: Prentice Hall.

Seal, W. (2006). Management accounting and corporate governance: An institutional interpretation of the
agency problem. Management Accounting Research, 17(4), 389-408.

SES. (2005). Aktiebolagslag. 2005: 551.

Shields, M. (1997). Research in management accounting by North Americans in the 1990s. Journal of
Management Accounting Research, 9, 3-61.

Stiles, P. (2001). The impact of boards on strategy: An empirical examination. Journal of Management
Studies, 38(5), 27-50.

SvD. (1993). Foretaget Z gasar i lagkonjunkturen. 30/8, 1993.

Tosh, J. (2002). The pursuit of history: Aims, methods and new directions in the study of modern history.
Harlow: Longman.

Tricker, R. 1. (1984). Corporate governance — Practices, procedures and powers in British companies
and their boards of directors. Aldershot: Gower.

Tson Soderstrom, H., Berglof, E., Holmstrom, B., Hogfeldt, P., & Meyersson Milgrom, E. M. (2003).
Agarmakt och omvandling. Stockholm: SNS Forlag.

Tyson, T. (1995). An archivist responds to the new accounting history: The case of the US men’s clothing
industry. Accounting, Business and Financial History, 5(1), 17-37.

Van der Stede, W. A., Chow, C. W., & Lin, T. W. (2006). Strategy, choice of performance measures, and
performance. Behavioral Research in Accounting, 18, 185-205.

Weibull, C. (1964). Kdllkritik och historia: Norden under dldre medeltid. Stockholm: Bonniers forlag.

Wildavsky, A. (1983). Information as an organizational problem. Journal of Management Studies, 20(1),
29-40.

Yermack, D. (1996). Higher market valuation of companies with a small board of directors. Journal of
Financial Economics, 40(2), 185-211.

Zahra, S. A., & Pearce, J. A., I. 1. (1989). Boards of directors and corporate financial performance: A
review and integrative model. Journal of Management, 15(2), 291-334.

Zimmerman, J. (1997). Accounting for decision making and control. Boston: Irwin/McGraw Hill.

Zins, C. (2007). Conceptual approaches for defining data, information, and knowledge. Journal of the
American Society for Information Science and Technology, 58(4), 479-493.

Author Biography

Daniel Johanson is a researcher and lecturer at the Department of Accounting, Auditing and Law at the
Norwegian School of Economics and Business Administration (NHH) in Bergen. His research is currently
focused on how boards of directors work with accounting information and the diffusion of corporate
governance codes.

‘2_) Springer


http://ssrn.com/abstract=907344

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

www.manharaa.com




	Corporate governance and board accounts: exploring �a neglected interface between boards of directors �and management
	Abstract
	Introduction
	Conceptual and theoretical framework
	Functions of boards of directors
	The concept of board accounts
	Content of the board accounts
	Data and information
	Information characteristics

	Use of the board accounts
	The board functions and accounting information
	Strategic management accounting and the board

	Summary

	Research method
	The Swedish model of corporate governance
	The archive-based approach
	The board records

	The board accounts in Company Z
	Financial accounts and external regulation
	Disaggregated and ex ante information
	Subjective non-financial information
	Corporate strategy and the board of directors
	Signaling value and the board accounts
	Important decisions but limited information
	Modest changes in information content

	Summary and discussion
	Conclusions
	Appendix A
	References



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (ISO Coated v2 300% \050ECI\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Perceptual
  /DetectBlends true
  /ColorConversionStrategy /sRGB
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 524288
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org?)
  /PDFXTrapped /False

  /Description <<
    /ENU <>
    /DEU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [5952.756 8418.897]
>> setpagedevice


