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Abstract: The main goal of this research is to investigate management and
implications issues with regard to performance measurement systems (PMSs)
in small and medium firms (SMEs) in Italy. In particular, the aim is to
comprehensively understand the use of management accounting tools in Italian
SMEs. Indeed, appropriate managerial tools are relevant in firm management,
especially for the improvement and growth of firms in this turbulent
international scenario. The focus is on SMEs — in some countries such as Italy,
small and medium firms play an important role; however, mainstream studies
in management literature focus more on large firms. The method used to
conduct this study is a survey that collected a high level of data on PMSs. The
sample includes 309 Italian SMEs. The main findings concern the use and
adoption of management control tools. In addition, the analysis of management
issues is based on both major national and international literature and empirical
evidence and adopts the newly emerging beyond budgeting theory. Finally, this
study contributes to a better understanding of the behaviour of SMEs with
regard to the management and control of their performance. In particular, this
research highlights that budgets are still an important managerial tool for
SMEs.
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1 Introduction

In the last several years, an increasing amount of attention has been given to performance
measurement systems (PMSs) in small- and medium-sized enterprises. Based on the
existing research, certain managerial tools have demonstrated an important influence on
firms” management and been shown to improve financial management in these firms.

The management control system (MCS) is the basis for a PMS that supports the
decision-making process in the areas of financial and taxation as well, which is why some
advanced tools have been developed in the last several years. For SMEs, management
complexity is increasing, and the need for advanced tools to overcome managerial
difficulties is growing.

In small- and medium-sized, firms (Aram and Cowen, 1990), if the literature also
underlines that management accounting tools empower managerial capabilities; these
tools are not extremely widespread or correctly adopted by firms.

Consequently, it is important to understand how the management accounting system
is evolving in these specific types of firms, considering that appropriate managerial tools
have an important influence on firms’ management.

What is important to underline is that small- and medium-sized enterprises are
characterised by a particular strategic model as they search for niche positioning and the
strategic process is unstructured (Visconti, 2008). Another feature of these types of firms,
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which is considered a consequence of firm size (Engelen and van Essen, 2013), is the
management model that assumes that the entrepreneur assumes all management
responsibilities and, consequently, the management corresponds to the ownership
(Corbetta, 1995).

This research is also supported by Chenhall (2003), which, in his survey of
contingency-based research on MCSs, indicates that few studies on MCSs include size as
a contextual variable. Consequently our study contributes to gaining a better
understanding of the behaviour of small- and medium-sized firms, which play an
important role in the economy in Italy as well as in Europe and the USA.

In addition, by analysing a MCS and its tools, we investigate the beyond budgeting
theory, which focuses on the key role that covers human resources and is based on the
assumption that, in the current economic and globalised market, it is more important to
manage ‘complexity’ than efficiency (de Luca, 2010). Hope and Fraser (2003a, 2003b),
the main authors of this movement, proposed a new management model based on
employee empowerment and alternative methods of performance management that
bypass budgeting. This tool is generally considered useful when the economic
environment is stable (de Luca, 2010), but, starting in the nineties, budgeting has been
increasingly seen by managers as a process that is too long and complex while not being
flexible enough.

Based on these assertions, our study contributes to the literature by discussing
whether budgets are still considered useful tools in the Italian context by analysing SMEs
in particular, and it verifies whether other complementary tools exist to improve
budgeting and avoid budget limitations, as the better budgeting theory states.

This research includes a theoretical framework about SMEs, MCS, beyond and better
budgeting theories; a description of the research method and the sample; and the findings,
conclusions and implications of the study as well as its limitations.

2 Literature review

The MCS provides information to managers and create conditions that drive the
organisation and assist managers in making decisions according to their plans and
objectives (Fisher, 1998).

Simons (1994) have defined the MCS as “the formal, information-based routines and
procedures managers use to maintain or alter patterns in organizational activities”. In this
way, control is a policy or procedure that assists an organisation in ensuring that its goals
and objectives are reached. Management accounting control functions by establishing a
standard, receiving feedback on actual performance and taking corrective action
whenever actual performance deviates significantly from the planned performance.

One main management accounting tool is a budget, which is described as a common
accounting tool that organisations use for implementing strategies (Horngren et al.,
2005). Budgets are considered an integral part of MCSs that aim to promote coordination
and communication among sub-units within a company, provide a framework for judging
performance, and finally, motivate managers and other employees (Horngren et al.,
2005).

This tool is generally considered useful for planning and control and is designed to
measure performance and give the company a competitive advantage when the economic
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environment is stable (de Luca, 2010). However, since the ‘90s, managers increasingly
see budgeting as a process that is too long, too complex and not flexible enough.

Budgets have been criticised for being too time consuming, imposing a vertical
command-and-control structure; creating centralised decision making; stifling initiative;
and focusing on cost reduction rather than value creation (Wallander, 1999; Hansen et al.,
2003; Hope and Fraser, 2003a, 2003b; Ostergren and Stensaker, 2011).

New approaches to management control attempt to respond to budget shortcomings
as listed above. It has even been suggested that organisations remove budgets and move
‘beyond budgeting’ (Hope and Fraser, 2003a, 2003b).

The beyond budgeting approach is based on the premise that the annual budget and
budgeting process are broken and need to be replaced with other control mechanisms
(Hope and Fraser, 2003a, 2003b). In particular, budgeting focuses on replacing many
budget processes with better alternatives (Hansen, 2011).

On the contrary, some researchers (Anthony, 2005; Brusa, 2012; de Luca, 2010;
Dematté, 2002; Hirst, 1987; Hope, 2007; Libby and Lindsay, 2003; Merchant, 1985)
affirm that budgets are still a useful tool, even if these researchers are also critical of
budgets. The main problems seen in this tool include:

e The length of time required to prepare a draft (too much time compared uncertain
benefits).

e The stiffness and slowness of the response to the economic environment; an
emphasis on quantitative performance, such as monetary and non-qualitative
performance.

e The manipulation of the data; the idea of validity at all costs (the budget is ‘the law’).
e  The authorisation to spend money.

e And poor orientation to customer needs and market trends. Managers are often not
involved in setting goals, but they are still required to reach them, and budgets are
usually too focused on the short term and highlight the gap that exists with the
associated strategy.

Consequently, they suggest adding other tools to avoid encountering budget limitations.

Despite this discussion, MCS is important, especially for organisational growth, when
coordination and control problems cannot be solved through informal interactions (Jamil
and Mohamed, 2013; Thrassou et al., 2014). Hilton (2009) explained that management
accounting plays a broader role in organisations by providing a framework and tools for
planning and management control. He listed five major goals of management accounting,
which include the following:

e providing information for decision making and planning
e assisting managers in directing and controlling operational activities
e motivating managers and other employees to work toward organisational goals

e measuring the performance of activities, subunits, managers and other employees
within the organisation

e assessing the organisation’s competitiveness by working with other managers to
ensure long term survival.
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The main goals of MCS are always the same, but different applications are used in
different firms, especially considering firm size and SME:s.

SME:s are a specific set of firms with clear differences from large firms, and some
studies underline the significance of SMEs in the economy. In many countries, they
represent over 95% of all businesses, employ approximately 65% of the workforce and
contribute approximately 25% to the GDP (Ballantine et al., 1998).

In the literature, special attention has been given to SMEs because they are believed
to facilitate change in social and attitudinal engineering, shape, legitimise
self-employment, and promote new venture creation and entrepreneurship (Bracker and
Pearson, 1986; Dangayach and Deshmukh, 2001; Ferraris, 2013).

When analysing the literature, the SME research focuses on (Augustine et al., 2012):

e ownership and decision making; ownership and production control (Lyles, 1993)
e management style and firm performance (Bhutta et al., 2008)
e organisational culture and productivity (Ritchie and Brindley, 2005)

e levels of organisational structure and production performance; stakeholder
characteristics (Bhutta et al., 2008)

e matching production methods with the environment (Jonsson and Matsson, 2003);
and the use of innovation and training (Soderquist et al., 1997; Bresciani, 2010;
Omerzel and Antoncic, 2008).

Some studies (Kraus et al., 2006) underline that SME owners/managers follow autocratic
and egocentric management style; as a result, the performance level is very low, and the
competitive advantage of SMEs depends on IT infrastructure, cultural dimensions and the
strategic use of forecasting planning and control methods.

Consequently, the strategic use of forecasting planning and control methods play an
important role in SMEs. Some studies have underlined the poor management of SMEs in
many countries.

In addition, some studies highlight the relevance of voluntary certification in the
management system. In particular, Giacomarra et al. (2016) provide evidence that
internal motivations drive entrepreneurs to adopt voluntary standards, and firms that
adopt voluntary standards exhibit better economic performance than non-certified firms,
showing that although the adoption of voluntary quality certifications does not have a
direct effect in terms of a labour productivity increase, it entails business management
improvements.

To gain a better understanding of the MCS in SMEs, it is useful to identify their
features. An interesting study (Ates et al., 2013) describes the SMEs as follows. SMEs
have a flat structure, which allows clear, uninterrupted streams of communication; in
addition, barriers that include limited resources and strategy-oriented processes limit
performance measurement in SMEs.

Ates et al. (2013) found that SMEs are more focused on internal and short-term
planning and pay less attention to long-term planning. They suggest an appropriate,
balanced use of strategic and operational practices and relevant measures to make
performance management practices more effective. Therefore, managerial activities such
as vision, mission and value development; internal and external communication;
changing management; and horizon scanning are recommended areas for improvement.
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For SMEs to operate in a more flexible manner and be more reactive to market
changes, they frequently operate with fewer resources and managerial expertise
(Garengo, 2009). Indeed, by not having the skills to understand or apply the information
(Reddaway et al., 2011), SMEs do not make optimal use of accounting information
(Marriott and Marriott, 2000; Sian and Roberts, 2006).

Other studies have also identified the factors that, for SMEs are obstacles to the
adoption of management control tools (Garengo et al., 2005) that are strictly tied to
having fewer resources. Some researchers identified the lack of human resources, which
is always involved in the operational activities (Hudson and Smith, 2000). Other SMEs
lack managerial capacity (Marchini, 1995), have limited capital resources, implement
poor strategic planning (Marchini, 1995), lack a managerial system and formalised
management of processes (Jennings and Beaver, 1997), and believe that management
accounting systems cause bureaucratisation (Hvolby and Thorstenson, 2000).

Indeed, when analysing the management control tools that are more frequently
adopted by SMEs, it is apparent that these are connected to analyses involving ratios and
items that comprise the financial statement. In particular, attention is focused on taxation
issues and, as a result, the issues are more relevant for banks (Broccardo, 2009; Bresciani
and Oliveira, 2007; Hewa Wellalage and Locke, 2012).

In addition, if the studies on SMEs have been increasing, little attention is given to
these firms; the main studies about management accounting systems in SMEs are
conducted in Australia, Finland and Denmark (Garengo et al., 2005).

3 Research questions and method

3.1 Method

The research was conducted via a survey questionnaire (Corbetta et al., 1997), which
allows for the collection of a significant amount of data that allow a statistical analysis
and an identification of generalisations (Zimmerman, 2001).

Before sending out the questionnaire, we contacted investor relation directors to
identify the employees who had the most experience with administration and
management control. Subsequently, the questionnaire, together with a letter of
introduction and a compilation guide, was sent by mail to the CEO, CFO, and controller —
or in small companies, directly to the entrepreneur.

The data, both quantitative and qualitative, were collected with an online
questionnaire, which was managed by Monkey Survey and analysed using statistical
tools. The questionnaire was created in June 2014, and data collection ended in
November 2014.

The final document was structured in three main sections:

e general data of the company (Section 1)
e organisational structure (Section 2)

e organisational aspects of management control and associated tools (Section 3).
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The questions focused on different PMSs, organisational features and implementation
methods. In addition, the questionnaire included also some ‘test questions’ to verify the
coherence of answers. In accordance with the main literature on these topics (Chenhall,
2003), the evidence was analysed using descriptive statistics.

3.2 Sample

The sample focuses on Italian small and medium enterprises with registered offices in the
northwestern region of Italy that included different industries to avoid the sector
influence. The original sample was composed of 3,901 companies, and we created a
random and casual section of the sample comprising 1,800 companies to which we sent
the questionnaire. Due to the response rate of 18%, in line with the main literature, the
final sample comprises 309 Italian companies.

More details about the sample selection are given below.

Our sample was composed of 3,900 companies, thanks to the collaboration efforts of
the Chamber of Commerce of Turin in June 2014. We considered only active companies
(that were not closed or in the middle of settlement procedure) with legal head offices in
the Piedmont, a region in the northwest of Italy and that had revenues of between €5
million and €250 million (referring to CE 364/2004, adopted in Italy on the 1 January
2005, which separates companies into four different groups based on their size. The
sample companies belonged to different economic sectors (manufacturing, services,
trading, craftsmanship, agriculture and livestock).

We excluded micro-companies and the smallest companies (<€5 million of revenue)
to focus on small to medium-sized firms. We then randomly chose 1,800 companies with
the program to which the questionnaires were sent.

Finally, 309 companies (18%) returned the completed questionnaire. Our final sample
was composed of 309 companies. The compilation time was approximately three months.

Table 1 Characteristics of the sample

Industries (%)
Manufacturing 60.28
Services 22.76
Trade 8.48
Transport 4.02
Building and construction 4.02
Agriculture 0.44
Total 100
Dimensional features (%)
Revenues between €5-10 mln 43.10
Revenues between €10-20 min 29.60
Revenues between €20-50 mln 27.30

Total 100
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In our sample, more than 50% of the companies had legal head offices in the Turin area
(the main city in the Piedmont region, representing the centre of business and economic
activities in the region), while 20% were located in the Cuneo district. These two districts
are geographically speaking and the largest areas in the Piedmont.

The main characteristics of the sample are summarised in Table 1.

3.3 Research questions

The main research questions are drawn from an extensive analysis of the literature:
RQ1 What are the main features of MCSs in Italian SMEs?

RQ2  Are budgets a widely used tool in the MCS in Italian SMEs?

4 Findings and discussion

Regarding the first research question, RQI: what are the main features of the MCS in
Italian SMEs?, we analysed the following data collected by the questionnaire.

It was found that 84.50% of the sample used some managerial accounting tools, and
only 15.20% affirm that no tools are used in the company.

Exhibit 1  Managerial accounting tool adoption

Does the company use managerial accounting tools?

Answer options Response percent Response count
Yes 84.8% 190
No 15.2% 34
Answered question 224
Skipped question 85

Consequently, it was interesting to investigate the reason for the lack of adoption of
managerial accounting tools. In particular, it was found that 40% of the companies
consider these tools to be too expensive, probably without evaluating the benefits.

Exhibit 2  No adoption of managerial accounting tools

If not, why?

Answer options Response percent Response count
The company does not know about these tools 17.1% 6

Too expensive 40.0% 14

Tools are too difficult to use 14.3% 5

The tools are not useful 17.1%

Other answers 17.1%

Answered question 35

Skipped question 274
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In general, management control is performed internally (75.9%) because the information
is considered confidential and internal capabilities are utilised to save on costs.

Exhibit 3  Managerial control internal/external

Methods of handling management control

Answer options Response percent Response count
Internally 75.9% 154
Externally 3.0% 6

Both 21.2% 43
Answered question 203
Skipped question 106

Regarding the timing when performing management control, it emerged that the greater
part of the sample conducts management control activities monthly (60.2%) and quarterly
(20.9%), showing a high level of attention and interest in the information that emerges
from Management Control. This evidence regarding the frequency of management
control, underlines the way in which management control tools are involved in the
company management. These companies utilise data and information that are found
through management control processes to manage the firm and to make operative
decisions throughout the year.

Exhibit4  Managerial control timing

Reporting and management control timing

Answer options Response percent Response count
Monthly 60.2% 121
Bimonthly 2.0% 4
Quarterly 20.9% 42
Every four months 3.0% 6
Semi-annually 2.5% 5
Yearly 3.5% 7

When needed 8.0% 16
Answered question 201
Skipped question 108

Due to the importance given by the companies to management control data and
information, we investigate the scope of management control assigned by companies. We
discover that management control is used strategically to capture information for better
decision-making capabilities (89.5%) and to define the future strategic goals (55%) and
in terms of operations to define the selling price (45.5%) and to improve the drafting of
financial statements (43%).
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Exhibit 5 Managerial control scope

In your company, management control is used

Answer options Response percent Response count
To improve the drafting of financial statements 43.0% 86

To define the selling price 45.5% 91

To obtain information to make better decisions 89.5% 179

To evaluate managers 17.5% 35

To define future strategic goals 55.0% 110
Other 1.5% 3
Answered question 200
Skipped question 109

Despite the findings that the management control tools are used in a strategic way, the
diffusion of an advanced management accounting system is not widespread (see Table 2),
as was expected. Indeed, the ‘advanced’ tools (balanced scorecard, strategy map and
more in general business performance models) that are more capable of considering a
long-term perspective are adopted only by 14.3% of the sample.

Table 2 Diffusion of management accounting systems
Management accounting systems Frequency Percentage Cumulative percentage
None 39 17.4 17.4
Basic 60 26.8 442
Relevant 93 41.6 85.7
Advanced 32 14.3 100.0
Total 224 100.0

Indeed, using the data and information to identify the strategic scope, we also expected
that the tools that were adopted would be more advanced. Consequently, the strategic
decisions in these companies are based on information obtained by traditional tools
(Budget, ratio analysis, etc.), which do not help management create a strategic vision.

To gain a better understanding of the use of management control in the sample, in
particular, the tools adopted were not only used for forecasting or simulation but
especially as a guide for management. We investigate the use of these tools to manage
managers and 66.7% answered affirmatively.

Exhibit 6 Management control: tool for management

Is the management control used as a tool to manage managers?

Answer options Response percent Response count
Yes 66.7% 130
No 33.3% 65
Answered question 195

Skipped question 114
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In particular, the responsibilities focus on the centre results (65.4%), the costs
composition for each centre (64.7%) and the actions undertaken in each centre (64.7%).

Exhibit 7 Managerial control responsibilities

If yes, how the managers are managed

Answer options Response percent Response count
Sanctions 3.0% 4

Centre result monitoring 65.4% 87

Cost analysis for each centre 64.7% 86
Corrective actions in each centre 64.7% 86
Number of work hours 18.0% 24

Other 3.8% 5
Answered question 133
Skipped question 176

In response to the second research question, RQ2: is the budget a widely used tool in the
MCSs in Italian SMEs?, we investigate the main tools adopted by these types of firms.

Exhibit 8  Managerial control tools

Which management control tools are adopted?

Answer options Response percent  Response count
Activity-based costing 20.7% 41
Variance analysis 44.9% 89
Ratio analysis (ROE, ROI, ROS, etc.) 72.7% 144
Balanced scorecard 15.2% 30
Balanced scorecard integrated with a risk indicator 1.0% 2
Benchmarking 13.6% 27
Budget 78.8% 156
Co-design 3.0% 6
Simplified analytical accounting (without cost centres) 21.2% 42
Accounting cost centres 63.6% 126
Customer satisfaction ratio 25.3% 50
Productivity ratio 40.9% 81
Strategy map 0.0%

Boston consulting group matrix 0.5% 1
Process costing 3.0% 6
ERP system 30.3% 60
Target costing 7.6% 15
Others 5.1% 10
Answered question 198

Skipped question 111
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When examining the management control tools adopted by the companies, the most
widely used tools were found to be budgets (78.8%), financial statement analyses by
ratios (72.7%) and accounting cost centres (63.6%), underlining that traditional tools are
most commonly adopted by these firms. This examination was also confirmed by the
previous analysis regarding the diffusion of the MCS. Tools that are more useful for
planning the strategic goals, the so-called ‘advanced’ tools (Table 2), are less commonly
adopted by the analysed companies: balanced scorecard (15.2%), benchmarking (13.6%)
and balanced scorecard integrated with a risk indicator (1%).

The companies that adopt management control tools perceive a generation of benefits
(94.9%).

Exhibit 9  Management control: benefits

Did the adoption of management control tools generate benefits?

Answer options Response percent Response count
Yes 94.9% 186
No 5.1% 10
Answered question 196
Skipped question 113

In particular, the main benefit focused on obtaining more correct information (83.4%),
reducing costs (60.4%), avoiding weaknesses (62%), managing the employees (49.7%)
and creating improvements in products and services (45.5%).

Exhibit 10 Management control: benefits

If'yes, what are the benefits?

Answer options Response percent Response count
Obtain correct information 83.4% 156
Eliminate weaknesses 62.0% 116
Opportunity to reinforce strengths 31.0% 58
More responsibility for the employees 49.7% 93
Improvement in processes 45.5% 85
Improvement in product and services 17.6% 33
Increase in productivity 21.4% 40
Fewer costs 60.4% 113
Others 0.0% 0
Answered question 187
Skipped question 122

5 Conclusions and future developments

This study reveals a widespread implementation of management accounting tools in
Italian SMEs. It also emerged that the non-adoption of these tools is due to the expense
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perceived by the companies, who probably perceive the expense without evaluating
future economic advantages that may be gained.

The MCS relevance emerges mainly from the monthly frequency of use that
demonstrates the true utilisation of information of daily management.

It is interesting that the information derived by management control is used for
strategy purposes and to set future strategic goals, but the tools adopted are traditional
rather than advanced tools.

This evidence confirms the main literature (Ates et al., 2013), which suggests
adopting more appropriate strategic and operational practices to make performance
management more effective and identifies vision, mission and value development as
recommended areas for improvement. The barriers of strategy-oriented processes limit
performance measurement in SMEs.

In addition, it is confirmed that budgets are a central tool in MCSs and highlights that,
in the sample analysed, traditional tools are the most widely used. These findings confirm
the part of the literature (Anthony, 2005; Brusa, 2012; de Luca, 2010; Dematté, 2002;
Hirst, 1987; Hope, 2007; Libby and Lindsay, 2003; Merchant, 1985) that states that
budgets are useful tools even if criticisms of budgets are also made. This suggests that the
adoption of other tools would circumvent the limits presented by budgets. Indeed, it
clearly emerges in this research that tools that are effective for short-term decision
making are used to make strategic decision, consequently limiting the strategic vision and
mission of these firms.

This paper has both academic and practical implications. The theoretical implications
highlight the structure and the tools of management control that are adopted by these
types of firms. In addition, this study confirms the part of the literature that states that the
budget is not an obsolete tool, even if it also presents some problems. The practical
implications are the confirmation of the relevance of less advanced managerial tools that
are used to strengthen managerial capabilities. However, budgets are still useful, even if it
is necessary to utilise additional tools to overcome its limitations.

Future development can enlarge the sample and comparisons with other countries. In
addition, it may be interesting to investigate the limitations perceived by the companies
regarding the actual management control structure.
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