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ABSTRACT

Though family businesses have huge contribution in economy. But these
businesses have high failure rate. Usually, these businesses get fail in third
generation. Qualitative research was used to explore MAPs in family
businesses through theoretical lens of Socioemotional wealth. Qualitative
research was adopted to move away from a constricted and mechanistic
view of the management accounting which resembles with the textbook
view. The study reveals that positive and negative emotions perform a vital
role in the adoption non adoption of MAPs. Moreover, the study depicts
that how socio emotional dynamics contribute in strategic decisions of
family business. The study helps to understand non-financial aspects of
family business. Contingency Theory, System Theory, Resource Based
View (RBV), Agency Theory and Behavioral Agency theory have already
been used in the perspective of family business in the literature. But these
“foreign” paradigms are unable to sufficiently deal with the uniqueness of
family businesses where “economic instrumentality” does not prevail.
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1 Introduction

There is consensus over huge contribution of family businesses in economy. Despite high
contribution in economy these businesses have usually high failure rate. According to(de Groot,
Mihalache, & Elfring, 2022), the facts show that the survival rate of second-generation family
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business is 30%, in this context, only 12% family businesses are able to sustain in third generation.
Survival and sustainability remain highly low in the fourth-generation for family businesses, only
3% businesses are able to function properly in fourth generation.

Different studies have narrated different reasons for failure of family-owned businesses,
according to (de Groot et al., 2022) in family business 60% percent failure is due to the trust and
communication problem, 25% family businesses fail because of their insufficient preparation for
forthcoming generations. Furthermore, the improper financial, legal and taxes system lead to the
failure of 15% family businesses. Thus, about 85% of family business transition process to next
generation fails due to lack of communication, trust, or the competencies. Whereas Camfield &
Franco, (2019) states that family businesses fail due to lack of modification and adaptation with
changing business environment, founders are ill prepared, and conflict of interest among family
members, etc.

According to Eddleston, Kellermanns, Floyd, Crittenden, & Crittenden, (2013)
insufficient succession and strategic planning are the significant reasons of the surprising mortality
rate of family-owned businesses. Whereas Hiebl, Duller, Feldbauer-Durstmiller, & Ulrich,
(2015)argue that family businesses face failures due to insufficient operational planning.

Previous research states that potential cure for lack of strategic/ succession planning,
inadequate operational planning, poor dissemination of implicit and indirect knowledge lie in the
proactive use of management accounting. MAPs are hardly utilized by family-owned businesses,
because of their low formalized and highly flexible nature of conducting businesses (Giovannoni,
Maraghini, & Riccaboni, 2011). But highly informal and inflexible nature allows them to deliver
competitive products and avoid cost intensive overhead.

MAPs have been largely studied in the context of Contingency Theory. The Contingen

cy Theory establishes that how different contextual variables are linked with particular aspects of
an accounting system (Granlund & Lukka, 2017).Whereas family businesses have been mostly
analyzed through theoretical lens of Systems Theory, Resource Based View (RBV), Agency
Theory and Behavioral Agency theory. But study of existing literature also argue that family
businesses are dissimilar from non-family businesses.

Family businesses do not only strive for economic goals but also pursue for non-financial
goals, this multiple and contradictory goal setting make management and performance of business
complex and different from non-family business. Therefore, Berrone, Cruz, & Gomez-Mejia,
(2012) state that “Economic Instrumentality” fails to deal with the distinctiveness of family
business. Regarding family owned business research, this exercise has often produced conflicting
and inconsistent empirical results, disintegrated theoretical interpretations, overlapping
terminology, excessive reductionism, and enforced use of borrowed reasoning to explain
descriptive findings.

So, this study has explored reasons behind adoption of Management Accounting Practices
through theoretical lens of Socioemotional Wealth Theory. Socioemotional wealth sums up the
effect of family moral values, family objectives, and personal ties on the business’s strategic goals,
vision, and time period of decisions, organizational dynamics, intangible resources, capabilities,
and pertinent stakeholders.

1.1  Objective of the study
So, the main objective of this research paper is to determine reasons behind adoption/non
adoption of MAPs in family business through theoretical lens of Socioemotional wealth.
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1.2 Research Question
Why family businesses have adopted/not adopted MAPs?

1.3 Significance of the Study

It will support owners of family businesses to understand reasons behind adoption and non-
adoption of MAPs in the family business. Moreover, study will also help to understand emotional
and non-financial aspects of family business. Study will depict that how socio emotional dynamics
take part in strategic decisions of family enterprises.

2 Literature Review

According to literature, among several reasons of its failure, one of the major reasons of
failure is lack of MAPs. These MAPs are taken as collection of recognized accounting techniques
and tools which have been established through deliberations to deliver relevant, correct and timely
information for decision making in the family business.

Management accounting techniques, tools, practices and systems have been
interchangeably used in past literature. Abdel-Kader & Luther, (2008); Sulaiman, Nazli Nik
Ahmad, & Alwi, (2004),Ahmad & Zabri, (2016) divided it into five different categories based on
the nature of practices. Whereas IFAC (2008) and Nishimura (2003) mentioned MAPs according
to stages, and environmental factors, which are assumed as the drivers of change in MAPs in
different stages. Global competition, and particularly competitive economic situation of the 1990s,
are probably considered the most commonly quoted stimuli of revolution/ advancement in MAPS
(Lambert & Sponem, 2012)

2.1  Definition of MAPs

According to IMA (2008) Management Accounting is “a profession that involves
partnering in management decision making, devising planning and performance management
systems, and providing expertise in financial reporting and control to assist management in the
formulation and implementation of an organization’s strategy.”

2.2  Types of MAPs
2.2.1 Costing

Accordingly, costing is most likely the oldest practice in management accounting. Costing
practices provides detail and comprehensive cost information about all business’s activities to
management. Sulaiman et al., (2004) states that it enables management to manage and regulate
ongoing operations and to predict as well as plan for future processes accordingly.

2.2.2 Budgeting

Control is a very important phenomenon within organization, it is attained due to the
planning and managing of several functions, activities and resources. Panda & Leepsa, (2017)
states that to attain the goal of control, budgets are employed by organizations. Budgets are
upcoming course of actions of an organization that feature how resources will be utilized to
accomplish the preferred result. Different sorts of budgets are formulated for diverse purposes and
time periods, and then all are generally combined into single master budget (Sulaiman et al., 2004)

2.2.3 Performance measurement

Neely et al., (2000) state that performance measurements is basically comprised of two
major distinct activities, explicitly the “measurement” & “management”. The “measurement”
process involves establishing of goals, and determining what to calculate & evaluate. This activity
encompasses collection, analysis, and interpretation of facts & numbers. Whereas the
“management” process involves the assessment of the differences between desired and actual
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outcomes. The management process critically assesses and evaluate these differences, and suggests
& implements corrective action if necessary.

2.2.4 Decision support systems

According to Strike, Berrone, Sapp, & Congiu, (2015)management accounting is used to
make available monetary and non-monetary information to support the process of decision making.
There are three different types and stages of decisions, classified as daily or operational, long term
or short-term investment decisions, and funding/ financing decisions. Furthermore, Strike et al.,
(2015)characterizes operational decisions as pricing, mix and promotion of products. But in each
type of decision, profitability was considered important. Investment decisions involves the
achievement of optimal quantity of raw material inventory and procurements of several other
assets at best prices. Whereas financing involves use best available financing mode to expand
business. Similarly, few decisions are considered operational and short-term decisions and others
are considered as strategic and long-term decisions.

2.3  Socioemotional Wealth and Family Business

Though there is no disagreement over argument that there is difference between family
businesses and non-family businesses but have distinctive phenomenological setting (Gomez-
Mejia, Cruz, Berrone, & De Castro, 2011). Now it is an established fact that family businesses not
only chase profitable/money making but also non-profitable goals, this revelation may elucidate
contradictory results of former researches Sacristan-Navarro, Gomez-Anson, & Cabeza-Garcia,
(2011)and state the fact that the determination of performance and managing business are
extremely more multifaceted in family businesses as compared to non-family businesses.
According to Berrone et al., (2012), Economic Instrumentality lacks the ability to deal with the
distinctiveness of family businesses. Use of economic rationality in family business studies, has
often resulted to inconsistent empirical results, overlapping terminology, and excessive
reductionism degenerated theoretical explanations, and enforced use of borrowed logic to describe
descriptive outcomes.

In response to above argument, Socioemotional Wealth Theory was developed.
Socioemotional wealth sums up the effect of family moral values, family objectives, and personal
ties on the business’s strategic goals, vision, and time period of decisions, organizational dynamics,
capabilities, and pertinent stakeholders. It denotes a move and re-allocation of attention from the
restricted focus on economic intentions, temporary decision-making, and shareholders’ interests
to the broader array of non-economic goals, stakeholders’ concerns and time-honored planning in
operational and strategic decision-making (Songini, Gnan, & Malmi, 2013) Socioemotional
wealth theory has five dimensions.

Family control and influence

Identification of family members with the firm;

Binding social ties

Emotional attachment; and

Renewal of family bonds to the firm through dynastic succession

The theory lends relevant support to the MAPs. In fact, Socioemotional wealth requests for
advanced approaches for instance balanced scorecard, which takes into account long lasting non-
economic/intangible aspect, performance measurement and evaluation (Craig & Moores, 2005).

3 Methodology
In the current study we have used inductive and qualitative approach to answer our research
questions. According to previous studies qualitative research is more suitable for addressing “why
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and “how” questions (Devaney, 2016). This qualitative study helps to bridge a prominent gap in
the existing accounting literature— particularly, the lack of use of specific theory in the context of
MAPs in family business setting (Strike et al., 2015)

For data collection, we employed semi-structured, open-ended, comprehensive, and
personal question and answer session with family business owners and employees, these
interviews were followed up via phone calls and e-mails if further clarification was required.
Medium and economically significant entities (large sized) family businesses were considered for
data collection. All participants had knowledge and experience of MAPSs. The participants were
ascertained through personal contacts and snowball sampling. Sample size is not decided in
qualitative research because theoretical sampling is used. Data collection continued until
“theoretical saturation” point is reached or the situation where incremental learning from new data
was considered to be insignificant Gibbs, Rozaidi, & Eisenberg, (2013).This resulted in a total of
30 interviews. Each interview was 30 to 60 minutes in length. After assuring them of the secrecy
of their comments, the participants were first asked to convey demographic information, including
age, education, the number of years they had been working with family businesses, and so on.

To get clear understanding of data collected, interviews were transcribed. Except that
where confidentially or anonymity was required, all the interviews were written out verbatim.
Methodological triangulation was used to assist in data validation and reliability. Thematic
analysis was used for analysis of data. For this purpose, open coding was used in first cycle while
axial coding was used in second cycle.

4 Findings

The research study involved 15 family business owners and 15 employees from different
departments who had knowledge and expertise in the area of MAPs and have information about
organization’s history. The 30 participants offered responses that repeated one another which
allowed themes to form. . Open and axial coding was used for theme generation. Tables represent
the demographic information collected from the participants during the interviews. The collected
demographic information included years of experience, industry, age group, gender, and
educational level.

Table 1
Summary of years of experience

Years of Experience No of Participants percentage
0-3 5 17
4-6 5 17
7-9 4 13
10-12 2 6
13-16 5 17
Above 16 9 30
30 100%
Table 2
Summary of industries
Industry No of Participants percentage
Textile 5 17
Leather 3 10
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Food 2 7
Petroleum & Coal 1 3
Motor vehicle parts 1 3
and accessories
Groups (Textile 18 60
+Food+ IT)
30 100 %
Summary of age group
Age Group No of Participants percentage
20-29 5 17
30-39 5 17
40-49 10 33
50-59 7 23
60 and above 3 10
30 100 %
Summary of Gender
Gender No of Participants percentage
Male 27 90
Female 03 10
30 100%
Summary of Education Level
Education Level No of Participants percentage
Undergraduate 6 20
Graduate 24 80
Postgraduate 0 0
30 100%

The reason behind adoption of MAPs gave rise to following theme

1. Control &Profitability
2. Survival
3. Personality & Education of CEO

While relating to control and profitability participants said that: -

Participant O Decision regarding implementation of accounting practices mainly depends upon
profitability. If profit is same year after years, or if the company has started making loss in spite
of increase in revenue or sales then they would definitely think about it. Otherwise, they do not
bother or think about it. why.... because family owners believe that money revolves within
business. You are not giving money to any person outside family and you are not taking money
from any external source except bank. Owner believes that he knows each and everything about
business. So there is no issue to implement system. But when group grows then at that time, he
probably requires system.
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Participant L Actually MAPs were in use quite long ago. We may say that they were traditional,
not modern one. But they were in practice. Because | think, anything which is related to
profitability or figures is very important for owners. Now we have complete computerized system.
As business has grown internationally so there was need to have proper system related to costing,
budgeting, HR, and decision making in order to control business in an effective way.

According to participant A, profit or loss have more severe impact on the family business owners
as compared to non-family business owners.

Participant A CEO from family also works in same way as non-family CEO. He considers profit
and loss account, share price and price of product in similar way as non-family CEO takes all these
things. In fact, | believe non family CEO has opportunity to leave company in case of loss but
CEO from family cannot. He enjoys boom and has to bear slump or recession.

So, | believe Family CEO works more logically and passionately because he has many things to
loose. That is why family CEOs are more inclined in the adoption of new practices. To maintain
interest, shares are offered to outsider CEO just to give him incentive.

Participant D &G related use of MAP with survival of business.

Participant D You have to accommodate changes in business otherwise you cannot survive or
expand it. It is like moving in upward direction with iron ball, if you do not drift upward then it
will crush you. Similarly, it is necessary to move with time.

Participant G Documentation and proper business practices are necessary especially when there
are several stakeholders. You have to satisfy stakeholders and this is only possible when you have
proper mechanism.

Participants A & H related usage of MAP with Personality & Education of family executives

Participant A So, | believe Family CEO works more logically and passionately because he has
many things to lose. That is why family CEOs are more inclined in the adoption of new practices.
To maintain interest, shares are given to outsider CEO just to give him incentive.

He further stated that

Participant A Adoption of MAPs depends upon attitude, personality and innovation. If owners
have attitude to adopt new things and new as well as innovative things are available in market.
Then definitely owner will go for it.

Participant H But when my elder brother came from USA. He enlightened us about different
benefits of accounting practices and documentation. He later developed whole system as he had
huge experience in this field. I think education has huge role to play. Economic condition of
business was not good, but my father sent his children abroad for higher studies. Though my uncles
resisted a lot. But he supported us. My elder did BBA from USA University later he did CPA.

The reason behind Non-adoption of MAPs gave rise to following theme

1. Resistance from family members on board
2. Lack of Education/Knowledge

Participant I, K & H, M & O argued that non adoption of practices is related to resistance from
family member and larger board
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Participant | Apparently, we do not see, but there are conflicts among directors, due to this there
is no mechanism of MAPs. Since directors on board are cousins, so they have conflicts against
each other.

Participant K Yes, you can infer that BOD is ineffective, because no such official matters are
discussed over there, one of directors who is retried now and his son has been appointed as a
director, unofficially controls the office even today. He takes all decision and dictates his son on
official matters even after retirement, and we all know about it.

Participant M ultimate decision-making power is in hand of BOD. To implement new practice or
start new project, | prepare feasibility study with my team, spend 2 months on it then I discuss it
with my family members, even I discuss it with my cousins. Informal meeting and discussion have
very positive impact, through these informal meeting, | can get an idea about any resistance which
| can face in BOD in fact these informal meeting helps to overcome any resistance. Then new ideas
and suggestions are floated.

Participant J &O related non adoption of MAP with lack of education / knowledge of family
owners

Participant J | am chartered accountant but my owners have done MBA, so | have to make things
simple so that they can understand it and then can take relevant actions. There is hindrance. Several
times | wanted to implement new practices but could not do so as it is very difficult task to make
it understandable to owners.

Participant O No doubt younger generation is graduated and well educated but they are usually
less focused. They are mainly concerned about dressing of employees. Office renovation etc.
Younger lot also knows very well that if they would intervene in business related matters or
decision-making issues then they would not be welcomed. If he shows any resistance to any
decision then he will be at home.

5 Discussion

5.1 Control & Profitability

It was explored during the research study that family businesses adopted MAPSs to acquire
or maintain control over business. Especially when business is in expansion or diversification
process. Then it becomes necessary to have proper management accounting mechanism to exert
and maintain control. MAPs aid the organization by providing the information about its existing
market, and competitors. Its role in determining multi- dimensional features of performance is
quickly rising. This control factor related to adoption of MAPs was commonly observed in third
generation or business which were diversified. Businesses which were controlled by second
generation and less diversified were reluctant to make use of MAPs.

Past studies ague that family businesses avoid management accounting system as they
believe that that trust relationship already exists and management accounting will only diffuse
their control (Speckbacher & Wentges, 2012).But our finding are supported by Quinn, Hiebl,
Moores, & Craig, (2018) arguments. They state that management accounting systems plays a
conclusive part in the governance of family business. Similarly HIEBL, FELDBAUER-
DURSTMULLER, DULLER, & NEUBAUER, (2012) states that MAPs can support the family
enterprises in keeping an eye on non-family managers. According to Leotta, Rizza, & Ruggeri,
(2017), the introduction of new MAPs has role in creating the leadership portrayal of the younger
generation.
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It was found during the study that profitability has major role in usage of MAPs. Family
business owners are more concerned about profitability as they believe that they are risk takers
they think that non family CEO can leave company in case of loss. It was observed during the
study that decline in profit acts as a trigger to implement MAPs.

Our findings align with Helsen, Lybaert, Steijvers, Orens, & Dekker, (2017) arguments.
He states that to attain superior financial results, interactive and diagnostic management control
systems require to be used in family business’ strategy. Similarly, Sulaiman et al., (2004) states
that high dependency on outdated non- economic performance measures usually lead to
abandonment of financial reality in family businesses. That is why family firms move towards
more modern techniques and practices. Furthermore, EI Masri, Tekathen, Magnan, & Boulianne,
(2017) state that family businesses perceive MAPs as a method to decrease familial affectivity and
to nurture economic rationality.

52  Survival

Survival also motivated family CEOs to implement management accounting practices.
Peer pressure or competitors compels family businesses to introduce MAPs. If larger groups start
adopting MAPs, it automatically pressurizes medium sized businesses to adopt these practices.

5.3  CEO education and personality

Furthermore, CEO’s Education and personality has huge impact in implementation of
MAPs within family businesses. It was found during research process that owners/CEOs who are
foreign qualified, and has extensive exposure of business world are inclined to implement MAPs.
They think more logically and rationally and try to regress family thinking related to old practices
Upper Echelons Theory and Strategic Choice Theory propose that qualified executives have better
ability to deal with information and to embrace leading-edge systems Ahn, Mortara, & Minshall,
(2014) Hambrick & Mason, (1984) ,. Naranjo-Gil & Hartmann, (2007)

5.4 Dimensions of SEW in Relation with Adoption of MAPs

Socioemotional wealth theory states that control is the most important part of family
business. Firms can take severe decision to maintain this control. So MAPs were implemented to
extend this control as these practices provide more up to date and authentic information which help
family businesses to exert control. Although theory states that family businesses prefer non-
financial goals over financial goals. But due to strong empathy of family members with their
business, family members are deeply concerned about reputation of business. They believe that
family business is the reflection of family that is why they are extremely thoughtful about success
and failure of business and exhibit better professionalism as compared to non-family business. So,
second dimension of SEW i.e., recognition of family members with business makes family
members rather sensitive and careful about their impression they show to their external
stakeholders and they implement MAPs whenever they feel any threat to their successful image.

55 Resistance from family board members

Resistance from family board members acted as hindrance in implementing MAPs. In
family businesses, board mainly comprised of family members who have personal conflicts against
each other. These personal conflicts give rise to professional conflicts and interrupts decision
making process of company. Board sometimes comprised of members who have no business
knowledge and expertise. They have just ceremonial role. In this situation board members are
unable to play their effective role.
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For instance, Quinn et al., (2018) argues that the formation of family business’ boards and
administration teams influence the design and usage of management accounting and control
mechanism. Certainly, when management teams and board are well furnished with family & non-
family members, then the governance structure may adequately incorporate management
accounting and control systems.

Research on family business is focused on the notion that family involvement in board immensely
affects corporate policy and organizational processes. Interests of some family member may
deviate from the wishes and benefits of other family members Naranjo-Gil & Hartmann, (2007)
which in turn gives rise to resistance or conflicts in board meetings.

5.6  Lack of education and knowledge

In previous researches, it has been found that managers have unexpectedly low level of
basic professional and financial knowledge. Financial literacy and awareness of family business
owners are sometimes disappointingly low. Some family businesses do not have the expertise or
the willpower to effectively go for the move to professional or specialized management.
Emphasizing on expertise, Sun, Cegielski, Jia, & Hall, (2018) observed that proper competence,
experience and education are mandatory for family businesses to professionalize. According to,
although family members relish prominent levels of discretion because of their ownership in the
business, nonetheless ownership privileges are not certainly adequate to legislate desired
behaviors.

5.7  Dimensions of SEW in Relation with Non-Adoption of MAPs

Fourth dimension of SEW implicates that emotions get infuse within the business and
effect the administrative process as the borderlines between business and family are somehow
indistinct in family enterprises Gomez-Mejia et al., (2011). Families are depicted by different kinds
of emotions, such as happiness, tenderness, consolation, warmth, and love, which are considered
positive, and sometimes also portray negative emotions, like fear, loneliness, anger, anxiety,
depression, disappointment, and sadness. Theses emotions motivates family members to react in
specific manner. Due to emotional attachment hey try to be altruistic to each other and
accommodate family members on board. Which results in larger and in-effective board.
Sentiments and emotional attachment can have undesirable effect, thus making family relations
dysfunctional. In family business conflictive relationships are preserved, with hope that these
relationships will ultimately reappear to a harmonious condition. So sometimes due to negative
emotions, strategic proposals are resisted at board. Therefore, MAPs cannot be implemented due
to conflicting relationship among family members who are board members and business owners.
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