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Abstract

Businessevolutionisboundtobringchangesinthemallagement'sneed

forinformationandthischangegetstranslatedintofinancialandinternal

controlsystemsofsuchbusinesses.Thepaperfoundevidencefromgrow-

ingbusinessesinHokkaidothatbusinessgrowthbringsinbothqualitative

aswellquantitativechangesinthewayvariousfinancialdataisassembled

andreported.Itwasalsofoundthatasabusinessmovestowardslateral

stagesinitslife,managementandownersaremoreinterestedinoperational

analyticsthanintheinvestmentindicatorsexceptforafewindustrieswith

differentbusinesspatterns.

1.lntroduction

AsbusinessesgQthroughprogressionandbusinessproblemsbecome

morecomplex,thediagnosticsnecessarytoanswerandactontheseproblems
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requireanelevatedlevelofinf6rmationassimHationandmanagerialteamwork.

Traditionally,financedepartmentswereveryoftentheonlydepartments

withaccesstoaccurateinformationaboutacompany'sfinancialresults.

However,thisinformationwasusuallyatacollectivelevelandwasn'tavailable

untilseveraldays,sometimesweeks,aftertheendofthemonth.

Atthesametime,however,accounting,finance,taxandotherfinancial

areascontinuetoevolvetoservetheneedsofthegrowingenterprise.This

articleexaminestheevolutionoffinancialdiagnosticsanditseffectonthe

stateofdatawarehousing,analysisandreportingbothonthequantityas

wellasfrequencyofthedatareported.Asthebusinesssizeandagegrow,

sodoestheroleofthefinancefunctionwithinanorganization;andthefinan-

cialandaccountinginformationgenerated,analyzedandreportedalso

undergoesatransformation.Thistransformationisdrivenbytheneedto

incorporatetheincreasedfinancialdatageneratedaswellasduetothe

changesinitsreportingrole.Inthisway,most且nancefunctionsarebecoming

moreef且cientrequiringfewerresourcestomanagethemandcloselyaligningノ
withthecompany'sbusinessstructure.Thisisespeciallytrueinthearea

oftransactionprocessingwhereimprovedautomationof五nancialtransactions

hasenabled且nancestafftoexpandtheirroleandspendmoretimesupporting

decision-makingprocesses,ratherthanjustprocessingandreconciling

tranSaCt10nS.

Theevolutionoftheaccountinginformationsystem(AIS)goeshandin

handwiththegrowthinsizeandscopeofthebusinessandasaresultboth

themagnitudeandfrequencyoftheaccountinginformationgenerated,

analyzedandreportedisaffected.Althoughthisstudytakesaneutral

approachtowardsthenatureofthesechangesoccurringoverthegrowth

phaseofthebusinessinitsAIS;studiesareouttherethatsuggestthat

growthandsurvivalbringaboutpositivereformationinAIS(Hutchinson
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andRay1986).ThepaperisintendedtolookintothewaysabUsiness's

accountinginformationandinternalcontrolsystemsaretransformedasthe

businessagesanditssizegrows.

2tTheStudy

Thepaperisbaseduponastudyconductedthroughaquestionnaire

basedsurveyof184smallandmediumsizedcompanieslocatedinHokkaido,

Japan.ThecompanieswereselectedrandomlyfromHokkaidoFirmData

Yearbook(2002)publishedbyH∂kkaidoShi〃 伽%∫ 加(HokkaidoNewspaper

PublishingCompany).Thecompendiumprovidesacomprehensivelisting

ofcompaniesinHokkaidoarea ,invariousindustries.Outoftensofthousands

ofcompanies,atotalQf1200companieswereselectedbaseduponaminimum

nooffulltimeemployeesforsendingthequestionnaire.Theminimum

numberofemployeeswas70whichwasconsideredlargeenoughinorder

forthefirmtoemployaminimumlevelofmanagerialandinternalcontrols.

ThequestionnairesweresentinAugustof2004andbytheendofOctober,

2004,repliesfromover200companieswerereceivedthroughpost.Outof

thisnumberl84replies(n=ヱ84)wereconsideredeligiblefbrinclusioninthe

finalanalysisbasedupontheclarityofreplying.Thefirmswereselected

onthebasisofaminimumIevelofbusinessgaugedbyaminimumnumber

offulltimeemployees.Also,itwasdoneinawayastomakethedata

representativeofmostoftheindustrytypes.Itwasnecessarytohave

companieswithenoughexpertiseandthebusinessagesoastobeableto

answerallormostoftheaspectsofthequestionnaire(SeeTable1).The

questionnairecoveredquiteadiversegroundandwasdesignedtocollect

infbrmationaboutthewaysinwhichvariousfinancialinfbrma宜onwerecolected

andinterpretedoverthelifeofthebusinesses.Thequestionnairefocused
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onthreestagesofthebusinessescoveredi.e.earlystage,growthstageand

expansionstage.Theinformationrelatedwhataccountinginformationwas

compiledduring'thesebusinessstagesinordertoreachfinancialconclusions,

soastomakeinvestmentandoperationaldecisions.Itparticularlyfocused

onthewayinternalcontrolreportingandanalysisgottransformedoverthe

lifeofthebusiness,

Thestudywasconductedonthepremisethatbusinessmaturityand

groWthmustbeinstrumentalinbringingaboutaquantitativeaswellqualitative

changeinthemagnitude,frequencyandthecomponentsoffinancialreporting.

Thebeliefwasbasedonthefactthatcertainfinancialactivitiesareabandoned

overthebusinesslifeandsomeotheractivitiestakeover;hencechanging

thecompositionofthefinancialdatatobecompiled,analyzedandreported.

Itwasnecessarytoensurethatfactualassessmentofoperatingprocesses,

decisionsandresultsareconductedonacontinualbasisandonlyrelevant

dataisdealtwith..

3.TheData

Thedatacollectedfocusedmainlyonthefollowingactivities:

1.TheOperationalResults

2.TheInvestmentActivities

3.TheInternalControlActivities

Thedatawascollectedfromavariedmixoffirmsfromanumberof

industriesasfollowing:

1.IT

2.Service

3.Print&BroadcastMedia

4.Transport&Communications
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Tourism&Hotel

MachineryManufacturing

Construction

Vehicle&Shipbuilding

Food

CivilEngineering&Building

ConsumerGoodswholesale&retail

Others

153

ThisclassificationissameasusedbyHokkaidoShinbunsha(Hokkaido

NewspaperPublishingCompany)initsyearbookonFirhnData2002about

thefirmsinHokkaidoareaofJapan.Theinfbrmationcollectedrangedfrom

basiccompanyfinanciaidatalikeageofthefirm,thelineofbusiness,number

offulltimeemployees,allnualsales,thenetassetsaswellasotherdetailed

aspectsofthefinancialrecording,interpretingandreporting.Allthe

companieswereaskedabouttheirpresentstageofbusiness.Outof184

0nly161wereabletoidentifytheirstageofbusinessaseitherearlystage

(n=3》,growthstage(n=34)orexpansionstage(n=124).Remaining23

companieswereunabletobespecificaboutthestageofbusinesstheywere

in,astheywereunsureastowheretheyareorwheretheywouldbeina

foreseeabletimeperiod.AsIargecomponentofthesamplefirmswereat

theadvancedstageofthebusiness,itimpliedthattheyarethefirmswho

haveexperiencedearliertwostagesofthebusinessi.e.earlystageandthe

growthstage.Thatwasnecessarytoestablishthestrategictrendofthe

accountingandfinancialinformationdesignsovertheperiodofbusiness

lives.Abusinessthathasexperiencedallthreestageswasconsidered

morelikelybebetterabletoreflectthattrend.
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Table1:SampleCharacteristics

IndustryType

CivilEngineering&Building

Construction

Consumer .Goodswholesale
&retail

Food

IT

MachineryManufacturing

Print&BroadcastMedia

Service

Tourism&Hotel

Transport&Communications

Vehicle&Shipbuilding

Others

Total/Overa11Average

No.of

Companies

20

10

20

15

26

10

17

184

Average

Age

48.5

38.5

27.9

41。2

26.1

40.8

41。4

32.6

39.7

44。3

37,7

41.8

39.8

Average

No.of

Employees

125

95

405

160

286

335

119

212

138

303

445

228

223

Average
AnnualSales

(Million¥)

749.1

205.9

2,410.9

456,632.0

551.4

1,554.0

654.5

820.1

402.9

612.3

2,199,1

1,559.8

76,084.6

AverageNet

Assets

(Million¥)

18.5

4.1

98.1

53,013.0

59.2

39.1

14.5

64.9

26。4

28.4

283.1

29.7

8,734.1

4.TheBusinessGrowthandFinancialReporting

Thefinancialreportingbeingthemainandmostconventionalfinance

functionalwaysremainsattheheartofmostfinancialactivity.Thegrowth

inbusinessandfinancialactivityisverymuchlikelytoaffectthewaythis

financefunctioniscarried.Thestudyfocusedonhow,forgrowing

businesses,thisfunctiongetstransformedinitscompositionanddeliverance

oversuchperiod.Thestudyfocusednotonlyontheoverallfinancial

reportslikeprofit&10ssaccount,balancesheetandcashflowstatements;

ratheritevenfocuseddeepinsidethecompositionofthesereportsandtried

tofigureoutwhetherreportingcomponentsalsochangedoverthatperiod.

Thestudyshowedthatfinancialreportingunderwentbothqualitativeas

wellasquantitativechang臼overthetime.
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0urfindingsrevealthatthevolumeoffinancialdatareportedincreased

withincreaseintheageofthebusiness.Theincreaseinthedatacollected

andreportedwasfoundpositivelycorrelatedwiththeageofthebusiness.

Theincreasewasrecordednotonlyinthemajorfinancialreportslikeprofit

&10ssaccount,balancesheetandcashflowstatement;ratherincreaseinthe

magnitudeandfrequencyofreportingwasrecordedalsointhecomponents

ofsuchreports.(SeeTable2)

Itcanbeseenthatthereisclearpatternoffinancialreportingincreasing

withtheageofthefirmandthefinancialmanagerstendtopreparemore

reportsastheymovetoanadvancedstageofthebusiness.Itisobvious

thatinvariablythetotalnumberofreportsincreasedovertimefbralmostall

thefirmsacrossalltheindustriesfromatotalof254toupto367intota1.

Howeverincaseofservice,transport&communication,foodandcivil

engineeringtheincreaseinthereportspreparedwasmuchmorethan

others;asbythelaterstageofthebusinesstheywerepreparingmorereports

thanothers.Alsothecorrelationbetweenthebusinessageandthenumber

ofreportsisstrongerbythelaterstageofbusinesswhichstandsatO.628

anditremainspositivethroughoutthebusinesslife.Asimilarpatternis

alsoevidentfromtheanalysisofvariouscomportentsoftheprofitandloss

account.Thesalesanalysis,laborcostanalysisandnetprofitanalysiswere

beingusedmoreandmoreasbusinessesprogressedthroughtheirlifecycle.

Firmsacrossalltheindustrieswiththeexceptionofconsumergoodswere

preparingmorecomponentsanalysistoreachatcertainoperationalresults

anddecisions.Incaseofconsumergoods,thecomponentanalysisreporting

decreasedfromoriginall7tol2despitealittlesurgeduringthemiddle

stage.Againthroughoutvariousstagesofthebusinessgrowth,thegrowth

incomponentsreportingshowedareasonablecorrelationwithincreasein



Table2-RelationshipofFinancialReporting&ReportingComponentstotheFirm'sBusinessStage

IndustryType

10.

11.

12.

IT

Service

Print&BroadcastMedla

Transport&Communications

Tourism&Hotel

MachineryManufacturmg

Construction

Vehicle&Shipbu且ding

Food

CivilEngineering&Building

ConsumerGoodsWholesale&Retail

Others

Total/OverallAverage

StandardDeviation

Correlation-Age:VolumeofInformation

CovarianceAge:VolumeofInformation

Average

Age

1

6

4

3

7

8

5

7

2

5

9

8
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3

4

3

3

4

4

2

4

39.8

13、6

VolumeofFinancialReports

y

e

副

㎏

10

28

11

29

23

17

15

15

39

27

12

28

E

S

254

11.7

0.515

28.11

Growth

Stage

19

38

12

42

21

18

18

19

42

33

18

27

703

3
●01

　33
圏0

97802

*Fi
nancialReportsincludedPro趾&LossAccount,BalanceSheetandCashFlowStatement

**P&LComponentsIncludedSalesAnalysis
,LaborCostApalysisandNetProfitAnalysis

367

14.2

0.626

57.78

P&LComponentsAnalysisReports

y

e

副

㎏

10

30

13

30

24

18

12

18

44

26

17

28

E

S

270

9.2

0.415

24.23

Growth

Stage

21

43

15

45

27

24

16

20

49

37

21

32

350

11.9

0.343

24.19

Expansion

Stage

15

45

18

52

27

29

17

25

51

56

12

36

383

14.7

0.636

59.80

N
朝
軌

誤
誌

漣
ら
中



EvoluUonGfFmanc1飢 磁}rmattofi&lhternalControlSystemsACaseStudyofGrowingBusmessesifiHokkardo-Z57

averageageThesamecorrelationwasgettingstrongerbythelaterstage

ofbuslness,1twasO415mltlallyandrosetoO636bythelaterstage(See

Table2)

Adeeperlooklntothepatternofchangemfmancialreportmgreveals

thatthoughoverallreportmggrewmorerapldlydurlngtheearlystagesof

thebuslness,maybeduetostatutoryrequirements,howeverbythelater

stagescost,salesandprofltcomponentsweretheonesthatrecordedmost

ofthechangeFlgurelrevealsthlstrend
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4.2Qua'itat'veChange'ηF'nancia'Reρorting

Thefmanclalreportlnggrewnotonlymtermsoffrequencyofreportlng

wlththetransltlonofabuslnessthroughvarlousstagesofgrowthand

development,1twentthroughaqualltatlvechangeaswellTheflnanclal

reportlngaswellanalyslsexperlencedashlftfromrathertyplcalperfbrmance

relatedreportlngtowardsmoreanalytlcalstyleofthestateofbuslness
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affairs.

ThetrendisevidentfromalookattheTable3whereweseeaclear

shifttowardsmoredetailedanalyticsfromsimpleconventionalreporting.

Wecannotetwodimensionalchangeswherefinancialreportslikeprofit&

lossaccountandotherperformanceorientedreportsaregrowinginnumbers

i.e.from2.2to3.3reportsontheoverage丘omearlystagethroughexpansion

stage.Ontheotherhandthenumberofratioanalysespreparedhas

increasedmuchmorethanthati.e.from3.7reportsontheaverageto5.9

reportsbytheexpansionstageofthebusiness.Inalltheoverallaverage

changeincaseofratioanalyticswas3.3reportsi.e. .threetimeslargerthan

thatincaseofoperationalperformancereportswhichrecordedanincrease

ofl.1reportsontheaverage.Thisemphasisonanalyticaltoolsalsois

Table3: GrowthofFinanclalPerformanceEvaluationInformation

overtheBusinessLife

OPeratingPerformance

Profit&LossAccount

Sales

NetProfit

LaborCost

CashFlowStatemellt

Total

AverageNo.ofReports

RatioAnalysis

ROE

ROA

SalestoAssetsRatio

StockTurnover

BalanceSheet

Other

Total

AverageRatioAnalyses

EarlyStage

127

117

86

66

16

412

2.2

47

41

33

33

111

1094

5.9

Growth

Stage

140

135

108

103

38

524

2.8

72

58

50

39

129

1406

7.6

Expansion

Stage

139

136

123

121

95

614

3.3

100

89

78

58

133

1694

9.2

Overall

Change

12

19

37

55

79

202

1.1

3

0
0

FO

[0

9
自

5

4

4

9
臼

ワ
一

600

3.3
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indicativeofthefactthat,afterbusinessinceptionandinitialnurturing,more

andmorefocusisdevotedtowardsthemanagementandcontroloftheinternal

affairsoftheorganization.Thisinturnleadstothedevelopmentand

strengtheningoftheinternalcontrolsystemsoftheorganization.So,it

becomesnecessarytolookintothewaysinterIIalcontrolsystemsofthe

Organizationareaffectedandtransformedtoaccommodatetheeffectsof

growthandexpansioninthebusiness.

5.BusinessGrowthandlnternalControlSystems

Discussioninearliersectionsshowedthatreportingtakesashiftfrom

conventionalstatutarilyrequiredfinancialreportstowardsmoreanalytical

reportsmeanttounderstandandcontrolinternally.Theemphasison

preparingcomponentsanalysisandtheanalyticalratioswasa'clearindicator

ofthis.Hence,wemovedontolookintohowandwhatotherinternalcontrol

measurewereadoptedinitiallyandweremodifiedinlaterstagesofthe

business.Theupcominganalysisfocusestwomainareasofinternalcontrol

activityi.e.operationalcontrolandinvestmentcontrolalldimpactof

businessagingontheseaspectsofinternalcontrolactivity.

5.1BusinessGrovvth&TheOρerationa'Contro'

TheInternalcontroltoolstestedforthesamplefirmsincludedinformation

aboutthepreparationofvariousbudgetsagainstwhichtheactualresults

werecomparedandanalyzed.ThedatacollectedQnthisincludedprofit&

lossbudgets,cashflowbudgets,budgetedbalancesheet,capitalbudgets,

expenseandrevenuebudgets.Weinquiredthatwhichbudgetswerebeing

preparedbyvariousfirmsatdifferentstagesofthebusiness.Inadditionto

this,itwasalsocheckedthathowfrequentlythesebudgetswerebeing
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preparedatvariousstagesofthebusiness.Inadditiontothatthe

questionnairefocusedonthefactthathowmanyfirmswerepreparingdaily,

weekly,monthly,quarterly,semi-annuallyorannuallythesebudgetsat

variousstagesoftheirbusinesslife.

Itwasobservedthatinternalcontrolreportsandmeasureswerebeing

usedmoreandmoreasafirmmovedonfromearlierstagetowardslater

stageofitslife.Thecorrelationofthenumberofvariousbudgetaryreports

beingpreparedbecamestrongerasabusinessprogressedthroughgrowth

stagetowardsexpansionstage.WecanseeinTable4thatcorrelationof

volumeofcontrolinformationtothefirm'sageincreasedfromO.265toO.492

bythelaterstage.Also,inasimilarfashionthenumberofvariousbudgets

preparedincreasedmorethan2.5timesfromanearlystagetowardsthe

expansionstage.Further,thevolumeofinformationandtheageshoweda

greaterdegreeofcovarianceduringthesametransitionfromonestageto

another.

Thedatareflectedthatmostofthefirmsinthesamplewerepreparing

variousbudgetsmorefrequentlybythelatefsta'geofbusinessascompared

totheearlierstagesshowingastrongercorrelationbetweenthefrequency

ofbudgeting,increasedinternalcontrolactivityandtheageofthebusiness.

Ontheaveragemostofthefirmsfollowedthesamepattern,afactindicated

bystandarddeviationfiguresforthethreebusinessstageswhichdidnot

changemuchovervariousbusinessstages.(SeeTable4)

5.2β σs'ηessGrow酌&酌e'ηveε ～meη'Coη オro'

Themajorshiftnotedincontrolactivitywasthewayinwhichinvestment

evaluatiollandappraisalactivitywashandledasthebusinessestransitioned

throughvariousbusinessstages.Investmentappraisaltoolsregisteredleast

increasebytheexpansionstage.Theinvestmentperformanceindicators
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CompallyType

IT

Service

Print&BroadcastMedia

Transport&Communications

Tourism&Hotel

MachineryManufacturing

Construction

Vehicle&Shipbuilding

Food

CivilEngineering&Building

ConsumerGoodswholesale&retai1

0thers

Tota1/OveranAverage

StandardDeviatlon

Correlation-Age:Volumeofihformation

Covariance-Age:VolumeofI血fbrmatiQn

Average

Age

1

6

4

3

7

8

5

7

2

5

9

8

コ

　

コ

　

コ

サ

コ

の

コ

コ

ら

コ

6

2

1

4

9

0

8

7

1

8

7

1

2

3

4

4

3

4

3

3

4

4

2

4

39.8

13,6

VolumeofControl*

InformationDeveloped

Early

Stage

13

28

11

23

31

19

9
臼

9

00

ごり

7

9
自

5

ワ
9

つ⊥

2

278

11.3

0.27

21.29

Growth

Stage

22

44

12

60

30

29

17

26

68

48

28

34

418

16.2

0.38

38.56

765

33.8

0,49

95.74

FrequencyofBudgets

Early

Stage

98

6.6

0.49

8.99

Growth

Stage

4

1

り
4

1
↓

136

7.0

0.36

13.49

Expansion

Stage

己U

5

2

1

158

8.O

O.49

26.08

Capit瓠InvestmentTool

Early

Stage

15

4

15

15

00

1

1

1

112

6.9

0.37

1158

Growth

Stage

0

5

9
臼

-

ρ0

9
臼

1

0

9
9

1

1

噌⊥

146

6.9

0.24

S.93

Expansion

Stage 、

0

00

Q
U

l

n乙

-

151

7.3

0.55

24.03

*lnternalControlInfbrmat三 〇nincludedP&Lbudgets
,CashFlowBudgets,BudgetedBalanceShee七CapitalBudgets,ExpenseBudgetsandRevenueBudgets

**Frequencyofbudgetswasaskedashowoftenthebudgetswerebeillgprepareddaily
,weekly,monthly,quarterly,sem三 一annuallyQrannualthroughvarious

buSinesSstages
***CapitalIn

vestmenttoolsincludedAccoun廿ngRateofReturn,NetPresentValue,IntemalRateofReturnandPayback
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ratherwentdownforsomefirmsfromindustriesliketourism,servicesand

consumergoodswheretheyregisteredadeclinefromgrowthstagetowards

theexpansionstage.

Thereasonbehindthistrendcanonlybethefactthatneedf6rinvestment

analysisandvariousevaluationtoolsisgreaterinearlierstagesofthe

business.且owever,itbecomeslessandlessrelevantonceabusinessis

alreadyinprogressandoperation,bythenonlyextensionstoinvestmentare

analyzedandputtovariousevaluationtests.Table4showsthatinvestment

appraisalinformationpickedupfromearlytogrowthstage,butsliddown

almostuniversallyforallfirmcategorieswiththeexceptionoffewlikecivil

engineeringwhereitretainsasteadyincreasingtrend.Thereasonforthe

civilengineeringcasemaybeduetofactthatthesebusinessestakeevery

newprojectonone-on-onebasisandconducttheseinvestmentanalysesevery

timeanewventureisundertaken.DataintheTablesalsoshowsasimilar

generaltrendwherewecanseethecapitalinvestmentanalysisinformation

Table5: GrowthinOperating,lnvestment&lnternalControl

lnformationOverTime

Industry

IT

Service

Print&BroadcastMedia

Transport&Communication

Tourism&Hotel

MachineryManufacturing

Construction

Vehicie&Shipbu且ding

Food

CivilEngineering&Building

ConsumerGoodsSupPliers

Others

Financial

Information

Financial

Ratios
就T

Q
)

8

つQ

OO

Q
り

つQ

騨

器

59
瀞

霧
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registeringtheleastgrowththroughvariousbusinessstages.

6.Conclusion

Inthispaperweattemptedtotracethetransitiollpatternsofaccounting

informationsystemandinternalcontrolamon.gthegrowingbusinesses

throughvariousstagesofthebusinessgrowth.Thestudycovereda

diverserangeof丘nancialandinternalcontroldataamongstawiderangeof

thebusinesstypesandinthiswayrepresentsbroadspectrumofbusinesses

inHokkaidoprefecture,Japan.Thestudyestablishedthefactthatthereis

astrongcorrelationbetweenabusiness'sageandthewayitsaccoun.ting

andinternalcontrolsystemsareshapedanddealtwith.Itwasfoundthat

increaseinthequantityaswellasfrequencyofthefinancialreportingwas

directlyandpositivelyrelatedwiththeageofthebusiness.However,asa

businesspassesthroughlateralstagesofevolution,the且nancialandcontrol

systemalsoundergoaqualitativechangeandt士ansitionsfromamere

conventionalsystemtowardsaneedbasedsystem.Morebusinessowners

andmanagerswereinterestedingettingtheirhandsonthedetailedanalytical

andpiecemealinformationthanmereroutinereportsrequiredstatutorily.

Itwasfurtherconcludedthatwhilewithgrowth,businessmanagersare

interestedindetailedoperationalandcontrolinformation,atthesametime

investmentrelatedanalyticstakeabackseat.Asaresultlessandlessof

investmentrelatedinformationisgatheredandanalyzedespeciallyinthe

lateryearsofabusiness'sageexceptforafewexceptions.Thisindicates'a

shiftfrominvestmentrelatedcontrolandoverseeingtowardsmoreoperational

andfinancialcontrolasabusinessprogressesthroughvariousstagesof

eVOIUtiOninitSlife.
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