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How Management Accountants Purposefully
Create Cash Flow Forecasts in Capital Budgeting:
A Field Study of Product Development
Decisions”

MARC WOUTERS, Karisruhe Institute of Technology; University of Amsterdam’
FRANK STADTHERR, Karlsruhe Institute of Technology

ABSTRACT

In capital budgeting, management accountants may have their own agendas when they
are creating cash flow forecasts and recommending particular capital investments. What
are the mechanisms management accountants can use to influence cash flow forecasts in
capital budgeting? This field study investigates how management accountants prepared
cash flow forecasts for product development investment decisions at a car company.
We describe in detail two instances of the technical design of new cars, the preparation of cash
flow forecasts, and decisions on capital investment projects. When management accountants
monetarily quantify various kinds of inputs, they not only make pragmatic choices as part of
their normal work of dealing with complexity and uncertainty, but they also purposefully inter-
vene in various ways to make their cash flow forecast support a particular capital investment.
These interventions can be differentiated in terms of their nature (qualitative or quantitative)
and timing (initiating or counteracting). This field study contributes a conceptualization and
empirical evidence on accounting tactics in the context of capital budgeting.

Keywords: biased estimates, capital budgeting, cash flow forecasts, management
accounting practices, product development

COMMENT LES COMPTABLES DE GESTION EFFECTUENT A DESSEIN DES
PREVISIONS DE TRESORERIE LORS DE L’ETABLISSEMENT DU BUDGET DES
INVESTISSEMENTS : ETUDE SUR LE TERRAIN CONCERNANT LES
DECISIONS RELATIVES AU DEVELOPPEMENT DE PRODUITS

RESUME

Dans le cadre de I’établissement du budget des investissements, il se peut que les com-
ptables de gestion aient leurs propres objectifs lorsqu’ils effectuent des prévisions de
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trésorerie et recommandent des investissements particuliers. Quels sont les mécanismes
qu’ils peuvent utiliser pour influencer les prévisions de trésorerie lors de 1’établissement
du budget des investissements? Cette étude sur le terrain se penche sur la fagon dont les
comptables de gestion ont réalisé des prévisions de trésorerie pour la prise de décisions
concernant les investissements aux fins du développement des produits chez un fabricant
automobile. Nous décrivons en détail deux occurrences de conception technique de
nouvelles automobiles, la préparation des prévisions de trésorerie et les décisions
relatives aux projets d’investissement. Lorsque les comptables de gestion quantifient
monétairement différents types d’intrants, ils ne font pas uniquement des choix
pragmatiques face a la complexité et a ’incertitude qui font partie de 1’exercice normal
de leurs fonctions, mais ils interviennent de diverses manieres pour s’assurer que leurs
prévisions de trésorerie appuient des investissements particuliers. Ces interventions
peuvent étre différentes selon leur nature (qualitative ou quantitative) ou la situation dans
laquelle elles sont mises en ceuvre (intervention initiale ou réactive). La présente étude
sur le terrain offre une conceptualisation et des données empiriques relatives aux
tactiques comptables dans le contexte de 1’établissement du budget des investissements.

Mots-clés : développement de produits, estimations biaisées, établissement du budget
des investissements, pratiques de comptabilité de gestion, prévisions de
trésorerie

INTRODUCTION

Capital budgeting is an uncertain and political process that various actors try to influence
(Haka, 2006; Jones & Dugdale, 1994) because they have different preferences regarding
capital investments (Jones & Lee, 1998). They mobilize financial numbers because these
are powerful in shaping rather than just describing investment activities (Haka, 2006;
Northcott, 1991). Moreover, owing to uncertainty about the future, much of the input for
capital budgeting is “soft” information (Kadous et al., 2005; Rowe et al., 2012), which
can be shifted in one direction or another because it is difficult to formally verify
the information objectively (Bertomeu & Marinovic, 2016). Prior research focused on
managers and other actors biasing cash flow forecasts (Briiggen & Luft, 2011, 2016;
Turner & Guilding, 2012). However, it is relevant to also investigate management
accountants, because they have a central position in cash flow creation for capital
budgeting and considerable scope to shape these forecasts through their professional
judgment.

When management accountants create their cash flow forecasts and interact with
various parties to obtain information (Haka, 2006), they may get an understanding of
those parties’ preferences regarding capital investments and may decide to respond to
those preferences. For example, management accountants often depend on good relation-
ships with local managers to be able to have a role as a relevant and trusted business
partner and to obtain information needed for their reporting role (Fauré &
Rouleau, 2011). To establish or strengthen those relationships, management accountants
may choose to support the capital investment proposals of local managers (Jones
et al.,, 1993). Management accountants also depend on good relationships with central
finance managers and higher-level managers in other business areas. They are expected
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to be loyal to centrally set policies, to relay local information to central managers, and to push
top management’s agenda. Consequently, management accountants may choose to support
the capital investment proposals that are preferred by powerful senior central managers.

Furthermore, management accountants’ identity as business partners creates self-
expectations (Wolf et al., 2020). Seeing themselves as analysts who need to understand
the business from a financial perspective (Ahrens & Chapman, 2000), they may believe
that particular investment decisions would benefit the organization and, therefore,
consider it acceptable to bias their cash flow forecast to promote those investment
decisions. Prior work has shown that pro-organizational motives can drive such kind of
behavior (Mahlendorf et al., 2018): accountants and CFOs with stronger organizational
identification were more willing to not disclose negative company information if they
believed that nondisclosure would benefit their organization, and this behavior was not
associated with career self-interest. Overall, management accountants may have their
own agendas in capital budgeting decisions.

Thus, when management accountants monetize various inputs to create expected cash
flows for capital budgeting decisions, their professional judgment comprises not only
pragmatic assumptions and quantification choices, which are part of the normal work of
dealing with complexity and uncertainty (for “getting on with the job” and “getting the
forecast done”) but also purposeful assumptions and choices, intended to let the cash
flow forecast support a particular capital investment proposal. Our study focuses on the
second kind and enhances the understanding of the backstage information-producing
activities of management accountants (Fauré & Rouleau, 2011; Goretzki et al., 2018).
Complementing prior studies on frontstage information-centered interactions between
management accountants and other actors who are testing, debating, reworking, and
negotiating information (Denis et al., 2006; Rowe et al., 2012), our study describes
detailed practices of management accountants producing information “behind the scenes”
away from other actors. We observe management accountants who have an a priori
preference regarding a particular capital budgeting decision—in that sense, they have
their own agenda—but we do not necessarily characterize their behavior as being at odds
with the organization’s interests. This study is essentially describing how the management
accountants achieved a desired outcome of their cash flow forecast. Our research question
can be summarized as follows:

RESEARCH Question. How do management accountants prepare the cash flow informa-
tion they provide to other parties in order to influence capital budgeting
decisions?

To address this question, we draw upon data from a longitudinal field study of
management accountants creating cash flow forecasts for investment decisions regarding the
technical development of new products. This provides a relevant context, because
investment decisions in product development are particularly uncertain (Chen, 2017;
Cools et al., 2017; Davila & Ditillo, 2017; Grabner, 2014; Grabner et al., 2018;
Janka & Guenther, 2018).
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Similar to Hall (2010) and Bruns and McKinnon (1993), who looked at
micro-practices of managers using information, we examine in detail the practices of
management accountants in their production of information. By working closely
with management accountants involved in product development and the creation of
cash flow forecasts, we could observe their expression of what kind of outcome
their cash flow forecast should support and how they prepared, shaped, and modified
their cash flow forecasts. This paper provides a detailed understanding of a particular
management accounting activity conducted in practice. We believe it is worthwhile to
describe actual accounting practices we know little about. Several other papers also
provide such kinds of insights (Boulianne & Fortin, 2020; Calderén & Stratopoulos, 2020;
Chung & McCracken, 2014; Gaffney et al., 2007; Mangen et al., 2020). Specifically, this
study contributes a further understanding of accounting tactics in the context of capital
budgeting. Tactics concern deliberate choices regarding when, how, and what to report
(Goretzki et al., 2018; Puyou, 2018). We focus on the last category, so changing information
content. We provide a conceptualization and empirical evidence of specific and detailed
tactics, thereby complementing prior research, which has mainly focused on tactics in the
context of accrual-based ex post performance information (Fauré & Rouleau, 2011;
Goretzki & Messner, 2019; Lambert & Sponem, 2005; Maas & Matéjka, 2009).

We propose that motivated reasoning theory may help to explain accountants’ activities
for preparing cash flow forecasts for capital budgeting decisions. Motivated reasoning theory
(Boiney et al., 1997; Kunda, 1990) explains that people with directional preferences “‘search
for, interpret, and process information in a biased manner and, consequently, are more likely
to reach the preferred conclusion” (Kadous et al., 2003, p. 759). Prior accounting research has
found extensive support for behavior in line with motivated reasoning theory (e.g., Anderson
et al., 2017; Kadous et al., 2013). We offer that motivated reasoning also plays a role when
accountants are creating cash flow forecasts for capital budgeting decisions. Their preferences
would create a directional goal to prepare a cash flow forecast that supports their preferred
alternative. We develop a framework for cash flow forecast interventions in capital budgeting.
We conceptualize and empirically show how management accountants may intervene in vari-
ous ways to influence cash flow forecasts, which can be differentiated in terms of their nature
(qualitative or quantitative) and regarding their timing (initiating or counteracting).

RESEARCH METHOD

A Field Study of Cost Management in Product Development

The initial, broader focus of our research was cost management in product development.
We wanted to know how technical approaches such as modular design and product
platforms were employed for cost management purposes (Davila & Wouters, 2004),
how accounting departments and accountants were involved, and how trade-offs were
quantified. Although modularity is a much-researched topic (Campagnolo & Camuffo, 2009;
Fixson, 2005, 2007; Jiao et al., 2007), little is known about its use for cost management in
product development (Anderson & Dekker, 2009; Jgrgensen & Messner, 2009, 2010;
Labro, 2004).

AP Vol. 23 No. 3 — PC vol. 23, n° 3 (2024)

85UB01T SUOWILLIOD 9AIER.D 9|cedjdde ay) Ag pauienob a.e Sao1e O ‘8sn JO Sa|ni 1oy AkeiqiauluQ 8|1/ UO (SUOIIPUOI-pUe-SWB)W00" A8 | 1M Ale.d 1 pul [uo//:Sdny) SUONIPUOD pue Stue | Y1 89S *[S20z/20/80] U Akiqiauliuo A8|IM ‘Yeeyiol|qios)elseAlun AN AQ TOEZT'8ESE-TT6T/TTTT OT/I0pAL0d A3 | Aig 1 jput|uoy/:sdiy wolj pspeojumod ‘€ ‘vZ02 '8E8ETTET



CAPITAL BUDGETING AND PRODUCT DEVELOPMENT DECISIONS 471

The exploratory nature of the research motivated us to study a single case company.
Field research through direct contact with the organizational participants (Merchant &
Van der Stede, 2006) provides the opportunity to examine an accounting phenomenon in
a broader context to understand why it exists, how it works, and what its effects are
(Hopwood, 2007; Lillis, 2008; Malsch & Salterio, 2016). Surprising insights triggered a
process of alternating between thinking about theoretically relevant questions and explana-
tions and collecting further information in the field (Ahrens & Chapman, 2006).

We approached AutoCompany (anonymized), because of cost management’s strategic
importance during product development in the car industry (Anderson, 1995; Ansari
et al., 2006; Berhausen & Thrane, 2018; Ibusuki & Kaminski, 2007) and because
AutoCompany was known for a key project in the area of modularity and platforms for cost
management. We conducted a field study where the researcher, instead of visiting for collect-
ing data, was working on site in a management accounting department. This provided great
access, because as natural part of his activities as a team member, the researcher talked with
people, attended meetings, received documents, and accessed information systems. We
considered this approach important owing to the need for an in-depth understanding of the
complex product development processes and cost management methods that are used in car
companies.” We expected such an understanding to be very difficult to obtain by simply
visiting the company.

Access and Data Collection

The junior researcher was basically fulltime onsite, working in a management accounting
department of around 200 management accountants who focused solely on product
development activities. The department’s top manager reported directly to AutoCompany’s
CFO. The junior researcher’s practical activities were very comparable to those of regular
management accountants in the department. The senior researcher visited the company about
every 6 months and met with this top manager and several other people in the management
accounting department to discuss progress and the further direction of the research project,
but remained basically offsite and coached the research process. The researchers’ university
received funding from AutoCompany to cover the costs of employing the junior researcher.
Neither of the researchers received any personal financial compensation from the case
company.

The field study lasted around 3 years. The first 10 months were for getting to know
the organization and thinking about research ideas. Then, one part of the research became
focused on further developing the organization’s target-costing system (Stadtherr &
Wouters, 2021). A few months later, the junior researcher got involved in the episodes
described in this paper and started supporting senior management accountants at Auto-
Company. After these episodes had taken place and data had been collected, the process
of analyzing the data and writing started, while the junior researcher was still on site.

1. In the car industry, the role of product development is crucial for cost management despite the impact
that short-term decisions later in the product life cycle may have on earnings (Briiggen et al., 2011).
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More background information about this research project at AutoCompany is provided in
Lukka and Wouters (2022).

The junior researcher was involved in the daily business of the management accounting
department and worked with many different organizational members (see Table 1). This
interaction provided numerous opportunities for data collection, such as by making notes on
conversations and observations, asking specific questions, exchanging emails, receiving
company presentations and other documents, discussing background information on presen-
tations and other documents, and having access to information systems.”

The findings are mainly based on observations and artifacts—that is, the cash flow
forecasts. We consider this aspect to be a strength of the research method. With these
artifacts, we can observe and analyze the tangible results of the management accountants’
work and the choices they made. We achieved a detailed understanding of the technical
background of the quantification process, such as the investment proposals that were on
the table, the various kinds of data used for the quantification, the assumptions made
and, perhaps most important, the potential for making other assumptions and quantifica-
tion choices. Thus, we were able to collect a great deal of background information on
how these artifacts were created. Furthermore, in working directly with the management
accountants, the onsite researcher formed many impressions about what they considered
important, what irritated them, and what they liked. These day-to-day interactions made
very clear which outcomes the management accountants wanted to show with their cash
flow forecasts, and which key quantification choices they deliberately made in that
direction.

Data Analysis

Analyzing the information and guiding the research was a layered process. From the
outset, each researcher kept his own research diary of reflections on what was happening
in the organization, the research process, interesting topics, angles for the potential
research contribution of the study, and emerging theoretical ideas. The onsite researcher’s

2. It depends on the definition whether this would be considered interventionist research. This can be
defined as a longitudinal case study in which the researcher’s observation, participation, and interven-
tion (although to varying degrees) are used deliberately as an asset for collecting detailed and diverse
information, including information that may be difficult to specify from the outside and may not always
be shared with external researchers (Baard & Dumay, 2020; Lyly-Yrjdndinen et al., 2017; Suomala
et al., 2014). This applied to the current study. There are different views on the strength of the interven-
tion (Dumay & Baard, 2017; Jonsson, 1996; Jonsson & Lukka, 2006). In a modest intervention, the
researcher goes along with activities of the organization, may influence what happens, but without an
explicit scheme that they want to implement for achieving particular results. This applied to the present
study. There was no explicit detailed approach designed beforehand that would be “tested.” The junior
researcher was part of teams and ongoing projects and he freely contributed his emerging ideas as he
saw fit. Another view is that interventionist research requires a proactive role of the researcher in
designing, implementing, and evaluating particular designs or solution approaches. In that sense, the
present study would not be considered interventionist research.
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CAPITAL BUDGETING AND PRODUCT DEVELOPMENT DECISIONS 475

diary also served as a data collection medium for notes on events, conversations, meetings,
and so on. He also made handwritten notes in hardcover notebooks during the workday.

Central in analyzing the data were the different perspectives of the two researchers. To
mitigate the risk of researcher-induced bias, the offsite researcher had numerous discussions
with the onsite researcher regarding the data and the analysis. In these conversations, which
continued over a prolonged period after both episodes had occurred, the offsite researcher
asked detailed questions about what happened in the case organization and requested more
information, which triggered follow-up questions about the events. Besides analyzing what
actually happened, the two researchers extensively discussed why things might have hap-
pened. Again, the offsite researcher’s role was to critically probe and question the onsite
researcher’s explanations. The unit of analysis for these discussions comprised examples of
the management accountants’ specific choices for quantifying diverse inputs into cash flow
forecasts. The researchers had regular discussions while the two episodes were happening.
Afterwards, as the basis for further discussions, the onsite researcher wrote extensive chrono-
logical summaries of the two episodes, including hundreds of references to internal docu-
ments such as presentations, minutes of meetings, emails, and notes in the research diary and
handwritten notebooks. The researchers’ discussions formed the basis for writing the next
versions of the summaries, and the researchers started writing, discussing, and rewriting sev-
eral versions of a working paper. These efforts enabled discussions with other researchers,
which also played an important role in the abductive process.”

THE FIELD STUDY

Company Background

AutoCompany was embarking on the development of a new modular architecture that
would cover several vehicle types (sedans, station wagons, sports utility vehicles [SUVs])
in several size segments. A modular architecture comprised several platforms and
modules. A platform entailed the lower part of the car body, where the engine, transmis-
sion, axles, and seats are connected, providing the common base of cars with similar
dimensions. A module was a technical group of components that formed a functional and
logical unit that was used by all cars within the same modular architecture, sometimes
with adaptations. A key intended benefit of the modular strategy was to save on costs.

Developing the new modular architecture required many decisions on fundamental
car design, which involved significant capital investments in product development and

3. The intricacies of the cash flow forecasts were also difficult to understand for the senior researcher,
who had more an outsider’s perspective. Based on the junior researcher’s texts and their discussions, he
wrote the initial descriptions in the paper of how the cash flow forecasts had been constructed. The
writing process triggered numerous follow-up questions and discussions, leading to many revisions of
the text. This process continued when revising the paper based on feedback from colleagues, discus-
sants, and reviewers at conferences, workshops, and journals.

4. Segment is the European term for vehicle classes. For example, mini-compact, subcompact, compact,
mid-size, large, minivans, and SUVs correspond to cars in the A-F, M, and J segments. Instead of
letters, we use numbers for segments (such as Segment 3 and Segment 5) to disguise information.
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production assets. Management accountants produced forecasts on the cash flow consequences
of decision alternatives. Other business areas, in particular engineering, production, procure-
ment, and marketing and sales, provided inputs for the forecasts and offered qualitative
arguments aside from the financial forecast. The forecasts were discussed at several hierar-
chical levels, sometimes more than once, and ultimately the formal decisions were made by
the executive board. AutoCompany was part of a large corporation (CarCorporation) that
included two other brands (VehicleFirm and CarEnterprise). Figure 1 and Table 2 provide
an overview of the field study that comprises two episodes. These episodes concern two
independent decisions on hand without including a comparison of Episodes A versus B.

The strategic, product-related decisions for Episodes A and B belonged to particular
areas within the large management accounting department, which the senior management
accountants were leading, so they were charged with the assignments to make the cash flow
forecasts. Representatives of the various business areas in the project teams contributed infor-
mation and expressed their preferences regarding the capital investment decisions, but the
management accountants would express the various arguments in Euro. That was seen as
their job within AutoCompany and the management accountants’ mandate from top manage-
ment. Other business areas could not ignore the management accountants or create their own
financial evaluation. For these strategic issues, the management accountants had many
degrees of freedom for how to create the cash flow forecast. This was not the same as for
routine questions that were analyzed very frequently and for which templates existed, such
as for small product design changes. The senior management accountants’ position was at
quite a high level in the management hierarchy.

Episode A: Common Platforms?

Decision Focus and the Accountant’s Preference

Within CarCorporation, brands offering car models in the same size segment sometimes shared
a common platform. One brand would be responsible for developing a particular platform, have
a large product development budget and many jobs in the product development department,
and take the lead in product development decisions, although it would also have to consider

FIGURE 1 Overview of the field study

CarCorporation

AutoCompany
VehicleFirm (focal organization) CarEnterprise

Episode A:
Should AutoCompany adopt a common Should AutoCompany adopt a common
platform with VehicleFirm in Segment 3? platform with CarEnterprise in Segment 5?

Episode B:
Should AutoCompany develop a single integrated architecture for conventional cars and
battery electric vehicles, or should each type of car have its own dedicated architecture?
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478 ACCOUNTING PERSPECTIVES / PERSPECTIVES COMPTABLES

the requirements of the other brands. Episode A, which lasted for about 4 months, was about
potentially moving to common platforms. AutoCompany and VehicleFirm both offered car
models in Segment 3, but they did not share a common platform. The decision was whether
AutoCompany should adopt VehicleFirm’s platform or both brands continue with their individ-
ual platforms.” In fact, the possibility of a common platform for these two brands in Segment
3 had a history in CarCorporation and had already been investigated and rejected several times.
During the first meeting with some cost experts at AutoCompany, one person said, “Okay, so
we’re doing it again. This discussion comes around every few years.” Similarly, AutoCompany
and CarEnterprise both offered car models in Segment 5 without having a common platform.
Should AutoCompany adopt CarEnterprise’s platform, CarEnterprise adopt AutoCompany’s
platform, or both brands continue with their individual platforms?

Two project teams (one for each segment) comprised representatives from several
business areas of the brands involved: accounting, development, production, marketing
and sales, purchasing, and quality management. The project team leader reported to a top
manager directly under AutoCompany’s CEO. The senior management accountant was a
member of both project teams and directed the cash flow forecast process; the researcher
supported him by conducting analyses, providing ideas, and participating in most of the
project team meetings. The results were presented and discussed in several rounds and at
several management levels, including AutoCompany’s executive board.

From the start, representatives from the other business areas of all three brands stated
very clearly that they did not want to give up their own platforms. However,
AutoCompany’s senior management accountant took a partly different position. Regarding
Segment 3, he was hesitant to try and push this highly contentious issue, and he expressed
early on his doubts that it would be worthwhile for AutoCompany to adopt a common
platform provided by VehicleFirm: “Here [in Segment 3], I'm really not sure if it would
be clever to move to VehicleFirm’s platform.” His stance on the desired outcome of the exer-
cise was very different regarding Segment 5. He expressed to his colleagues a clear preference
for changing the status quo and moving to a common platform for the two brands:

We have to somehow achieve that we get all these ... vehicles on one platform,
irrespective of whether it’s then going to be developed by [AutoCompany] or
[CarEnterprise]. It makes absolutely no sense to develop two platforms for this segment.
There’s simply too much savings potential here. We simply cannot ignore it anymore.

Later, when resistance from several other project team members mounted, he said to
colleagues in management accounting: “If we succeed in putting both cars on one platform,
we’ll have achieved something really good for the company.”

At other points during this episode, the senior management accountant was irritated when
he felt that people outside finance were resisting a possible consolidation of platforms in
Segment 5. The onsite researcher’s notes mention this reaction several times. For example:

5. The option of VehicleFirm migrating to AutoCompany’s platform in Segment 3 was not seriously
investigated, as this was not considered a viable option by anybody in the project team.

AP Vol. 23 No. 3 — PC vol. 23, n° 3 (2024)

85UB01T SUOWILLIOD 9AIER.D 9|cedjdde ay) Ag pauienob a.e Sao1e O ‘8sn JO Sa|ni 1oy AkeiqiauluQ 8|1/ UO (SUOIIPUOI-pUe-SWB)W00" A8 | 1M Ale.d 1 pul [uo//:Sdny) SUONIPUOD pue Stue | Y1 89S *[S20z/20/80] U Akiqiauliuo A8|IM ‘Yeeyiol|qios)elseAlun AN AQ TOEZT'8ESE-TT6T/TTTT OT/I0pAL0d A3 | Aig 1 jput|uoy/:sdiy wolj pspeojumod ‘€ ‘vZ02 '8E8ETTET



CAPITAL BUDGETING AND PRODUCT DEVELOPMENT DECISIONS 479

[The senior management accountant and other finance] colleagues agreed (almost with
annoyance) at how one-sided the other departments always argue.

[The senior management accountant] is extremely annoyed that the business areas are
putting forward arguments that are not valid—from our point of view, of course—in
order to avoid having to give up any competencies.

Such resistance to migrate to CarEnterprise’s platform was nicely illustrated by a
manager stating, “If we go on that platform, then we are just sheet metal benders like
[two other brands within CarCorporation].”

The many interactions with the senior management accountant provide insights into what
drove his a priori preference regarding this investment decision, which preceded the construc-
tion of the cash flow forecast.® For one, he was aware of mounting pressure to reduce devel-
opment costs. He told the onsite researcher about a meeting in which AutoCompany’s CFO
had shown a comparison of development costs. The onsite researcher’s notes read:

“The relative development costs are significantly above those of the competition. [Com-
petitor] for example, makes 30—40 percent more revenues than [AutoCompany], whereby
the absolute R&D costs are about the same.”

The senior management accountant also knew about the concerns expressed by
CarCorporation’s CEO regarding development costs and lack of synergies in CarCorporation.
The onsite researcher made notes about an event that was broadly discussed by the senior
management accountant and other senior people in the management accounting area:

Last Friday, there was a managers’ meeting in [headquarters location] that [CarCorporation’s
CEQ] had personally opened. His talk focused on the modular architectures ... and the
sharing of these in [CarCorporation]. [The CEO] pointed out how sharply the development
expenses for the modular architectures had increased over time.

The onsite researcher’s notes describe how this same event was also brought up by the
project leader during a management committee meeting on the same day:

The [CEO’s] appeal must have been very passionate that everyone should finally take
off their “brand hats” and put on the “corporate hat.” In other words: pull together.
[The project team leader] once again repeated the clear task of reducing development
costs and investments. This should also be achieved by consolidating and reducing the
complexity of the modular world.

6. The senior management accountant was at an organizational level that included a bonus on the basis of
AutoCompany’s overall financial results and for a small part on the basis of how he had achieved par-
ticular tasks, which were mostly described quite generally. His evaluation would not have been
influenced by which particular capital investment decisions would be made in these episodes.
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More broadly, the senior management accountant was not only mindful of the rise of
development costs, but he also believed it was his role to provide a professional opinion
about which capital budgeting decisions should be made from a financial perspective. He
should be the one to consider costs, profitability, return on investment and such financial
criteria. Representatives from other business areas put more weight on nonfinancial criteria
for capital budgeting decisions, such as an exciting technology, cool design, job preservation
in engineering and manufacturing, sales volume, or brand image, but his self-image was
being the one who should consider the financial implications and trade-offs (Ahrens &
Chapman, 2000; Lambert & Pezet, 2011; Wolf et al., 2020). This self-image was probably
also fueled by some frustration that the importance of finance was not self-evident at
AutoCompany—therefore at least he and the finance colleagues should care about it.
For example, senior people in the management accounting department told the onsite
researcher about a meeting for a large number of managers from all business areas during
which the company’s CFO had brought up problems with AutoCompany’s financial results.
Absolute profits had been quite stable for several years, but last year’s profit was much more
reliant on favorable exchange rate influences and decreases in provisions. Also, sales had
constantly grown, so relative profit had deteriorated. Nevertheless, the CEO then downplayed
the CFO’s message. The onsite researcher’s notes read:

The problem is that [the CEO’s] positive portrayal—along the lines of “We’ve done a
great job again, and now we’re continuing to go full throttle”—means that this message
is not getting through to other business areas outside finance. The engineers are probably
thinking to themselves, “Another [X] billion profit—everything’s just fine.”

Note, though, that the explanation for his preference regarding this particular capital
investment decision (hamely, moving to a common platform for the two brands in Segment 5)
requires more than only a focus on finance. In principle, the senior management accountant
could still conduct a rigorous cash flow forecast without any a priori preferences and argue on
the basis of just that. As described by Lambert & Pezet (2011, p. 20), “Whenever computation
shows that an investment decision would delay or jeopardize the fulfillment of their (cash)
objectives, the management accountants are not slow to wield their veto.” It was not only his
conviction about the importance of finance for capital budgeting decisions, but we suggest
there was also an economic intuition that made him believe that particular actions were
financially more sensible than others. Given the enormous development costs and low
sales volumes in Segment 5, he believed it was financially sensible to combine several
car models in the Segment 5 on one platform. He drew on various kinds of information
collected for the decision at hand, information for other more or less similar decisions, gen-
eral contextual information, and his broader professional and personal experience. It became
relevant to create cash flow forecasts that played an influencing role in the decision-making
process, instead of just reporting projected numbers (Ahrens & Chapman, 2000).

Final Forecast and Formal Decision for Segment 3

Management accountants determined that by migrating to the platform of VehicleFirm
from its current unique platform, AutoCompany would save $400 variable cost per unit.
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This translates to a total savings of $900 million based on production volume forecast of
2.25 million units. Combined with additional savings in fixed costs of $400 million, a
total cost savings of $1,300 million was forecasted.’ However, these were offset by a loss
of $1,000 million in contribution margin that would be foregone if AutoCompany would
offer its cars in Segment 3 on a common platform with VehicleFirm. Figure 2 shows
these forecasted cash flow numbers.®

Figure 2 provides some explanations. The loss in contribution margin (called Profit
Effects) was caused by a lower contribution margin of vehicles that would be sold with a
substituted, less powerful engine on VehicleFirm’s platform. This effect is separate from
the $400 savings in material cost per unit, which was mentioned above and will be
discussed in more detail later in the paper. Figure 2 mentions several components of the
savings in fixed cost. If AutoCompany would not require its own platform, large initial
investments for product development and production assets ($340 million) and for a
product upgrade ($260 million) could be avoided. Yet higher investments were needed
for VehicleFirm’s platform if it should also support AutoCompany’s vehicle models
(5200 million), resulting in the above-mentioned $400 million savings in fixed costs. Fig-
ure 2 also provides more information on scale effects: AutoCompany would produce and
purchase smaller volumes of particular parts after migrating to VehicleFirm’s platform,
which could lead to cost increases; volumes would increase somewhat at VehicleFirm,
which could lead to cost savings. The scale effects in Figure 2 are indicated with a ques-
tion mark, suggesting a small, negative combined impact that was not quantified. The
total effect (called Group Impact) is near nil and Figure 2 includes a question mark for
this, suggesting that it might be slightly positive, but altogether not clear and perhaps not
worthwhile.

The senior management accountant who presented the calculation to the top manage-
ment committee had the impression that people were relieved that the cash flow forecast
suggested no change to the status quo, which was also what the other members of the
project team had recommended. As the project leader stated, “Finally, there is a reason
why we do things the way we do them.” CarCorporation’s executive board formally
decided to maintain separate platforms in Segment 3.

Final Forecast and Formal Decision for Segment 5

The decision to be made in Segment 5 was whether AutoCompany should dispense with
its own platform and migrate to that of CarEnterprise as the common platform, or
reversely, CarEnterprise should migrate to the platform of AutoCompany. Management
accountants determined that in the first situation, AutoCompany would have higher
variable costs ($350 per car x 314,000 cars = $110 million cost increase), scale effects

7. Fixed costs is the term AutoCompany used for investments in product development and production
facilities.

8. The figures contain information that is sometimes described only later in the paper. We did not take out
such information, because all figures closely resemble those used by the company. We only modified
numbers, disguised qualitative information, and translated text into English.
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FIGURE 2 Cash flow forecast for AutoCompany in Segment 3

Group Perspective
|:Variable Cost Saving  $400 :l """"""""""
Sales Volume 2.25 Mio.
900 Loss of strong Powertrains
——————————————————— Assumptions:
L 00 1.Sales Volume Unchanged

2.100% Substitution with
Strongest Remaining Powertrain

Hard to quantify because Initial Fixed Costs

both platforms already large i

volume (but tending to be Savmgs . 340
negative, because the Updating Costs Savings
AutoCompany car model 260
has a much larger volume Additional Fixed Costs
share of its platform than A X

the VehicleFirm car model for VehicleFirm Platform

of its respective platform) 200

Variable Costs Scale Effects Fixed Costs Profit Effects Group Impact

Notes: This figure shows the forecasted cash flow consequences for the entire corporation if AutoCompany
would cancel its own platform and adopt VehicleFirm’s as the common platform in Segment 3. These
consequences comprise lower variable costs, unquantified scale effects, lower investments (called Fixed
Costs) and loss of contribution margin (called Profit Effects). In total, the Group Impact is presented with a
question mark: not clear, but possibly slightly positive.

would lead to significant cost savings ($400 million), required investments were lower
($600 million), and positive effects for contribution margins were feasible ($100 million).
The forecast suggested that significant financial benefits could be achieved were
AutoCompany to adopt CarEnterprise’s platform. Figure 3 shows this result was fairly
robust: changing the financial benefits by 20% would not affect the conclusion. The
senior management accountant commented:

If somebody’s going to grumble about one small element of our evaluation, we can
prevent any distraction from the whole picture by saying we know our assumptions are
rough, but even if we’re 20 percent off there’s still considerable money to be saved.

Alternatively, CarEnterprise could migrate to AutoCompany’s platform. This impact was
estimated to be neither negative nor particularly attractive. Savings in variable costs
($100 million), scale effects ($400 million), and investments ($500 million) would all be
wiped out by a significant loss of contribution margin amounting to $1,000 million. See
Figure 4.

Beside these calculations, various considerations that were not included in the
financial analysis were emphasized by other project team members, such as qualitative
statements on specific technical disadvantages and brand image effects. The project team
leader tried to convince the senior management accountant to change, or at least moder-
ate, their recommendation to cancel AutoCompany’s platform in Segment 5: “Isn’t there
a way we can formulate it somehow differently or in a softer way?” The senior manage-
ment accountant did not agree, and later formulated his position on the slides: “From an
[AutoCompany] perspective ... maintaining the status quo is financially inconceivable.”
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FIGURE 3 Cash flow forecast for AutoCompany in Segment 5

-~ 1,188

" /Additional Option 4WD
for AutoCompany - - 792
Premises:
1.Installation Rate: ~ 65%
2.Pricing: $2,000
3.Costs: $500
4 Revenue Factor

Initial Fixed Costs Savings 670
Updating Costs Savings 80
Additional Fixed Costs for

CarEnterprise Platform -150

4% Cost Saving Rate

(Negative scale effect for
remaining architecture
negligible)

Additional Variable Costs $350
Sales Volume 314,000

Variable Costs Scale Effects Fixed Costs Profit Effects Group Impact +-20 %

Notes: This figure shows the forecasted cash flow consequences for the entire corporation if AutoCompany
would cancel its own platform and adopt CarEnterprise’s as the common platform in Segment 5. These con-
sequences comprise somewhat higher variable costs, favorable scale effects, lower investments (Fixed Costs)
and additional contribution margin (Profit Effects). In total, the Group Impact is presented as very positive
and robust because changing the financial benefits by 20% would not affect the conclusion.

The project team did not reach agreement on a common recommendation. As the onsite
researcher observed for the project team’s summary table comparing various scenarios:

[The senior management accountant] remained steadfast, which, in the end, results in the
other business areas attaching a green check mark to many scenarios, but then a red cross
appears in the finance column. On the other hand, the scenarios where we put a green
check often come with a red cross from the other business areas.

CarEnterprise’s senior management accountant was frustrated with this outcome: “From
my perspective, this is a clear failure of our assignment.”

After the project team results were presented, neither the management committee nor
the top management committee made a formal decision. In the months that followed, the
CEO of AutoCompany mentioned that he recognized the necessity of a common platform
in Segment 5, and later the CEO of CarCorporation stated in a meeting that future
Segment 5 vehicles should be based on a common platform. Subsequently it was offi-
cially decided that the common platform would be developed as the responsibility of
CarEnterprise.

Episode B: An Integrated or Split Architecture for Battery Electric Vehicles?

Decision Focus and the Accountant’s Preference

This episode concerned a decision whether to develop a single integrated architecture for
future battery electric vehicles (BEVs) and conventional cars with an internal combustion
engine (ICE), or to develop a dedicated architecture for each type of car. This episode
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FIGURE 4 Cash flow forecast for CarEnterprise in Segment 5

Canceling Option 4WD -250
Canceling Strong Powertrains =750
4% Cost Saving Rate

Additional Variable Costs $350
Sales Volume 285,000

0
Variable Costs Scale Effects Fixed Costs Profit Effects Group Impact

Notes: This figure shows the forecasted cash flow consequences for the entire corporation if CarEnterprise
were to cancel its own platform and adopt AutoCompany’s as the common platform in Segment 5. These
consequences comprise somewhat lower variable costs, favorable scale effects, lower investments (Fixed
Costs) but extremely large loss of contribution margin (Profit Effects). In total, the Group Impact is presented
as zero.

lasted for around 13 months. The project team composition and how this reported to
management was comparable to the first episode, but a different senior management
accountant of AutoCompany was involved. Again, the researcher supported the senior
management accountant and was informally part of the project team.

The project team leader and representatives from engineering, marketing, and
production expressed a clear preference for an integrated architecture. Their main reason
was flexibility: AutoCompany would be able to manufacture both conventional cars and
BEVs on the same production lines and could react easily to changes in the sales mix
of conventional cars and BEVs. The team members claimed that two separate, split archi-
tectures would mean separate production facilities for each type of car, requiring much
larger investments, and that product development investments to develop separate archi-
tectures would also be much higher. However, the team members acknowledged that the
integrated architecture would result in some disadvantages for conventional cars, such as
a higher weight. None of these qualitative arguments was quantified, but the top manage-
ment committee’s decision at that time was that “the option of the separate architectures
was not expedient.”

Compared to the other business areas, the senior management accountant did not
definitely fight for a particular decision. However, he wanted to see much more attention
being paid to the disadvantages of the integrated design, as well as the advantages of the
split design with two separate modular architectures. He was not happy with the fact that
other business areas were trying to ignore the obvious disadvantages of the integrated
architecture (like higher variable costs per car): “I’m really tired of being the only one
who speaks sometimes against [an integrated design]. It’s entirely obvious that all the
other business areas have already made a decision.” At another point in this episode, the
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onsite researcher noted that all other departments preferred the integrated architecture and
observed that

[several senior people in the management accounting department], to mention just a few names,
are taking a very different position here. The pro-arguments make perfect sense to us. However,
it is still not clear what the technical implementation of such a multi-traction approach will be
and what disadvantages and additional costs for the vehicles will ultimately be the result.

The management accountants started to quantify some of the arguments, especially
the difference in investments for product development and production facilities, which
was supposed to be an advantage of the integrated architecture, and the difference in vari-
able costs, which they expected to be the main financial disadvantage of this architecture.

Similar circumstances as in Episode A drove the preference of the senior management
accountant. He was mindful of the concern about the starkly rising development costs, he
saw it as his role to focus on financial implications and trade-offs, and he had an economic
intuition that preceded the detailed calculation of the cash flow forecast. Important for his
intuition in Episode B was that he had lost some of his trust in the engineers. Given delays
and cost overruns in many other development projects, he was not sure how they would fare
with the extra complicated development of an integrated architecture. Also, he was aware
that CarEnterprise had already decided to not develop an integrated architecture and he con-
sidered that to be an important signal, because they usually made smart decisions. His intui-
tion was that the integrated design was not only going to be expensive regarding material
costs, which he wanted to be quantified, but also costly and likely delayed during develop-
ment. Too ambitious, too much engineering-driven—as another management accountant said
during Episode B: “They want to show that they are the best engineers in the world, so they
can also invent such an all-in-one solution that is suitable for every purpose.”

Final Forecast and Formal Decision

After some 7 months, a cash flow forecast was presented to the top management
committee and the executive board, concerning cars in one particular size segment. The
cash flow forecast compared two options (Figure 5): AutoCompany would develop a sin-
gle integrated architecture for conventional cars and BEVs, or AutoCompany would
develop a dedicated architecture for each type of car (called a “split” architecture). This com-
parison was made for two scenarios: (a) all models would be offered as conventional cars
and BEVs; (b) not all models would be offered both ways, resulting in a different product
portfolio, a different sales mix and a smaller total sales volume (1.8 vs. 2.0 million vehicles).

The forecast included higher fixed costs for the split architecture (red bars,
$6.4 vs. $4.5 billion and $5.4 vs. $ 4.4 billion) because more development efforts and

9. This was a challenging translation. He used the German expression “eierlegende Wollmilchsau™ that
could literally be translated as “egg-laying wool-milk-sow” and expresses a seemingly unachievable
and perfect outcome of a product for diverse user needs, that combines all the benefits and has no
drawbacks.
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FIGURE 5 Cash flow forecasts for two options: Single architecture for conventional cars and
BEVs (“Integrated”), or dedicated architectures for each type of car (“Split”)

All Car Models as Electric & Combustion Version Several Car Models Only as Electric Version
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Sales Volume B

(in Million Vehicles)
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]
Variable Cost Burden for Internal 7% CO2 Compensation
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Notes: This figure pertains to Episode B and compares two options: a single architecture for conventional
cars with an internal combustion engine (ICE) and battery electric vehicles (BEVs) (“Integrated”), or separate
dedicated architectures for each type of car (“Split”). This comparison is made for two scenarios: (a) all
models would be offered as ICE cars and BEVs and (b) not all models would be offered both ways, resulting
in a different sales mix and a lower total sales volume. It is mentioned that the integrated architecture causes
higher variable costs of ICE cars of around $1,000 per vehicle.

larger investments in production facilities would be needed. The forecast also included
fees that car companies would pay based on fleet emissions (CO, compensation), which
were favorable for scenario (b) (shaded bars, $1.6 billion vs. $0) because it included a
lower number of conventional cars.

The forecast also included contribution margins, which were lower for the integrated
architecture (green bars, $7.6 vs. $8.5 billion and $4.2 vs. $5.1 billion). However, these
differences were not seen as decisive, as these numbers were considered to be still very
uncertain. Yet, the new aspect of the quantified variable cost difference between the two
product architectures played a central role. The integrated architecture required that
conventional cars be a little higher and heavier, which increased production costs and
CO, emissions, and required wheels with a larger diameter. As indicated in Figure 5, the
variable cost of conventional cars was around $1,000 per vehicle higher for the integrated
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architecture.'® This cost difference played a central role in the discussions of the
executive board. When preparing for the board meeting, a top manager commented,
“This [investment difference] is not that interesting. But the thing about the variable
costs, that’s really exciting.” During the board meeting, the CEO responded, “But guys,
I’'m struggling hugely with a burden of a thousand [dollars] for each combustion car. So,
this [integrated architecture] is obviously not it.” The minutes of the meeting noted

there is a total burden of [$1,000] per unit for [conventional cars] in the [integrated]
approach. This is evaluated as very critical by the executive board, especially against the
background of the tense profit situation in the ... segment. Against this background,
the examination of various alternative split-scenarios that are using existing/planned
platforms ... is demanded.

In the months that followed, similar analyses for related size segments were con-
ducted, whereby the result of approximately $1,000 additional variable costs per unit
remained quite stable. At the end, AutoCompany’s executive board decided on separate
architectures for BEVs and conventional cars in all segments.

ANALYSIS AND DISCUSSION

A Framework for Cash Flow Forecast Interventions in Capital Budgeting

We use the lens of motivated reasoning theory to analyze how preferences may lead to
biasing cash flow forecasts. People’s reasoning is sometimes driven not by accuracy
goals but motivational goals. Motivated reasoning concerns the individual’s cognitive
processes for intentionally pursuing the goal of reaching a desired conclusion (Boiney
et al., 1997; Kunda, 1990). If the individual favors a particular conclusion from the
outset, that directional preference biases the judgment process. People selectively retrieve
information in their own memory and creatively combine knowledge. They are more
skeptical of the quality of information provided to them when it is inconsistent with their
preferences. They process and present information to reach the preferred conclusion.
Prior accounting research has found extensive support for behavior in line with motivated
reasoning theory, including on the part of auditors and tax professionals (Anderson
et al., 2017; Blay, 2005; Bradshaw et al., 2016; Kadous et al., 2003, 2008, 2013; Kang
et al., 2020; Kaplan et al., 2018; Koch & Salterio, 2017; Luft et al., 2016).

Motivated reasoning requires normative ambiguity (Kadous et al., 2003, 2008):
lacking clear guidance, for example from objective benchmarks, hard evidence, or strict
rules, it becomes unclear which conclusions should or should not be reached. Further-
more, people want to appear rational and try to construct a plausible justification for
the desired conclusion (Kunda, 1990). Biasing in motivated reasoning is limited by
“reasonableness constraints,” and “while motivated decision makers will bias their

10. This unfavorable cost impact of the integrated architecture only pertained to conventional cars. BEVs
would not be higher or heavier, or have a larger wheel diameter in the integrated architecture
compared to the split architecture.
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judgments to favor the desired outcome, they will try to avoid biasing them more than
necessary” (Boiney et al., 1997, p. 5).

Uncertainty around the future impact of capital investments creates normative
ambiguity. Yet, we propose that the management accountant’s directional preferences
and the normative ambiguity surrounding the capital budgeting process are not sufficient
for motivated reasoning to occur. Accountants need to intervene and make use of the
flexibility that this offers to purposefully influence the cash flow forecast toward their
directional preferences. We propose that for motivated reasoning to actually occur, the
management accountant undertakes specific interventions to construct cash flow forecasts
that are directed toward preferred conclusions.

It is intriguing how such interventions would “work™ in the context of creating cash
flow forecasts for capital budgeting. On the one hand, management accountants may
have extensive opportunities to purposefully influence and justify their cash flow
forecasts, not only due to uncertainty, but also because they have substantial flexibility in
how to construct internal, undisclosed, cash flow forecasts that are not bound by financial
reporting standards (Goretzki et al., 2018). Moreover, forecast biasing is more likely if it
is more difficult to detect (Armstrong et al., 2007). Since these cash flow forecasts
concern a separate decision, instead of entity-wide results, it is difficult to later isolate the
actual impact of the specific decision, verify the forecast, and pinpoint any biases.
Additionally, product development decisions likely impact the results with a long delay.
On the other hand, management accountants need to rely on significant input from others
in capital budgeting (Rowe et al., 2012), which reduces their control and limits opportu-
nities for influencing the cash flow forecast. Also, managers may be able to critically
review the forecasts that support the management accountants’ recommendations (Rowe
et al,, 2012), which reduces opportunities for forecast biasing that goes unnoticed.
Furthermore, management accountants need to maintain the image of a competent and
truthful professional (Goretzki et al., 2018).

We propose a conceptual framework of particular kinds of interventions as the links
between normative ambiguity and the concrete occurrence of motivated reasoning in the
context of capital budgeting. Specifically, we propose that management accountant’s
interventions can be distinguished along two dimensions: the timing and nature of
these interventions. Regarding timing, the management accountant could either take the
initiative to make choices that influence the cash flow forecast in a preferred direction, or
the management accountant could react to the actions other people are taking in the
construction of the cash flow forecast. Regarding nature, the management accountant’s
actions or reactions could be of a quantitative or qualitative sort. These different kinds of
interventions are shown in Table 3.

Crucially, this framework concerns purposeful interventions by management accoun-
tants. Inherent to the uncertain nature of capital investments, many assumptions and
quantification choices simply have to be made in pragmatic ways, because “you have to
assume something” and “this is what accountants do” to “get on with the job” when
things are complex and uncertain. For example, the management accountants made the
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analyses in Episode A on the basis of current car models, simulating the cost impact if
these were to be based on common platforms. The framework addresses intentional
choices management accountants make on the basis of how these affect the outcome of
the cash flow forecast. Such intentional choices utilize a gray zone of uncertainty—a
bandwidth of reasonable ways to construct a forecast for an unknown future. In this gray
zone, ambiguity prevails, and one way of constructing the forecast is as believable—and
uncertain—as another. Management accountants make use of this opacity by making
deliberate choices to create a cash flow forecast that supports a particular capital invest-
ment proposal.

We deductively developed this framework on the basis of the field study. Our case
analysis focuses on eight examples of quantification choices the management accountants
made, which are also shown in Table 3. For each example, the analysis essentially rests
on three arguments: that the specific quantification choice the senior management
accountant made influenced the cash flow forecast in the direction that supported what he
wanted; that the quantification choice could easily have been made differently; and that
this influence of a quantification choice on the cash flow forecast was no coincidence but
was purposely created. Regarding this third argument, we cannot provide quotes that
explicitly state the management accountant’s intention, but infer this from impressions
and subtle clues in the process of working together. We present not just one example, but
a set of examples with a consistent pattern.

Initiating a Quantitative Intervention

Initiating a quantitative intervention refers here to the situation that the accountant claims
particular quantitative choices for the construction of the cash flow forecast, such as
taking the lead in stating particular numerical values as inputs to the forecast calculation.
These number inputs do not change the calculation steps (the mathematical operations)
but impact the result of these steps. The accountant takes the initiative and claims numer-
ical values in order to make the results more closely support their preference.

We analyze three examples of the management accountant initiating quantitative
interventions in the field study, which concern claiming particular numerical assumptions
for the quantification of substitution effects (Example 1), feature sales (Example 2), and
scale effects (Example 3). These examples concern Episode A, in which the senior
management accountant was willing to accept the status quo of AutoCompany’s own
platform in Segment 3, but strongly preferred switching to a common platform in
Segment 5. Anticipating that CarEnterprise’s senior management accountant definitely
would not accept giving up their platform, he was willing to accept that a common
platform would be CarEnterprise’s platform. The cash flow forecasts should support these
preferences—how was this achieved? Of course, these examples cover only a small part
of the management accountants’ overall effort. Throughout the analysis, they made many
quantification choices that were pragmatic ways for modeling a complex and uncertain
situation.
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Example 1: Assumptions About Sales Substitution Effects

The cash flow forecasts in Figures 2 and 4 include contribution margin losses that were
based on subtly different, strangely inconsistent, but deliberately made assumptions for
both segments, which significantly influenced the outcomes. In Segment 3, AutoCompany
offered a strong, large powertrain that it could no longer sell if VehicleFirm’s platform
were to become the common platform. The powertrain would face geometric limitations
fundamental to the modular architecture, and even significant additional development
investments would not deliver a solution. Although how important that powertrain would
be in the future was unclear, AutoCompany’s senior management accountant decided to
evaluate the issue. He gathered pricing, cost, and installation rate data on the various
powertrains for the current product generations, assumed that all customers who had
purchased the strongest powertrain would buy the next strongest (less profitable) instead
(so a 100% substitution rate) and estimated the lost contribution margin to be $1,000 million
(Figure 2).

A similar powertrain issue was in play in Segment 5. CarEnterprise would no longer
be able to offer a strong powertrain if it were to adopt AutoCompany’s platform. This
time, however, it was assumed that substitution would be significantly less than 100%,
meaning that many CarEnterprise customers would not purchase a vehicle at all if this
powertrain was not available. CarEnterprise’s senior management accountant had inserted
the bar carrying a contribution margin loss of $750 million into the PowerPoint slide
(Canceling strong powertrains, Figure 4) and simply mentioned in an accompanying
email to AutoCompany’s senior management accountant that “without offering this
[powertrain], we expect a significant loss of sales volume.” No further explanation was
provided. AutoCompany’s senior management accountant readily agreed to this adjustment
of the forecast, writing, “Thank you for the input, we will include the information accord-
ingly. It goes rather exactly to (almost) zero.” When he later presented Figure 4 to the man-
agement committee, he mentioned only briefly the different assumptions on substitution.

While both forecasts might separately seem reasonable, the combination is signifi-
cant. The senior management accountant included much stronger assumptions about sales
losses in Segment 5, namely loss of sales volume. As a result, although the absolute
number of contribution margin loss was lower than in Segment 3, it was much more rela-
tive to the total contribution margin, because sales in Segment 5 were significantly lower
than in Segment 3. However, despite the significant impact of this assumption, the lack
of detail and support, and the inconsistency with Segment 3, details were neither
provided by CarEnterprise’s senior management accountant nor required by AutoCompany’s
senior management accountant. Moreover, this large contribution margin loss would be
avoidable. The senior management accountant of AutoCompany could reasonably have
assumed the development of a platform in Segment 5 that would technically still enable
including the large powertrain. The significant extra product development investments
would still be much lower than the very large contribution margin loss. Similar
assumptions had been made about other technical features, but not this time, as the
assumption about substitution effects favored the outcome of CarEnterprise not adopting
AutoCompany’s platform.
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Example 2: Assumptions About Feature Sales (Four-Wheel Drive)

Within Segment 5, the profit effects shown in Figures 3 and 4 also rested on subtly
different assumptions regarding future sales of the four-wheel drive feature in this
segment. Currently, the platform of CarEnterprise enabled offering this feature as an
option, which the vast majority of customers ordered and generated huge additional con-
tribution margins, but AutoCompany’s platform included this as a standard feature. If
CarEnterprise provided the common platform, the senior management accountant of
AutoCompany saw the chance for AutoCompany to offer this feature as a paid option.
The senior management accountant estimated a positive impact of $100 million,
as shown in Figure 3, on the basis of current prices, costs, and adoption rates from
CarEnterprise. If AutoCompany provided the common platform, CarEnterprise would
include the feature as standard on all cars and would assume a contribution margin loss
of $250 million, shown in Figure 4, but no further explanation or details were provided.
These assumptions again supported the conclusion that it would be favorable if
AutoCompany adopted CarEnterprise’s platform and unfavorable the other way around.

While the business case for AutoCompany and the estimation of revenue losses for
CarEnterprise might be plausible on their own, the combination is remarkable. A reason-
able assumption could have been that a technical solution could be developed that
enabled CarEnterprise to continue offering the feature in the same way as a paid option,
even with AutoCompany’s platform as the common platform. However, this alternative
assumption would have made the outcomes less favorable to the senior management
accountant’s preferences.

Example 3: Quantification (Or Not) of Scale Effects

A quantitative intervention can also be initiated by claiming that particular numerical
inputs are too uncertain and should be ignored, thereby implicitly assuming particular
numbers to be zero. In this approach, instead of not considering an effect (because it
would be too uncertain), a numerical input (of zero) is put forward, which affects the
outcome in a particular direction—as demonstrated next. Figure 2 (for Segment 3) indicates
that scale effects have a small negative impact, which was not quantified and depicted with a
question mark. In contrast, Figures 3 and 4 (for Segment 5) show an explicit financial impact
of scale effects of $400 million. The crux of this example is this difference in quantification
choices for both segments. The $400 million was a significant part of the total impact in
Figure 3, which favored the conclusion that AutoCompany should adopt CarEnterprise’s
platform in Segment 5. Quantification of scale effects was needed here. The senior manage-
ment accountant based this number on a 1-year-old analysis that was performed for another
purpose but also quantified scale effects. It showed a cost impact of between 3% and 12%
on material costs, estimates that had previously been accepted by CarCorporation’s top
management. The senior management accountant applied the percentages to the platforms’
current material costs, resulting in a scale effect of $400 million in Figure 3. In Figure 4, this
undesirably favored the conclusion that CarEnterprise should adopt AutoCompany’s
platform, which was not what CarEnterprise’s senior management accountant wanted, but
this effect could be sufficiently countered in total.
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Even though attempts could have been made to also quantify scale effects in
Segment 3—and an explicit negative number would have influenced the result toward
the desired conclusion—these were not undertaken. The senior management accountant
anticipated that such a quantification attempt might not be accepted by representatives
from other business areas and might create too much discussion. Quantification would be
more difficult for Segment 3 and, since representatives from other business areas would
see scale effects as quite a tangible and “hard” effect, the senior management accountant
would have to provide solid evidence. Complicating matters further, they would also
have needed much additional information from VehicleFirm, which was difficult to
obtain. So, an explicit number on scale effects in Segment 3 would be difficult to con-
struct and justify and, importantly, the senior management accountant did not require
such an explicit number. There were better ways to counter, as Examples 1 and
2 showed.

Initiating a Qualitative Intervention

Initiating a qualitative intervention refers here to the situation that the accountant states
specific, detailed methodological choices on how the forecast is constructed. Using an
overall approach for constructing a cash flow forecast, which is known and accepted in
an organization, the accountant takes the initiative to make specific choices on how to
implement the approach. Such choices may concern qualitative, technical details for
putting the forecast together, or pertain to the scope of the cash flow forecast (what it
includes and excludes). These choices increase the likelihood of a result that supports the
management accountant’s preferred conclusion. We discuss three examples in more
detail: Continuing with Episode A, Example 4 concerns the classification of the costs of
axles, as either a relevant (in Segment 3) or irrelevant (in Segment 5) cost difference, and
Example 5 concerns the classification of the transmission in Segment 5, initially as a
relevant but subsequently as an irrelevant cost difference. Switching to Episode B,
Example 6 involves the inclusion of the cost impact of particular technical differences
between the integrated and split architecture.

Example 4: Classification of Axles

To describe this example, we first need to take a step back and clarify where the numbers
of $400 and $350 variable cost per unit (basically material costs) in Figures 2—4 came
from. This is shown in Figures 6 and 7. Because the considerable uncertainty about
future cars precluded a meaningful cost comparison, the senior management accountant
adopted a pragmatic approach and estimated the material cost impact as if the current car
models had been based on one platform instead of two, even though the decision at hand
concerned future car models. The analysis started with already available material cost
comparisons, which were made regularly at CarCorporation for other purposes and did
not include any effects of having a common platform. This indicated that VehicleFirm’s
material costs were approximately $600 per vehicle lower than AutoCompany’s costs
(the first bar in Figure 6). The senior management accountant checked and updated this
cost comparison, which required only a small adjustment to $585 per vehicle (second and
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FIGURE 6 Differences in the material costs per unit in Segment 3 between AutoCompany
and VehicleFirm

[values in $ Per Vehicle | Axles  $110

Topic 2 $105
Topic 3  $47
600 Topic4 $33
,,,,,,,,,,,,,,,,,,, 15 Topic5 $15
Others  $91
Topic 1 $15

Topic1 $23
Topic 2 $37
Topic 3 $42
Topic4 $76
Others $6

Existing Update Current Material Brand-individual Conceptual
Material Cost Cost Delta Requirements / Differences
Comparison Lightweight

Constructions

Notes: The per-unit material cost difference (Current Material Cost Delta) is split into two parts: some costs
are considered irrelevant for the decision (Brand-Individual Requirements) and only the final bar is consid-
ered a relevant cost difference (Conceptual Differences). A rounded cost difference of $400 per unit is used
in Figure 2.

third bar). Crucially, AutoCompany would not entirely save these material costs when
migrating to VehicleFirm’s platform, because AutoCompany would sometimes fit different,
more expensive parts than VehicleFirm if the platform technically allowed such brand-
specific choices (e.g., better seats). This reduced the relevant material cost difference to $401
per vehicle (fifth bar), so the cost saved after accounting for the material costs that remain
unchanged irrespective of whether a common platform is adopted or not (fourth bar).

In Segment 5, a 2-year-old comparison of the material cost per unit was updated,
reducing the cost difference by around one-third, from $4,536 to $2,986 per unit
(Figure 7, first, second, and third bars). This update was only done to account for the
major technical changes since the original cost analysis had been conducted, such as a
change of the engine in one of the cars, changes in manufacturing tasks conducted in-
house versus by suppliers, and smaller changes of parts and parts costs. This standard
cost comparison did not include any effects of having a common platform. Therefore, the
next step was to identify variable costs that would change by migrating to a common plat-
form. This was limited, because it was basically assumed that a common platform would still
offer much flexibility to the brands for using different parts. If AutoCompany migrated to
CarEnterprise’s more expensive platform, it could still fit many of its own parts that were
less expensive. If CarEnterprise migrated to AutoCompany’s platform, it would still fit many
of its own higher-performance, more expensive parts. The relevant material cost difference
was forecasted at $367 per vehicle (fifth bar), rounded to $350 per vehicle.
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FIGURE 7 Differences in the material costs per unit in Segment 5 between AutoCompany
and CarEnterprise

[Values in $ Per Vehicle |

Topic 1 $1467 Topic 5 $150
Axles $250 Topic 6 $125
1,550 Topic 3 $165 Topic7 $70
Topic4 $113 Topic 8 $279

Topic1  $250
Reason 1 $150

Reason 2 $100
Topic2 $310 2,619 Others $367
Topic3  $990

367
. e --- 4367
Existing Update Current Material Brand-individual Conceptual
Material Cost Cost Delta Requirements / Differences

Comparison Lightweight
Constructions

Notes: This figure is similar to Figure 6, but now reflects vehicles in Segment 5. A rounded cost difference
of $350 per unit is used in Figures 3 and 4.

Now we can analyze the purposeful classification of axles in the two segments. Figure 6
includes axles as a relevant cost difference in Segment 3. AutoCompany used more expen-
sive axles than VehicleFirm in Segment 3. The cost experts in the management accounting
department classified the axles as a technical difference inherent to the platform, making the
cost difference relevant to the decision (part of the “Conceptual Differences” in Figure 6).
When adopting VehicleFirm’s platform, AutoCompany would have to use other axles and
thereby save material costs. The senior management accountant did not question this classifi-
cation. He suggested it was not within his competence, nor was it his job, to define which
kind of axle AutoCompany would need: “Who am I that I could answer all these questions
today? As controllers, we cannot.” In Segment 5, however, the senior management accoun-
tant took a very different position and pushed back in similar discussions. He argued that he
found the classification unconvincing and he could not see why axles would be fundamental
to the current platforms: “I wouldn’t know why [CarEnterprise] couldn’t use our axles
tomorrow.” He assumed that the choice of axles was not restricted by the platform, which
made axles an irrelevant cost difference. So, this time, Figure 7 shows axles as irrelevant
cost differences that did not affect the cost comparison (part of the “Brand-individual
Requirements™). As a result, the relevant cost difference became smaller in Segment 5, favor-
ing the adoption of a common platform.

Example 5: Classification of Transmissions

The calculation shown in Figure 7 was not the first version. An earlier version differed
on the classification of many costs as relevant or irrelevant to the comparison. This calcu-
lation suggested that each unit would become $1,996 more expensive were
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AutoCompany to adopt CarEnterprise’s platform, and, conversely, CarEnterprise would
be able to save this amount per unit. This result triggered further discussions with
CarEnterprise’s senior management accountant, who strongly opposed these numbers:

“I disagree with the diagram ‘Material cost delta from [AutoCompany’s platform] to
[CarEnterprise’s platform].” I cannot confirm the platform-determined [material cost]
delta like this. ... Please adjust the diagram accordingly. Thank you.”

In the weeks that followed, the senior management accountant looked into technical
issues and cost differences in more detail. CarEnterprise’s expensive transmission was one
reason for the initially large cost differences. Further discussions led to the assumption that
the future platform would be able to flexibly accommodate several kinds of transmission,
and AutoCompany would not be forced to adopt the expensive transmission if it were to
have a common platform with CarEnterprise. Conversely, CarEnterprise would not achieve
cost savings due to a common platform with AutoCompany. As a result, the cost difference
for the transmissions became categorized as irrelevant, thereby significantly reducing the
relevant difference in material cost per unit. For several other parts, these assumptions were
also changed and ultimately, the senior management accountant reduced the relevant cost
difference to $367 (as shown in Figure 7). AutoCompany’s adoption of CarEnterprise’s
platform became a more attractive option, and CarEnterprise’s adoption of AutoCompany’s
platform became a less attractive option.

The assumptions in Examples 1 through 5 helped deliver the outcomes shown in
Figures 2-4 and led to two “inevitable” conclusions: in Segment 3, AutoCompany’s
adoption of a common platform with VehicleFirm would have no financial benefit, and
in Segment 5, AutoCompany should dispense with its own platform and adopt
CarEnterprise’s architecture.

Example 6: Quantifying the Cost Impact of Technical Differences

This example comes from Episode B. The senior management accountant’s preference
was to give more weight to the disadvantages of the integrated design and to the advan-
tages of the split design. The cash flow forecasts should support this—how was this
achieved? As a qualitative intervention, the management accountants influenced the
scope of the cash flow forecast. Specifically, this example concerns the management
accountants’ initiative to include the technical differences as explicit cost differences in
the calculation. Without this intervention, those technical differences would not have
been part of the quantification activity.

Figure 5 includes a specific remark about a “Variable Cost Burden for Internal
Combustion Cars Approx. $1,000/vehicle.” How did this information get there? The
senior management accountant insisted on quantifying the higher unit cost implications
of technical characteristics of the integrated design. As noted earlier, the integrated
architecture required the cars to be a little higher and heavier, which increased production
costs and CO, emissions and required wheels with a larger diameter. The senior manage-
ment accountant had collected data on these technical differences and insisted the cost
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impact should be estimated. When presenting the data on technical differences in the
project team meeting, the project leader expressed his doubts: “That’s too much for me—
surely, only around 15 kilograms will remain.” The senior management accountant
protested, refused to change the numbers the engineers had provided and insisted on their
acceptance, arguing that speculation was unnecessary.

In the weeks that followed, the senior management accountant worked with the cost
experts to quantify the technical differences, presenting and discussing them with the
project team several times. They relied on cost information from the current car models,
which indicated a material cost of around $4 per kg of car body weight, which they
multiplied by the additional weight per car (40 kg). They valued CO, emissions at
$95 per gram, equal to the fine imposed on car companies from 2021 in the EU if they
fail to meet the emission goals. They considered the additional complexity costs by mul-
tiplying material costs by 3%, which was a reasonable but quite arbitrary assumption of
higher material costs due to greater complexity stemming from the integrated architec-
ture. As a concept engineer said, “Somehow, [these additional costs] will be there. I just
can’t tell you in detail today which parts will be affected.” In total, the additional
material costs for conventional cars owing to the integrated design were estimated at
some $800-$1,000 per car. Not everyone was convinced, and after the meeting with the
executive board the sales manager in the project team stated, “[That] $1,000, I still don’t
believe it to this day.”

Counteracting with a Quantitative Intervention

The accountant may either accept or contest information that is provided by other
stakeholders in the process of constructing the cash flow forecast. The earlier Example
1 illustrates how the senior management accountant readily accepted the information
regarding contribution margin losses that was provided by his colleague from
CarEnterprise. Counteracting information providers, however, refers to the accountants’
having an averting response to information provided by other stakeholders if that infor-
mation does not support an outcome in line with their preferences for particular capital
investments. These counteracting responses may involve quantitative interventions in the
sense of accepting or changing numerical values, as the next example illustrates.

Example 7: Rejecting Investment Estimates

Figure 5 includes numbers on “Fixed Costs” which were included only after significant
intervention by the senior management accountant. Three business areas provided the
project team with their first estimates of the required investments for both architecture
concepts, which indicated significantly higher investments for the split architecture com-
pared to the integrated architecture. Production simply stated it would need everything
doubled to be able to build both kinds of car, and estimated twice the investment expen-
diture for the split architecture. Development and purchasing also estimated an almost
twofold investment. When the project leader asked the senior management accountant in
the project team for a presentation slide to show the investment differences to top
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management, he refused: “We want to provide decision alternatives to the executive
board. At the moment, we have two scenarios, but one of them is definitely not an
alternative.”

The senior management accountant provided only a qualitative diagram, because he
refused to accept the investment estimates from the production, development, and
purchasing business areas, arguing that they were too large and too uncertain. In the
weeks that followed, the three business areas significantly reduced their numbers on
investment requirements, which the senior management accountant then accepted and
incorporated into Figure 5.

Counteracting with a Qualitative Intervention

Counteracting with a qualitative intervention refers to the management accountant
methodologically changing the way in which the cash flow forecast is constructed in
order to neutralize information that is provided by other stakeholders.

Example 8: Changing the Comparison of Sales Estimates

The inclusion of four situations in Figure 5 was the result of a deliberate action of the
management accountant. After the project team had agreed on specific BEV and ICE
models as the basis for the analysis, the sales manager in the project team was responsi-
ble for providing sales estimates for these cars. The projected sales units were advanta-
geous for the integrated architecture. The sales manager argued that the sales numbers of
several car models would be so low that only the integrated architecture would enable
offering these models as both a conventional car and a BEV. The sales manager consid-
ered this as unrealistic with a split architecture and assumed that these car models would
then only be available as a BEV. He sent a complex spreadsheet to the senior manage-
ment accountant, which included some further assumptions regarding the sales mix and
substitution, and arrived at sales numbers around 10% lower in total for the split architec-
ture than for the integrated architecture.

The senior management accountant believed these estimates were biased to promote
the integrated architecture that the sales manager favored, but this time he could not push
back and avoid using the provided sales numbers for the cash flow forecast. Instead, he
changed the presentation of the cash flow forecast in a way that neutralized the unfavor-
able information. He created four alternative scenarios, which is the only reason these
four are shown in Figure 5. The sales manager had wanted to compare the integrated
architecture at higher sales volumes with the split architecture at lower sales volumes
(comparing “Integrated a” to “Split b”). The senior management accountant made two
comparisons, each one on the basis of the same sales volume (comparing “Integrated a”
to “Split a” and “Integrated b” to “Split b”). This way, the unfavorable effect of the sales
manager’s numbers for the split architecture was neutralized.

AP Vol. 23 No. 3 — PC vol. 23, n° 3 (2024)

85UB01T SUOWILLIOD 9AIER.D 9|cedjdde ay) Ag pauienob a.e Sao1e O ‘8sn JO Sa|ni 1oy AkeiqiauluQ 8|1/ UO (SUOIIPUOI-pUe-SWB)W00" A8 | 1M Ale.d 1 pul [uo//:Sdny) SUONIPUOD pue Stue | Y1 89S *[S20z/20/80] U Akiqiauliuo A8|IM ‘Yeeyiol|qios)elseAlun AN AQ TOEZT'8ESE-TT6T/TTTT OT/I0pAL0d A3 | Aig 1 jput|uoy/:sdiy wolj pspeojumod ‘€ ‘vZ02 '8E8ETTET



CAPITAL BUDGETING AND PRODUCT DEVELOPMENT DECISIONS 499

CONCLUSION

The study provides detailed evidence of how management accountants skillfully
constructed cash flow forecasts with the purpose of supporting a particular capital invest-
ment proposal. It reveals management accountants’ information-producing activities,
carried out in the background. We propose a framework with two dimensions: the timing
and nature of their cash flow forecast interventions. The management accountant could
either take the initiative to make choices that influence the cash flow forecast in a pre-
ferred direction, or the management accountant could react to the actions other people
are taking during the construction process of the cash flow forecast. The management
accountant’s actions or reactions could be of a quantitative or qualitative sort. This
complements prior research that focused mainly on the frontstage information-centered
interactions involving management accountants and other parties, who are discussing,
challenging, contesting, testing, reworking, and negotiating information (Denis
et al., 2006; Rowe et al., 2012). Only a very few prior studies speak to the question of
what happens behind the scenes during preparation of the information (e.g., Fauré &
Rouleau, 2011; Goretzki et al., 2018).

We argue that the framework provides a deeper understanding of some of the tactics
that have been discussed in the accounting literature, which more generally can be
thought of as deliberately choosing when, how, and what to report (Goretzki et al., 2018;
Puyou, 2018). Our mechanisms fall within the last category of changing what to report,
so changing the information content, and we provide more specific, more detailed
mechanisms than those offered in prior research. Specifically, insofar as the accounting
literature has discussed any mechanisms for changing the information content, studies
have typically focused on accrual-based ex post performance information and mention
revenue recognition, amortization of intangibles, provisions for future costs, and
capitalization of current costs as mechanisms (Fauré & Rouleau, 2011; Goretzki &
Messner, 2019; Lambert & Sponem, 2005; Maas & Matéjka, 2009). Specific micro-practices
for changing cash flow forecasts have hardly been investigated.

Because of how we understand what was behind the a priori preferences of the
management accountants in the case study, we would not label their interventions as
manipulation. We argue they influenced their cash flow forecast with deliberate intent to
support particular capital investment decisions. Consistent with their self-image, they
believed they should be the ones to consider costs, profitability, return on investment,
and such financial criteria (Ahrens & Chapman, 2000; Lambert & Pezet, 2011; Wolf
et al., 2020). Beyond that, we suggest there was also an economic intuition—preceding
the production of the cash flow forecast—which made them believe that particular
actions were financially more sensible than others.

A potential limitation of our research design is that our deep involvement might
hinder stepping back and reflecting on what happened—to analyze the events that an
action researcher has been part of. In this study in particular, the focus was on the work
of people in the management accounting department where the onsite researcher was also
located. Therefore, the researchers took two contrasting roles in the process of analyzing
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the data. The onsite researcher was extremely familiar with how the forecasts had been
constructed and had many impressions and subtle clues of what lay behind the choices
the management accountants made. The offsite researcher could take an outside perspec-
tive and constantly question and probe the data, explore the interpretation, test alternative
explanations, and ask for more evidence.

Future research could investigate more specifically how management accountants
come to their a priori preferences in capital budgeting. How are such preferences related
to their professional experience, incentives, or psychological mechanisms? Preferences
may result from incentives and other ways for management accountants to promote their
self-interests. However, these preferences may also be consistent with the notion of man-
agements accountants behaving in a manner reflecting their self-image as financial
experts and professionals responsible for financial control in decision-making and consis-
tent with an assertion of their decision rights.

Future research could also take up the descriptive focus of this study and further
investigate cash flow forecast interventions in capital budgeting. Such research could also
test the framework in Table 3. Since our theory and our data do not provide indications
of when a management accountant might choose a particular intervention, future research
could also address that question.

Future research could investigate how information receivers react in the long run, if
accountants deliberately sometimes craft forecasts to back up their preferences. Manage-
ment accountants need to be seen as competent and truthful professionals to be effective
in their role (Goretzki et al., 2018; Puyou, 2018). That includes making pragmatic
choices, for example: they may also reject information if there is cause to believe that it
is invalid. However, if other stakeholders start to suspect accountants of having decision
preferences that influence the information and justifications they provide, accountants’ image
as producers of truthful knowledge could be damaged (Goretzki et al., 2018). Especially,
accountants’ discretion on information provision may increase suspicions of attempted per-
suasion (Friestad & Wright, 1994). Persuasion tactics may backfire if they increase informa-
tion receivers’ skepticism and reduce the degree to which the receivers accept the
information provided (Bhattacharjee & Brown, 2018; Nelson & Rupar, 2015). However, if
the information actually helps managers make decisions, credibility may be enhanced, even
if managers believe management accountants are also using persuasion tactics (Isaac &
Grayson, 2016). Finally, future research could also address the construction of forecasts,
where accountants have less discretion as similar accounting information is regularly pro-
duced. Information receivers would expect particular information, and management accoun-
tants would have less flexibility to purposefully influence the information they provide. How
would they intervene and justify the information in such situations?
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