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Editor‘s Letter

The current issue of the Nordic Journal of Business features three interesting accounting 
articles. In the first article, Hannu Ojala (University of Tampere & Aalto University School of 
Business), Esko Penttinen (Aalto University School of Business), Jill Collis (Brunel University 
London) and Tuija Virtanen (University of Helsinki) focus on the design principles for Stand-
ard Business Reporting initiatives. The second article by Janne T. Järvinen (University of Oulu) 
and Kim Väätäjä (weVision Oy) investigates how companies with different customer interfaces 
apply time-driven activity-based costing in their customer profitability analyses. In the third 
article, Jenni Laininen (University of Eastern Finland) examines the association between firms’ 
voluntary financial disclosure and the composition of the board of directors.

I hope you enjoy reading the contributions included in this issue of the Nordic Journal of 
Business. 

 

Sami Vähämaa
Editor 
Nordic Journal of Business

Editor’s Letter
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Hannu Ojala, Esko Penttinen, Jill Collis and Tuija Virtanen

Abstract
Standard Business Reporting (SBR) is a consolidated reporting model for the digital transmission of 
financial data to several statutory bodies. It requires the development of a national taxonomy, which 
facilitates the joint tax, statistics and financial reporting through a common government gateway, thus 
reducing the administrative burden of statutory reporting. An SBR program is a complex and innovative 
project that requires the co-ordination of public and private constituencies. Drawing on the findings of a 
longitudinal study in the Finnish SBR program, we contribute to the literature by identifying a set of design 
principles for SBR taxonomy development: (1) competence, (2) win-win-win vision, (3) multi-channel 
communication, (4) intelligent scope, (5) expertise commitment, (6) track record, and (7) co-creation. 
These principles were derived from an inductive analysis of empirical data collected from multiple sources. 
Our findings offer a guide that will be useful to other jurisdictions embarking on similar SBR initiatives.

Keywords
Design principles, Taxonomy development, Standard Business Reporting (SBR), eXtensible Business 
Reporting Language (XBRL), digital financial reporting, stakeholder engagement
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1. Introduction
This study identifies the design principles 
for Standard Business Reporting (SBR) taxo- 
nomy development. SBR ‘provides govern-
ments and businesses with an unequivocal, 
cost-effective, secure and adaptable method 
for the exchange of business information 
between organisations in a reporting chain’ 
(https://joinup.ec.europa.eu/document/
sbr-standard-business-reporting-sbr). It is 
based on international open standards, such 
as eXtensible Business Reporting Language 
(XBRL), which facilitate the transmission of 
structured data between businesses and gov-
ernment agencies, and allow the information 
to be reused easily. SBR allows the simulta-
neous reporting of information through a 
common government gateway that satisfies 
the statutory requirements of the tax author-
ity, business register and other government 
agencies. Instead of requiring companies to 
prepare different financial reports for dif-
ferent government agencies, SBR provides 
a ‘one-stop-shop’ that reduces the adminis-
trative burden of financial reporting (OECD, 
2009).

SBR requires the development of a na-
tional taxonomy that reflects the standard 
terms used in company law and Generally 
Accepted Accounting Principles (GAAP). 
The taxonomy provides a ‘data dictionary’ 
that permits each item of data to be labelled 
(tagged) in an unambiguous standard way. 
The taxonomy is linked to the terms used in 
business and accounting software to ensure 
consistency for the reporting entity and the 
government agencies using the data.  The 
underlying tagging technology is based on 
international open standards, such as XBRL. 
XBRL is a member of the family of languages 
based on eXtensible Markup Language, 
(XML), which is a standard for creating, 
exchanging, and analysing business infor-
mation over the Internet (Eierle, Ojala and 
Penttinen, 2014). The technology attaches 
semantic meaning to the data reported and 

results in structured digital data rather than 
unstructured hard copy or pdf documents. 
The process is highly automated from the 
data collection and transfer stages to the 
validation and processing stages, and busi-
nesses can automate the generation of gov-
ernment reports directly from their account-
ing systems.  

SBR initiatives are a response to national 
and regional policies aimed at reducing the 
administrative burden of statutory financial 
reporting. In Europe, SBR programs address 
the need for improved standard-setting 
procedures and increased interoperability, 
which are identified as keys to success in Pil-
lar II of the European Commission’s digital 
agenda.  The Digital Agenda for Europe was 
launched in 2010 and is aimed at boosting 
Europe’s economy by delivering sustainable 
economic and social benefits from a digital 
single market (EC, 2014a). SBR initiatives 
in Europe are also a response to the EU Ac-
counting Directive (2013/34/EU) and the 
Transparency Directive (2013/50/EU).

In an SBR program, decisions are made 
in a balanced mix of public and private fora 
in accordance with the SBR governance. The 
parties must establish a common set of data 
elements (the content taxonomy) and the 
related XBRL specifications (the technical 
taxonomy). The implementation includes 
establishing a common government gateway 
to receive the digital data to be forwarded 
to the relevant government agencies (OECD 
2009). According to the European Commis-
sion (EC, 2014b, n.p.), SBR provides govern-
ments and companies with ‘an unequivocal, 
cost-effective, secure and adaptable method 
for the exchange of business information 
between organisations in a reporting chain’. 
While there are numerous studies on digi-
tal business reporting standards and XBRL, 
there has been no research into the design 
principles for such standards in general and 
SBR taxonomies in particular. Tangential to 
our research, Bharosa et al. (2011) studied the 
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overall SBR implementation and identified 
key transformation principles to guide stake-
holders. However, to our knowledge, this is 
the first study to address the question of how 
to design an SBR taxonomy that requires the 
concerted efforts of both public and private 
constituencies.

In order to shed light on the relevant 
issues and challenges, our inductive study 
addresses the following research question: 
What are the guiding principles for de-
signing an SBR taxonomy? We addressed 
this question by conducting a longitudinal 
study of the Finnish SBR program between 
2009 and 2015. In Finland, the relevant gov-
ernment agencies are the business register, 
the tax authority and the national statistics 
office. Taking a qualitative approach, we in-
terviewed the key stakeholders (both private 
and public) participating in the program. 
Our study contributes to the literature by 
identifying a set of design principles for de-
veloping an SBR taxonomy: (1) competence, 
(2) win-win-win vision, (3) multi-channel 
communication, (4) intelligent scope, (5) 
expertise commitment, (6) track record, and 
(7) co-creation. Our findings offer a guide 
that will be useful to other jurisdictions em-
barking on SBR initiatives using open stand-
ards such as XBRL. In addition, our study 
contributes to a better understanding of how 
open standards can be developed in a com-
plex and innovative program that requires 
the co-ordination of public and private con-
stituencies.

The remainder of this article is structured 
as follows. In the next section, we review the 
literature on the development of technical 
standards in general and XBRL in particular. 
We also discuss the SBR initiative in Finland 
in the context of similar programs in other 
countries. In the third section, we explain 
our methodology. In the remaining sections, 
we present our findings, discuss the implica-
tions of our study and suggest avenues for 
further research.

2. Literature review

2.1 Vertical information system stand-
ards and their development
Standardization consists of two interlinked 
steps: development and implementation. Our 
study examines the development stage, as we 
focus on the design of a specific type of digital 
business reporting standard, namely an SBR 
taxonomy based on XBRL. XBRL is an open 
standard, free of licence fees, maintained 
by a non-profit organization, XBRL Interna-
tional. It is one of several XML languages and 
is increasingly used as a standard means of 
communicating information between busi-
nesses, using the Internet stack for connectiv-
ity purposes. In a national SBR program, the 
associated taxonomy will reflect the standard 
terms used in legislation and GAAP of that ju-
risdiction. As a result, a specific SBR taxonomy 
needs to be developed in each country due to 
international differences in regulatory frame-
works for the statutory filing of financial data.

SBR is an example of a vertical informa-
tion system in which data are communicated 
by reporting entities to one or more statutory 
bodies rather than horizontally to indus-
try peers. Overall, standardization reduces 
transactions costs and facilitates economies 
of scale through interchangeability between 
systems (Kindleberger, 1983). Vertical infor-
mation system standards, in particular, allow 
a more efficient data integration in the verti-
cal information flows by providing common 
data definitions and structures through the 
use of a common conceptual schema (Good-
hue et al., 1992). In practice, vertical informa-
tion system standards enable the removal of 
manual data rekeying from system to system 
and, thus, pave the way for a more efficient re-
use of data in the process. On the other hand, 
the primary cost of standardization is a loss of 
variety (Katz & Shapiro, 1994) as the various 
participants in the vertical information flows 
must adhere to the common data schemas.

Standards are set by private parties such as 
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leading firms in industry, or by public constit-
uencies such as governments. They are often 
developed by a consortium whose interests 
must be aligned. Standards are technical spec-
ifications designed to promote co-ordination 
between the parties (Markus et al., 2006). 
Development of standards can be problem-
atic. First, the heterogeneity of interests can 
be detrimental to standard development 
(Greenstein, 1992; Weiss & Cargill, 1992) and 
problems may arise from the divergence of 
interests between the vendors and users of the 
standard (Foray, 1994). Second, standard de-
velopment portrays the characteristics of the 
prisoner’s dilemma (Foray, 1994), as no one 
has the incentive to contribute to the develop-
ment of the standard because those who have 
not contributed cannot be excluded from 
enjoying the results (Markus et al., 2006). The 
literature offers a number of solutions to this 
problem. Standard developers are advised to 
pursue standard development as collective 
action (Kindleberger, 1983; Weiss & Cargill, 
1992), where the key is in the collective partic-
ipation of representative members of the het-
erogeneous user groups (Markus et al., 2006). 
Successful vertical information systems stand-
ards consortia must include heterogeneous 
groups of user organizations and IT vendors 
without fragmenting (Markus et al., 2006). 

2.2 Willingness of different stakeholders 
to pursue standardisation of financial 
information flows
Different stakeholders, such as filers, receivers 
and consumers (users of the financial infor-
mation) approach standardization initiatives 
differently. The willingness of companies to 
pursue standardisation of financial informa-
tion flows may differ according to the type of 
company. Generally, firm size is a surrogate 
for an organization’s overall resources and as-
sets (Lee & Xia, 2006). Small companies have 
resources that are more constrained or they 
may possess fundamentally different sets of 
resources compared with their larger coun-

terparts (Darnall et al., 2010). For example, 
large companies tend to have several types 
of staff and are, therefore, more likely to have 
dedicated staff available for handling finan-
cial information flows. On the other hand, 
very small companies are unlikely to have the 
resources to prepare the annual accounts re-
quired by law in our European setting (Ojala et 
al., 2016). Moreover, micro-companies are typ-
ically managed by the owner, which often re-
duces the risks associated with the traditional 
agency problems of information asymmetry 
between management and investors (Ojala et 
al., 2016). With regard to the capital markets, 
the practices associated with the production 
and dissemination of financial information 
can be seen as a mechanism for reducing the 
cost of external capital. The stock market does 
seem to reward and punish firms’ informa-
tion production decisions (cf. Lambert et al., 
2007). These arguments suggest that larger 
companies may consider the standardization 
of financial information flows more impor-
tant than smaller companies.

The tax authorities may be particularly 
interested in improving financial data flows 
from companies due to the taxpayers’ account-
ability to the tax authority. The tax authority is 
a quasi-shareholder of all companies, regard-
less of size. “The state, thanks to its tax claim 
on cash flows, is de facto the largest minority 
shareholder in almost all corporations” (De-
sai et al., 2007: 592). Unlike most minority 
shareholders, the government does not face 
free-rider problems in monitoring managers, 
and the monitoring of financial statements 
by tax authority is likely to discourage wealth 
diversion by managers (Desai et al., 2007). 
International Financial Reporting Standards 
are underpinned by a conceptual framework 
(IASB, 2015), which states that the objective of 
general purpose financial reporting is to pro-
vide information about the reporting entity 
that is useful to existing and potential inves-
tors, lenders and other creditors in making 
decisions about providing resources to the 



8

NJB Vol. 67 , No. 1 (Spring 2018) Hannu Ojala, Esko Penttinen, Jill Collis and Tuija Virtanen

entity. Thus, providing useful information for 
decision makers, such as equity investors and 
contracting parties is a key principle (Hanlon 
& Heitzman, 2010). Advances in information 
technology through the use of SBR/XBRL offer 
opportunities for improving the collection 
and dissemination of financial and business 
information even more broadly in the public 
sector. Implementations of SBR/XBRL or XBRL 
in Netherlands, Austria, Singapore and UK 
seem to have improved of information trans-
parency and efficiency in regulatory compli-
ance (Chen, 2012; Robb et al., 2016).

Users of financial data, such as investors, 
analysts and creditors, typically welcome any 
initiatives related to standardization. Stand-
ardizing the data content in financial informa-
tion flows, leveraging on the use of advanced 
information technologies to disseminate the 
data and increasing the transparency of the 
data through common data standards all aid 
the economic decisions made by users.

2.3 Conceptualizing SBR 
SBR is a national standard for the digital 
exchange of business reports that allows in-
formation to be reused easily. It requires the 
development of a single set of definitions and 
language for the information reported by 
businesses to government (Madden, 2009). 
This allows joint tax and financial reporting 
through a common government gateway. 
Therefore, companies no longer need to pre-
pare different financial reports for different 
government agencies. Figure 1 illustrates a 
pre-SBR situation where companies make 
multiple reports in different data formats to 
the same or different government agencies 
(OECD, 2009). It is loosely based on the UK 
where companies register and file their stat-
utory reports and accounts at Companies 
House. Figure 2 illustrates the move to SBR 
with consolidated returns using standard 
data format. The use of the common govern-
ment gateway means that it will no longer 
be necessary to re-enter data into different 

systems or interpret terms for one agency that 
have a slightly different meaning for another 
(Madden, 2009). 

The Netherlands was the first country to 
introduce SBR. Electronic tax filing for all 
companies and all taxes via a digital portal 
became mandatory in 2005. Since 2007 the 
Dutch taxonomy has allowed businesses to 
use XBRL to file reports directly from their 
software to the tax authority, statistics of-
fice and the chamber of commerce (Sinnett 
& Willis, 2009). The program also attracted 
interest from other Dutch agencies such 
as the pensions, healthcare and education 
authorities.1  Subsequently, Australia, New 
Zealand, Singapore, Belgium, the UK and 
Finland have also developed their own SBR 
programs, building on the lessons learned 
from the Netherlands (OECD, 2009; 2010; 
Sinnett & Willis, 2009; Eierle et al., 2014; Lim 
& Perrin, 2014).

SBR offers a number of benefits to filers 
and government agencies. The benefits to 
filers are avoiding duplication of reports to 
several government agencies, thereby reduc-
ing administrative burdens. The benefits to 
government are the increase in the propor-
tion of data received in electronic format, 
with fewer errors. The question then arises of 
how to set up such a program. Bharosa et al. 
(2011) studied the SBR implementation in the 
Netherlands and found seven key transforma-
tion principles: (1) Make SBR a by-product of 
the data already in the company’s accounting 
systems, (2) Include controls for auditing in 
software, (3) Keep the business focus, (4) Po-
sition SBR as a cross-government policy initia-
tive, (5) Stimulate private sector involvement, 
(6) Combine restrictive and flexible project 
management strategies, and (7) Underline the 
attention given to end-to-end security over 
the reporting chain. Hulstijn et al., (2011) also 
studied the Dutch SBR implementation and 
identified issues and dilemmas associated 

1 For further information, see https://www.sbr-nl.nl/
english-site/
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Figure 1. Pre-SBR 
position – multiple 
data format repor-
ting 

Figure 2. Standard data 
format – consolidated repor-
ting model 

Source: OECD (2009, pp. 8 and 10)

with the development schedule, process, data 
and technical infrastructure layers, as well as 
governance. While these principles offer a 
useful guide to stakeholders in increasing the 
general awareness of SBR and assist in setting 
up an SBR program, we noted a lack of stud-
ies addressing the specific task of developing 
the associated taxonomy. This provides the 
rationale for the present study which provides 
a more detailed analysis of the design princi-
ples associated with SBR taxonomy develop-
ment.

3. Methodology
To improve our understanding of how SBR 
taxonomies are developed, we took an induc-
tive approach when designing our longitudi-
nal study of the Finnish SBR program. Contex-
tual and other qualitative data were collected 

from documents, observation and interviews, 
and interpreted using qualitative methods 
with a view to generating theory (Ketokivi & 
Choi, 2014). As this was an exploratory case 
study, we started with a general research fo-
cus on government reporting to improve our 
understanding on how national reporting 
infrastructures are created. We then focused 
our attention on the specific area of SBR tax-
onomy building. In accordance with the ad-
vice of Eisenhardt (1989) and Yin (2009), data 
collection and data analysis were interleaved 
in an iterative manner.

The involvement of two of the authors in 
the Finnish SBR program allowed us to gather 
unique empirical data. From the very start, 
these two researchers participated as facil-
itators and observers at the steering group 
meetings and at project meetings and work-
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shops. In addition, they were commissioned 
to conduct interviews with key stakeholders 
and provide feedback to the project team. 
Although they were granted access to all pro-
ject meetings and had opportunities to make 
comments and propositions throughout the 
project, our methods did not include aspects 
of interventionist, constructive or action re-
search. Instead, we used multiple methods to 
collect data with a view to making inferences 
from our analysis of the resulting rich body of 
data.

The researchers had full access to the doc-
umentation of the SBR program. This included 
project plans, communication plans, funding 
plans, minutes of the meetings, professional 
and business press articles published on the 
program, and any material delivered to the 
program’s financiers. By using multiple data 
sources, we were able to capture both rational 
criteria (from the documents, for example) 
and non-rational criteria (from our obser-
vations of the meetings and our interview 
data, for example). We were able to immerse 
ourselves in the data for a prolonged period 
of time, which allowed persistent observation 
of the subject under study. In addition, we re-
ceived feedback on our interpretation of the 
data gathered. All these factors increase the 
credibility of the study and the validity of the 
findings (Collis & Hussey, 2014).

3.1 The interviews
The interviews were conducted in four stages 
between 2009 and 2015. Appendix 3 shows the 
timeline of the SBR program and the different 
stages in the research process.

Stage I: In 2009, nine interviews were 
held in order to improve our understanding 
of financial reporting procedures relating to 
mandatory reporting to government agencies 
and other external stakeholders, which is the 
focus of SBR in Finland. Four of the interviews 
were held with experts in accounting firms; 
two with experts from accounting software 
vendors; and three with experts working for 

operators transmitting mandatory finan-
cial data. Two of the authors analysed the 
interview transcripts using their knowledge 
of accounting information systems project 
management. In addition to holding a PhD in 
Accounting and Information Systems Science, 
the researchers had both held management 
positions related to information and account-
ing systems development spanning more 
than two decades. The thematic analysis of the 
interview transcripts identified seven prelimi-
nary concepts that play an important role in 
the success of a SBR initiative.

Stage II: The findings from the first-stage 
interviews were used as the basis for further 
interviews which were conducted in 2010. Two 
were held with members of the SBR steering 
group, and three with senior management 
representatives of the organizations involved 
in the SBR program. The purpose of the inter-
views was to critically review the preliminary 
constructs that had emerged during our anal-
ysis of the first-stage interviews and to im-
prove understanding of the interplay between 
the preliminary constructs.

Stage III: To validate the design princi-
ples and related sub-constructs, we con-
ducted four expert interviews in 2014 with 
global experts on SBR. The interviewees 
included the director general of the Dutch 
SBR program, a member of the board of 
XBRL International having experience from 
a number of SBR implementations from the 
Netherlands and Australia, an adviser to the 
Dutch SBR/XBRL program at the Nether-
lands Tax and Customs Administration, and 
a director at a service provider for an inter-
national SBR program.

Stage IV: To test the final set of design prin-
ciples, we conducted two focus groups in 2015 
with the key stakeholders of the Finnish SBR 
program. Each focus group included five peo-
ple who had participated in the implementa-
tion of the SBR program. Both focus groups 
included participants from both public and 
private organizations.
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3.2 Data analysis
We used the critical success factors method 
(Daniel, 1961; Rockart, 1979) which was orig-
inally developed to align information tech-
nology planning with the strategic direction 
of an organization. Document review (pro-
ject plans, communication plans, funding 
plans, minutes of the meetings, professional 
and business press articles published on the 
program, and any material delivered to the 
program’s financiers) and the interview tran-
scripts provided data for deriving an organiza-
tion’s critical success factors (Caralli, 2004, p. 
45). Our analysis was aided by ATLAS.ti, which 
is a qualitative data analysis software used to 
systematically analyse complex phenomena 
in large amounts of textual data (Parker & 
Roffey, 1997). The software provides tools that 
help the user locate, code, and annotate find-
ings as well as evaluate their importance and 
visualize complex relations between them. In 
order to increase the traceability of the data 
analysis, we used open, axial, and selective 
coding. The outcome of the analysis was a set 
of design principles that were perceived by 
the interviewees to be important in the devel-
opment of an SBR taxonomy.

In Stages I and II, the interviews were 
semi-structured and lasted approximately 
one hour. The interviewees were asked broad 
questions and encouraged to provide ex-
amples to expand their views (see Appendi-

ces 1 and 2). The interviews were recorded, 
transcribed and sent to the interviewees for 
verification prior to analysis. We used data 
triangulation (Easterby-Smith et al., 2012) by 
collecting data from different sources: the 
interviews and the large set of notes and doc-
uments resulting from the researchers’ par-
ticipation in the SBR program meetings. This 
can reduce bias in data sources (Jick, 1979). 
In addition, the coding of the interview data 
was carried out independently by the two re-
searchers participating in the program and 
the results were compared. A final strategy 
was to invite an experienced, independent 
researcher to code three interview transcripts. 
This yielded a match with our coding of more 
than 70%, which gives us greater confidence in 
the constructs.

In Stage III, we validated the set of de-
sign principles extracted in Stages I and II 
by presenting them to experts, who were 
asked to comment them and suggest modi-
fications. This resulted in minor changes to 
the principles. For example, a principle ‘Exe-
cution’ consisting of ‘Competent resources’, 
‘Role-definition’, and ‘Timely delivery’ was 
found confusing and after careful discussion 
was subsequently renamed ‘Competence’. 

In Stage IV, we tested the final set of prin-
ciples in two focus group sessions. Each par-
ticipant was asked to cite five factors that con-
tributed to the success of the program. This 

Figure 3. Summary of main stages in the study 

Stage I (2009) Stage II (2010)

•Identify
seven
preliminary
principles by
interviewing
key
stakeholders

Stage III (2014)

•Critically
review the
preliminary
principles

•Develop sub-
constructs to
the
preliminary
principles

Stage IV (2015)

•Review the
principles
and sub-
constructs by
interviewing
global
experts on
SBR

•Test the final
design
principles by
organizing
two focus
group
sessions with
10 key
stakeholders
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exercise produced a list of 50 items, which 
were documented by the researchers and dis-
cussed in the focus group. The 50 items were 
analysed by the researchers and mapped onto 
the design principles generated in Stages I-III.

4. Findings
The Finnish SBR program is a public-private 
collaboration initiative which started in 2009 
with a view to decreasing the administrative 
burdens on reporting companies and increas-
ing the efficiency of report receivers (see Ap-
pendix 3 which presents the timeline of the 
program). The SBR taxonomy development 
can be divided into two phases: content tax-
onomy development and technical taxonomy 
development. The content taxonomy develop-
ment work (2009-2011) focused on common 
data elements and resulted in an Excel-based 
listing of accounts with links to government 
reporting forms. The technical taxonomy 
development work (2012-2015) focused on 
creating the XBRL taxonomy and building the 
infrastructure for receiving the reports.

The Finnish SBR program was publicly 
funded and involved a considerable amount 
of pro-bono work by private companies. The 
project was successful in bringing together 
the key organizations involved in government 
reporting at an early stage, largely due to the 
fact that it was developed under the Real-Time 
Economy (RTE) program. RTE is a national 
program with a track-record of successful 
development projects in the field of financial 
administration. 

The Finnish SBR taxonomy development 
project was supervised by the Real-Time 
Economy Advisory Board, which comprised 
representatives of the Bank of Finland, the tax 
authority, the Ministry of Employment and 
the Economy, the Federation of Finnish En-
terprises and other national institutions. The 
Advisory Board also benefitted from the par-
ticipation of system integrators, the Associa-
tion of Accountants, and representatives from 
Finland’s leading business school. The SBR 

program had a full-time project manager and 
a budget of approximately €1m per annum 
during 2009-2015 to allow subcontractors to 
develop solution mock-ups and conduct pi-
lots and surveys.

The main objective of the Finnish SBR 
program was to develop a taxonomy for gov-
ernment reporting. ‘Taxonomies have been 
in use in government for many years but with 
a fundamental limitation; there have usually 
been multiple taxonomies for the same area. 
So different Departments within a jurisdiction 
would typically have their own taxonomies 
meaning that there could be, and usually are, 
different definitions for the same data item in 
different departments. Indeed, definitions may 
even vary within departments’ (OECD, 2009, 
p. 11). The scope of the Finnish SBR taxonomy 
included corporate tax returns, mandatory 
financial reporting and statistics reporting. 
Companies had to prepare many different 
government reports essentially containing the 
same content but in different formats. Moreo-
ver, the information was collected via different 
channels and technologies, which varied from 
manual or postal submission of paper forms 
to electronic submissions using web forms. 
To tackle these inefficiencies, the initial focus 
was the implementation of a common chart 
of accounts, following the approach taken in 
France and Spain. However, it quickly became 
evident during working group meetings that 
this would not be feasible in Finland due to 
the high cost of the changes that would be 
needed to companies’ bookkeeping systems. 
Therefore, it was decided to focus on creating a 
taxonomy linked to existing charts of accounts. 

Our inductive study identified seven de-
sign principles, which we discuss in detail in 
this section. Table 1 reports the average num-
ber of citations for each factor based on inde-
pendent coding by two researchers in Stages 
I-II (untabulated). 

4.1 Competence
Our analysis reveals that developing an SBR 
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DefinitionDesign principle Sub-categories Frequency 
(%)

Researcher

Average 
frequency 

(%)

1 2

1. Competence Competent 
resources

Role-definition 

Timely delivery

 23  28  25 

2. Win-win-win
vision

Benefit

Vision

Identifying competent 
resources to execute tasks 
and ensuring the timely 
delivery of validated outputs 

 20  20  20 

Articulating the benefits of 
the innovation and creating 
a vision to the relevant 
parties involved 

3. Multi-channel
communication

Internal and 
external 
communication 

Multi-channel use 

Access to 
professional press 

 14  20  17 

4. Intelligent
scope

Key customer

Flexibility

Boundary 

Extensively sharing 
information about project 
progress and benefits both 
internally and externally 
using many channels of 
communication 

 16  11  13 

Setting the boundaries of 
the project at an ambitious, 
yet achievable level

5. Expertise
commitment

Expertise 
involvement 

Top management 
sponsorship 

Satisfaction from 
early success

 14    9  12 

6. Track record

Involving high-level project 
resources through a 
sponsorship of executive 
level of project 
organizations 

Proven ability to 
deliver

Existing platform

Funding 

   8    7    8 

Establishing credibility 
through successful past 
projects

7. Co-creation Network

Teamwork

Integration of 

   5    5    5 

TOTAL 100 100 100

Creating the deliverables in 
collaboration with a large 
network of experts from 
several organizations

Table 1. Summary of the findings 



14

NJB Vol. 67 , No. 1 (Spring 2018) Hannu Ojala, Esko Penttinen, Jill Collis and Tuija Virtanen

taxonomy requires advanced skills in a wide 
variety of domains: business domain, IT do-
main and project management. In the busi-
ness domain, there are three main areas of ex-
pertise: accounting regulation, financial data 
flow and business register expertise regarding 
statutory reporting and tax filing expertise. 
In both the content taxonomy work and the 
technical taxonomy work (see Appendix 3) in 
the SBR program, there were a large number 
of experts operating in the business domain. 
For example, the Finnish tax administration 
provided approximately 20 experts in the 
content taxonomy phase.  In the IT domain, 
competent resources on XML-based data 
transmission and system integration were 
required and provided by the participant or-
ganisations. Although these IT competences 
were crucial to the technical taxonomy work, 
they were equally important to the content 
taxonomy work. The presence of experts with 
advanced XML skills seemed to facilitate the 
rapid execution of the program because ‘busi-
ness people’ did not have to worry about the 
technical aspects. A competent and full-time 
project manager bridged the heterogeneous 
skills of other participants by converting the 
actions and plans into a commonly under-
standable artefact. This was often in the form 
an up-to-date Excel worksheet containing the 
current version of the taxonomy and planned 
actions. The project manager(s) also had 
to map the expertise needed to execute the 
program efficiently and define the roles and 
responsibilities of the people involved in the 
core of the program, as illustrated by these 
quotations.

“It’s important to have enough deep skills 
combined into the horizontal view [horizontal 
collaboration is collaboration across rather 
than along the supply chain].” (Director B, 
large publicly listed IT company)
“Execution and passion for execution feeds 
itself in this project. Roles and responsibilities 
have been divided efficiently.” (Executive, Tax 
Office)

“When you have this kind of large project, 
it needs to be cut into feasible parts and go 
phase by phase. The timely delivery of small 
concrete steps makes the participants feel 
that we are going somewhere.” (CEO, Associ-
ation of Accounting Firms)

We have labelled the design principle with 
the highest level of occurrence competence, 
which has three components: competent re-
sources, role definition and timely delivery. We 
define competence as identifying competent 
resources to execute tasks and ensuring the 
timely delivery of validated outputs. 

This discussion leads to our first proposi-
tion:

P1:  Competence (expertise in accounting 
and tax regulation, financial data flows 
and filing processes), is an important 
design principle in SBR taxonomy de-
velopment.

4.2 Win-win-win vision
Three members of the project steering group 
made a significant contribution to the pro-
gram’s vision: a former bank executive, the 
head of tax administration and the co-chair-
man of the association of external account-
ants.

The former bank executive had an im-
pressive background in converting legacy 
processes into electronic ones. He had been in 
a leading role as a VP of a large Nordic bank 
in creating, as a pioneer in that field, the elec-
tronic banking system. He had also acted as 
the chairman of the EU-level committee that 
established electronic invoicing standard to 
EU. His vision was built on the existing impor-
tant role of the banking system as a secure in-
formation platform and the key role of struc-
tured data when systems talk to each other.

The head of the tax administration had 
previously worked in the VAT section of tax 
administration and had been active in de-
veloping VAT processes into electronic ones. 
While head of the tax administration of Fin-
land, she was very active in developing the 
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process and system landscapes and the vision. 
She also had a long history in serving as a 
steering group member in the association of 
external accountants, which had expanded 
her views on financial information flows of 
enterprises that submitted their tax returns.

The third person was both an owner of me-
dium-sized accounting firm and co-chairman 
of the association of external accountants. She 
was active in innovating more efficient ways 
of working in the field of preparation of fi-
nancial reports. She was active in challenging 
the vision of the other two and created depth 
in the vision of the SBR program through her 
expertise in the field of financial information 
preparation and financial process consul-
tancy.

Each of the three members of the steering 
group had a comprehensive vision of what 
kind of standardized process and system ar-
chitecture should be established in Finland. 
Their visions were largely overlapping and 
in the steering group meetings they were 
merged into one.

“I think the most important success factor is 
to have a vision - to have a strong vision and 
to be able to communicate and share it.” (Di-
rector A, large publicly listed IT company)
“The project management must sell the vision 
and the potential benefits of the innovation to 
the stakeholders. That’s the way to get their 
interest.” (Director, bookkeeping software 
company)

The design principle with the second highest 
level of occurrence is labelled win-win-win 
vision, which has two components: benefit 
and vision. Win-win-win vision is defined as 
articulating the benefits of the innovation 
and creating a vision to the relevant parties 
involved. Successful innovation requires a 
clear articulation of a common vision and 
the firm expression of the strategic direction. 
Most of the interviewees stated that the vision 
and potential benefits of the innovation must 
be defined and communicated to each of the 
parties involved in the beginning of the pro-

gram.
This supports our second proposition:
P2:  Win-win-win vision (for private com-

panies, government agencies and 
funding institutions) is an important 
design principle in SBR taxonomy de-
velopment.

4.3 Multi-channel communication
The role of the project manager was pivotal in 
the communication activities in both the con-
tent taxonomy and the technical taxonomy 
work. The project manager actively encour-
aged the key persons in all participating or-
ganizations to include SBR and XBRL in their 
main communication endeavours. As a result, 
SBR and XBRL were given visibility and stage-
time in many events organized by the consor-
tium member organizations. For example, the 
Association of the Finnish Accounting Firms 
holds two yearly fairs, a winter meeting and a 
summer meeting. Both these meetings gather 
over 1000 accounting professionals to hear 
about the latest developments in legislation 
and systems development related to account-
ing. Early on in the SBR program, the project 
team was given a stand and stage time at these 
fairs so that the accountants and the account-
ing information systems developers would 
familiarize themselves with SBR and XBRL. 
The SBR project team seized this opportunity 
and the chairperson of the Association of the 
Finnish Accounting Firms, the president of 
the Finnish Tax Office, and the SBR project 
manager gave numerous presentations dis-
cussing the opportunities of the Standard 
Business Reporting code set. The pinnacle of 
the technical taxonomy development work 
was the announcement of the national XBRL 
taxonomy in 2013 at the summer meeting of 
the Association of Finnish Accounting Firms. 
Similar events were organized by other par-
ties, such as the Tax Office, university partici-
pants and system vendors.

In addition to the events such as seminars 
and fairs, the Real-Time Economy program put 
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a lot of effort into social media. The program 
had LinkedIn and Facebook profile pages, but 
also created a website of their own, called the 
Real-Time Economy Community. The website 
was used to collect and share information 
between a large number of individuals and 
organizations, in crowdsourcing fashion. The 
community obtained a national award for be-
ing the outstanding social media community. 
To facilitate the communication activities, the 
project team produced presentation material 
in the form of slideware, roll-ups, interview 
video material and an introductory video 
made by a professional advertising agency.

“Communication is very important. When the 
Tax Office makes modifications to its systems, 
it must communicate the changes to the users. 
The Tax Office should organize informative 
meetings for users of their systems.” (Ac-
countant B, large accounting firm)
“Government organizations have to take a 
role in communication so that the Association 
of Accountants doesn’t have to take the entire 
communication burden [in the professional 
press]… Also, system integrators need to be 
involved in the communication.” (Accountant, 
small accounting firm)
“All project participants can’t participate in 
every meeting. It’s been very important to 
have a full-time project manager who has her 
eye on the ball, who shares information and 
takes broader role than being simply a me-
chanical project manager.” (Director, book-
keeping software company)

Based on our observations in this longitu-
dinal study, it is clear that communication 
played a key role in both the content and 
technical taxonomy development projects. 
Therefore, it was not surprising that in our 
interview data multi-channel communication 
was the design principle with the third high-
est level of occurrence. We conceptualize 
multi-channel communication through the 
components internal and external commu-
nication, multi-channel use and access to pro-
fessional and business press. We define mul-

ti-channel communication as extensive sharing 
of information about progress and benefits 
both internally and externally using many 
channels of communication. The pivotal role 
of effective communication was identified in 
many of the interviews. This is not surprising, 
as large development projects require the 
involvement of participants from several or-
ganizations, which in turn requires efficient 
multi-channel communication.

The foregoing discussion leads to our 
third proposition:

P3:  Multi-channel communication 
(within and between the professional 
accountancy bodies, tax administra-
tion and other governmental agen-
cies, leading universities and system 
integrators) is an important design 
principle in SBR taxonomy develop-
ment.

4.4 Intelligent scope 
In early 2009, a researcher of the current 
study had various corridor and coffee break 
discussions with a senior lecturer who had 
participated in a Ministry-driven develop-
ment project (hereinafter referred to as the 
old project) which had lot of similarities 
with the SBR program. The senior lecturer 
shared his opinion on why the old project 
had resulted in no implementation of the 
desired deliverables when it closed in 1999 
and he also provided ideas that should be 
considered in the scoping of the current 
program. The senior lecturer explained that 
“everything else in the project was good, ex-
cept that the project team was fixed in the 
idea that firms have to have a common chart 
of accounts”. The senior lecturer explained 
that the requirement of having a common 
chart of accounts was perceived as a show 
stopper in companies because it was per-
ceived as a too heavy a burden to start mak-
ing changes in “the foundation” of reporting 
system of all companies. In his opinion in 
the current program this should be avoided 
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and instead of common chart of accounts the 
current program should scope the current 
program to start from a common reporting 
taxonomy, that is, all individual companies 
could easily implement the new process by 
simply mapping the new taxonomy without 
changes in their chart of accounts. The senior 
lecturer further explained that as time goes 
by, the reporting taxonomy that would be 
laid out would gradually become a common 
chart of accounts automatically because new 
companies would be likely to adopt that as 
their chart of accounts.

The old project had prepared a 110-page 
memorandum entitled Electronic Financial 
Statements in 1999, which the senior lecturer 
handed over to the current program team. In 
addition to the idea of focusing on a report-
ing taxonomy instead of chart of accounts, 
the memorandum gave another important 
insight. The memorandum included a figure 
that visualized the reporting requirements of 
individual companies by showing the require-
ments to different government agencies in 
different columns. This raised an idea in dis-
cussions with the senior lecturer that the eas-
iest way to establish the taxonomy of items to 
be reported to various governmental agencies 
was to use an Excel worksheet. The discussions 
led to the idea of having an Excel worksheet 
where all the participants would “own” one 
column that they would update annually. This 
was communicated to the SBR program team 
and became an important element of the 
scope of the project.

“I see that it’s important that the SBR uses the 
existing chart of account structures, making it 
easier to adopt by accountants and other ex-
perts in the field of financial administration. 
The SBR is very intuitive and the structure 
seems logical.” (Accountant A, large account-
ing firm)
“The project decided to market the innova-
tion as a reporting taxonomy instead of a 
new chart of accounts. In Finland, people 
react emotionally to changes in the chart of 

accounts and we felt that it would be better 
to market the idea as a SBR.” (Accountant B, 
large accounting firm)
“Normally stakeholders are not all equally 
important, rather there are some leaders. It’s 
a kind of success to get some kind of signif-
icant participation from them.” (Director A, 
large publicly listed IT company)
“The Tax Office is the key organization as they 
are the main report receivers; another key cus-
tomer is the Business Register.” (Accountant 
A, large accounting firm)

We have labelled the design principle with the 
fourth highest level of occurrence intelligent 
scope. This construct has three components: 
boundary, flexibility and defining the key cus-
tomer. We define intelligent scope as setting the 
boundaries of the program at an ambitious 
yet achievable level. It was evident from the in-
terviews that while it is important to focus on 
something that is manageable and does not 
require too drastic a change in current prac-
tice, it is also important to work on a program 
that is large enough to have an impact and 
get people interested in the project. In other 
words, setting the boundaries of the program 
is crucial.

This discussion supports our fourth prop-
osition:

P4:  Intelligent scope (setting the report as 
the boundary object) is an important 
design principle in SBR taxonomy de-
velopment

4.5 Expertise commitment
The association of external accountants took 
a key role in the program. It seems likely 
that one of the main reasons was that they 
considered their association was the right 
‘home base’ for the development of the SBR 
in Finland. Not only was the co-chairman of 
the association active in the program, but the 
managing director of the association and the 
director of development contributed their 
time throughout the project. They clearly 
wanted to guarantee the success of a program 
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they considered was important to the whole 
profession of external accountants. In the 
steering group and other program meetings 
they explained that the profession was age-
ing. The transactional work in accounting was 
not perceived as appealing to university grad-
uates and that it was in the interest of the pro-
fession to make sure that routine work that 
did not add value had to be converted into 
consultancy type work, where the account-
ants would have a dual role: as the preparer of 
financial information and as a business advi-
sor or partner to management.

The previous bank executive was work-
ing as an executive in one of the leading Eu-
ropean system integration companies at the 
time of the program. He helped gain access 
to relevant expertise in concept development 
and software coding of XML in particular. In 
addition, the director of R&D of the leading 
booking software firm continuously partic-
ipated in the concept validation of the pro-
gram.

“We are a small organization and we need to 
evaluate the projects in which we participate 
carefully. Allocating resources is, therefore, an 
important decision for us… Certain individ-
uals from the Real-Time Economy program 
created enthusiasm and we perceived that as 
important.” (CEO, Association of Accounting 
Firms)
“True commitment to the project is crucial 
because then people are motivated to really 
prepare material for the meetings. Often there 
are people who participate merely because 
it’s advantageous to their career, but in such 
cases they don’t contribute to the project and 
they disappear when problems arise.” (Direc-
tor, bookkeeping software company)
“The key is that one can start with smaller 
scope things, so that everyone can see what 
the target and benefits are, and then gradu-
ally enhance the solution and the participa-
tion of the different stakeholders. Soon they 
feel the outcome is something that includes 
their contributions and that they have helped 

create the results… There’s commitment and 
motivation to promote it further.” (Director A, 
large publicly listed IT company)
The design principle with the fifth highest 

level of occurrence is labelled expertise com-
mitment, which encompasses top management 
sponsorship, expertise involvement and satisfac-
tion of early success. The construct, expertise 
commitment, is defined as involving high-level 
human resources through the sponsorship of 
executive-level project organizations. Getting 
commitment from all parties involved was 
perceived to be a key design principle by the 
interviewees. Typically, in development pro-
grams involving private/public collaboration, 
participants from many organizations are in-
volved and they often participate on a volun-
tary basis. Getting the participants committed 
to the SBR program was important because 
there are usually no formal methods of gov-
ernance that can be used.

This discussion leads to our fifth proposi-
tion:

P5:  Expertise commitment (from the 
professional accountancy bodies, gov-
ernment agencies and system integra-
tors) is an important design principle 
in SBR taxonomy development.

4.6 Track record
Both the content taxonomy (2009 start) and 
the technical taxonomy (2012 start) devel-
opment projects were initiated by a private/
public development program, the Real-Time 
Economy program which started in 2007. 
The focus of the Real-Time Economy Program 
was on streamlining financial processes such 
as the purchase to pay and the order to cash 
cycles. The program had worked on e-invoic-
ing, for example, and had successfully deliv-
ered concrete tools such as the e-accounting 
reference. So, prior to the start of the content 
taxonomy development work in 2009, the 
Real-Time Economy program had already 
created a network of enthusiastic people 
from various organizations working on finan-
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cial process development. Therefore, it was 
relatively easy to start building the network 
of organizations for the content taxonomy 
development project. Relying on a neutral, 
pre-existing platform with funding and a 
track record of successful program devel-
opment was seen as an important means of 
mitigating the risks associated with initiatives 
that require the concerted effort of both pri-
vate and public constituencies.

In order to ensure funding for the SBR 
program, the project team prepared two 
extensive project plans which were used in 
successful bids for funding from the Finnish 
Funding Agency for Technology and Innova-
tion. The funding requests included prede-
fined spending areas of the program, which 
were subsequently followed up by the project 
manager and the steering group in the pro-
gram meetings.

“We felt it was important to have the Re-
al-Time Economy program, leveraging from 
earlier projects of Full SEPA [Single Euro Pay-
ments Area], FVC [Full Value Chain], and FIA 
[Fully Integrated Accounting].” (Director B, 
large publicly listed IT company)
“SEPA was one kind of trigger in the begin-
ning and electronic invoicing, and then it is 
an issue of how to build on success, how to 
build on existing practices and so forth.” (Di-
rector A, large publicly listed IT company)
“It was important to us that the people in-
volved in the program were credible and had 
a strong background in similar development 
projects. It made us take the program more 
seriously.” (CEO, Association of Accounting 
Firms)

The penultimate design principle identified, 
with the sixth highest level of occurrence, is 
labelled track record. This construct has three 
components: proven ability to deliver, exist-
ing platform and access to funding. We define 
track record as credibility through previous 
successful programs. We found that having a 
track record was particularly important in the 
early stages of the program as it was easier to 

get the various parties involved. Being part of 
something bigger and leveraging the past ac-
complishments were seen as ways of enhanc-
ing the credibility of the program and avoid-
ing being overly reliant on one or two people.

This above discussion supports our sixth 
proposition:

P6:  Track record (previous successful de-
velopment projects in the Real-Time 
Economy program) is an important 
design principle in SBR taxonomy de-
velopment.

4.7 Co-creation
In making the content taxonomy in 2009-
2010, the project team employed a work mode 
in which the project manager produced a new 
version of the SBR code set to be presented in 
the bi-weekly meetings. The SBR code set was 
produced in Excel, listing the relevant data to 
be transmitted in SBR. The Excel contained 
accounts with metadata and mappings to 
different government reports such as tax fil-
ing forms. Between the meetings, the project 
manager ensured that the parties (namely 
the three report receiving organizations: the 
business register, the tax authority and the 
national statistics office) worked individually 
on the content taxonomy adding and refining 
the SBR code set. To facilitate the establish-
ment and refinement of the SBR code set, each 
organization was given a column in the Excel 
worksheet for which they were responsible. 
This practice ensured that no unnecessary ac-
counts were added to the taxonomy. The same 
practice of bi-weekly meetings was employed 
in the making of the technical XBRL taxon-
omy in 2012-2015.

In the bi-weekly program meetings, the 
modifications were discussed collectively. In 
addition to the representatives of the govern-
ment agencies, the group included experts 
in the relevant business and technology do-
mains. Software providers, auditors, account-
ants, and researchers participated actively to 
the discussion ensuring that their views were 
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taken into consideration. Here, the role of the 
project manager can be described as demand-
ing as she had to cater to the various views of 
the different stakeholder groups. There were 
opposing views on, for example, the extent 
of accounts to be included in the content SBR 
taxonomy and the technical choices of the 
technical XBRL taxonomy.

“[To be successful] you need to have a critical 
mass of participants, enough people to be 
convincing and interesting.” (Director, book-
keeping software company)
“The first step is to get the critical organiza-
tions and people on-board. If some important 
organizations are missing then they might 
throw a spanner in the works and prevent the 
program from going forward.” (CEO, Associa-
tion of Accounting Firms)
“You have to get a lot of people involved – 
players, regulators and researchers – and 
you can go a little bit further… and include 
education, which grabs what you are creating 
so that even the young people who are study-
ing these things engage with it.” (Director A, 
large publicly listed IT company)
“Combining the efforts of business and ac-
ademia; credibility aspect and education 
aspect.” (Director A, large publicly listed IT 
company)
“The networking aspect is one thing that fol-
lows from the common vision... [You need] to 
develop the markets gradually from the vision 
and create the network that will deliver the 
solution, the innovation and the ideas. You 
cannot do these things alone.” (Director A, 
large publicly listed IT company) 

Based on these observations and the 
coding of the interview data, the final design 
principle identified is labelled co-creation 
and this construct has three components: 
network, teamwork, and integration of re-
sources. Based on the interview data, we de-
fine co-creation as creating the deliverables in 
collaboration with a large network of experts 
from several organizations. The involvement 

of a network of organizations and working to-
gether was considered to be important to the 
success of the program. The foregoing discus-
sion leads to our final proposition:

P7:  Co-creation (practices allowing coor-
dination of shared efforts of experts 
from several organizations) is an im-
portant design principle in SBR taxon-
omy development.

5. Discussion and conclusions

5.1 Theoretical implications
In this section, we discuss the theoretical 
implications of our findings on three fronts: 
alignment of interests, penguin problem, and 
scoping.

First, prior literature on standards de-
velopment points out the divergence in the 
interests of the vendors and the users of the 
standard (Foray, 1994), thus highlighting the 
importance of pursuing standards develop-
ment as a collective action (Kindleberger, 
1983; Weiss & Cargill, 1992). Our findings sup-
port this view, as many of the design principles 
we identified were tangential to the notion of 
collective action. Aligning the interests of the 
various parties through co-creation, creating 
a win-win-win vision for the divergent parties, 
and committing expertise from them were all 
identified as important design principles by 
the participants of the SBR project. Therefore, 
we theorize that a necessary prerequisite for 
standard development in SBR is the effective 
alignment of interests of private and public 
constituencies, and that this can be achieved 
through the seven design principles we iden-
tified.

Second, standard development often suf-
fers from prisoner’s dilemma (Foray, 1994), 
where no one has the incentive to contribute 
to the development of the standard because 
those who have not contributed cannot be 
excluded from enjoying the results (Markus 
et al., 2006). This leads to the so-called pen-
guin problem (Farrell & Saloner, 1987) where 
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nobody dares to be the first mover. Based on 
our findings, we theorize that this situation 
can be addressed by focusing on providing a 
clear vision, backed by a credible track record 
of successful projects, which, in turn, enables 
the parties to commit resources to the devel-
opment project.

Third, in addition to the traditional suc-
cess factors associated with project manage-
ment (such as communication, competence, 
and commitment), intelligent scoping of the 
artefact in the SBR taxonomy development 
project emerged as an important design 
principle. Out of the seven design principles 
identified by our study, this seems to be the 
most contextual features to SBR develop-
ment, reflecting the inherent traits of the SBR 
initiative.

5.2 Practical implications
While previous research (Bharosa et al., 2011; 
Hulstijn et al., 2011) offers guidelines on how to 
successfully implement SBR programs overall, 
our study focuses on the specific phase of tax-
onomy development in the SBR program. Due 
to the nature of SBR, which requires the con-
certed efforts of several government agencies as 
well as private organizations, our design prin-
ciples highlight the co-creation aspects of the 
standard development. Therefore, we recom-
mend any jurisdiction considering embarking 
on a similar SBR journey to ensure that all the 
relevant government bodies and private sec-
tor institutions are committed to the program 
and that they are willing to create a taxonomy 
following the guidelines of service co-creation. 
Being able to draw on a national development 
program (in our case, the Real-Time Economy 
program) helps. Another enabler for this con-
certed co-creation of the taxonomy is the care-
ful vision of the SBR program and intelligent 
scoping of the taxonomy. Therefore, in the ini-
tial stages of the SBR program, we recommend 
investing time and resources to working on 
issues related to strategy and vision, as well as 
defining the scope of the program.

The role of the project manager emerged 
as an important issue in our study. The project 
manager was seen as a critical resource in per-
suading the different parties to commit to the 
project; assisting with the co-creation of the 
taxonomy; ensuring the smooth iterative de-
velopment work on the taxonomy; and com-
municating the quick wins in the project. Our 
findings suggest that time spent on recruiting 
a suitable SBR project manager pays off in the 
taxonomy development work.

However, the foremost design principle 
we identified turned out to be competence. 
Development of an SBR taxonomy requires 
deep skills in a number of areas spanning 
from accounting and statutory reporting to 
system interfaces and technical taxonomy 
work. We interpret this design principle as 
a fundamental factor that must be in place 
for the project to proceed. Therefore, we rec-
ommend any jurisdiction considering SBR 
to widely seek members of the project team 
with competencies on all these fronts and 
try to get them committed to the program as 
soon as possible.

Benefits in the access to finance through 
the use of SBR (and XBRL) are likely to be based 
on experiences in the Netherlands, where 
there has been a similar SBR (and subsequent 
XBRL) implementation. In the Netherlands, 
the Financial Reporting Cooperative (a part-
nership of the three major commercial banks) 
has launched an information campaign en-
couraging firms to begin using SBR now. The 
Cooperative provides the infrastructure for 
enterprises to either file directly or through 
their accounting or audit firms, as well as a 
dedicated helpdesk and other support to aid 
in the transition to SBR (XBRL, 2017).

5.3 Limitations of the study
Although the Finnish SBR program provides 
a valuable case study resulting in knowledge 
that can be transferred to similar initiatives 
in other jurisdictions, we acknowledge that 
our study focuses on a single case. Further 
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research in other countries could be con-
ducted to critically review our theoretical 
model of the seven design principles. Al-
though we collected and analysed a rich 
data set derived from interviews with key 

stakeholders, project material and observa-
tions, further research could be conducted 
to investigate the causal links between the 
design principles and develop hypotheses 
for statistical testing.
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ORGANIZATION DESCRIPTION DATE
Small accounting company Accountant  12.10.09

Bookkeeping software company Accounting software vendor A  23.10.09

Bookkeeping software company Accounting software vendor B  23.10.09

Mid-tier audit company Auditor  26.10.09

Large publicly listed IT company Specialist in data transmission A  27.10.09

Large publicly listed IT company Specialist in data transmission B  27.10.09

Large accounting company Accountant A 03.11.09

Large accounting company Accountant B  03.11.09

Large publicly listed IT company Specialist in data transmission A  04.11.09

Large publicly listed IT company Specialist in data transmission B  04.11.09

Large accounting company Accountant A  06.11.09

Large accounting company Accountant B  06.11.09

Small accounting company Accountant  10.11.09

Mid-tier audit company Auditor  13.11.09

Large publicly listed IT company Director A  29.04.10

Large publicly listed IT company Director B  30.04.10

Bookkeeping software company Director  26.08.10

Tax Office Executive  05.11.10

Association of Finnish Accounting Firms CEO  12.11.10

Dutch SBR program Director 16.6.2014

XBRL international Board member 26.1.2015

Dutch National IT Office Director 28.1.2015

Dutch tax office Director 28.1.2015

Focus group interviews Various participants 24.4.2015

Appendix 1: Interviewees
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Appendix 2: Interview Guides

Stage 1 Interviews (2009)
Interviewee’s background
What is your overall perception of the SBR development work?
What are the pros and cons of the SBR program in your opinion?
Who are the most important users of the statutory reports in your opinion, why?
Would it make sense to try to integrate statutory reports, why?
Who should be involved in the creation of SBR?
Who should own and maintain the SBR concept once it has been completed?
Do you have ideas of the technical aspects of information delivery, after the SBR has been com-
pleted?
Do you have anything to add that you consider relevant to the development of the SBR?

Stage 2 Interviews (2010)
Interviewee’s background
Education, work experience
Prior experience in development projects
What are the general design principles of development projects?
What were the design principles in the Standard Business Reporting program?
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Appendix 3: 
Timeline of the Finnish SBR program and stages in data collection
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Studies
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Abstract
Time-driven activity-based costing (TDABC) is a potential solution for customer profitability analysis 
(CPA), especially in industries with high overhead costs and a high number of logistical and/or sales 
transactions. Accordingly, this study draws on the typology provided by Lind and Strömsten (2006) to 
investigate how companies with different customer interfaces make use of time-driven activity-based 
costing in their customer profitability analyses. We build our investigation primarily on the interventionist 
method and participant observation. Our findings highlight the potential benefit for firms when modern 
costing connects with customer-focused operations. However, challenges include a lack of process time 
information as well as functioning information systems and the ability to develop strong service delivery 
capabilities. We contribute to the scarce knowledge on the implementation and use of sophisticated 
costing methods in SMEs from a customer-oriented perspective.
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1. Introduction
Activity-based costing (ABC) systems were 
originally developed to challenge the use 
of traditional absorption costing methods, 
which rely on simplistic product inventory 
valuation calculations as a basis for profit-
ability analysis. The emphasis of early ABC 
studies was markedly on product costing, 
which is apparent in the way it was contrasted 
with earlier methods. For instance, Johnson 
and Kaplan’s (1987) account of the history of 
managerial accounting indicates clearly that 
the demand for modern costing arose from 
the growing importance of manufacturing 
overheads and increasing product diversity. 
Likewise, early empirical studies such as 
Shields (1995) found ABC useful, especially 
in costing products and production-related 
processes. However, later studies such as 
Al-Omiri and Drury (2007) have presented 
a broader view concerning the purposes of 
activity-based methods. 

Time-driven activity-based costing 
(TDABC) systems have been motivated by 
arguments that, despite ABC systems having 
become common in especially industrial en-
terprises, the method has some drawbacks. 
First, due to the complexity of the activities 
performed within organisations, the imple-
mentation of ABC may take too long (Kaplan 
and Anderson, 2004). Second, when activities 
that contain more than one subtask with dif-
ferent cost drivers are intensified, ignoring 
the increasing complexity may result in the 
misallocation of the costs. Third, since the 
ABC system needs to be updated regularly, 
it becomes too costly to re-interview and 
re-survey people engaged in the activities. 
Proponents of TDABC argue that it removes 
time-consuming and costly interviews and 
surveys, which have been a major barrier to 
the implementation of traditional ABC sys-
tems, as well as allowing cost driver rates to 
be calculated based on the practical capacity 
of the resources supplied (Kaplan and Ander-
son, 2007b). In practice, the activity cost driv-

ers are transformed into an equivalent time 
measure, a standard process time (Gervais et 
al., 2010).

Thus, the emergence of TDABC intro-
duces a partially simplified ABC model that 
produces detailed reports the breakdown of 
profitability per single customer, and report-
ing the cost of excess capacity at the customer 
level. While the origins of ABC were mostly 
production-related (Jones and Dugdale, 
2002), TDABC reflects a ‘post-productionist’ 
response to delivering an increasingly wide 
and customised range of products and ser-
vices to a diverse clientele. Kaplan and Ander-
son (2004) argue that implementing TDABC 
in such surroundings is relatively simple and 
cost efficient, since only two parameters are 
needed per resource: the unit cost of resource 
consumption and the time needed to perform 
an activity. However, given the high number 
of products, services and processes, such a 
calculation requires strong information pro-
cessing capabilities (Väätäjä et al., 2013).

In addition to product profitability anal-
yses, ABC was used from very early on to 
provide insights for customer profitability 
analysis (CPA), which involves identifying the 
revenues, costs and profitability of an indi-
vidual customer or a customer group (Noone 
and Griffin 1997). Also, the reporting of ex-
cess capacity re-emerged into management 
accounting practices during the rise of ABC 
systems (Cooper and Kaplan, 1992), especially 
in relation to activity-based management 
(Gosselin, 1997). In TDABC models, the link 
between activities and resource consumption 
is reflected in time equations that are formed 
according to process models. This way, 
TDABC simplifies cost driver measurement by 
adopting a standard costing-type approach, 
yet it allows accounting for highly individual-
ised processes and transactions and customer 
costing at an individual customer level (Ever-
aert and Bruggeman, 2007).

However, few studies have discussed why 
and in what circumstances companies should 



29

NJB Vol. 67 , No. 1 (Spring 2018) Customer Profitability Analysis Using Time-Driven Activity-Based Costing

be calculating and reporting customer prof-
itability and whether this should be done 
at the customer group level or at the level 
of an individual customer. Relating to the 
prior issue, in their seminal work, Lind and 
Strömsten (2006) study different customer 
relationships categorised by technical and or-
ganisational customer interface. Their results 
suggest that formal CPA techniques, whether 
focusing on the profitability of an individual 
customer or a customer segment, are usually 
associated with a low degree of technical in-
terconnectedness with customers. In transac-
tional customer relationships, each customer 
makes a minor contribution to total revenue, 
and customers are monitored as a group or a 
customer segment. In facilitative customer re-
lationships, products are rather standardised 
and rarely involve long-term investments, 
but are commercially significant enough to 
monitor on a single customer basis (Lind and 
Strömsten, 2006). Likewise, while the propo-
nents of reporting the cost of excess capacity 
have argued that such practice provides use-
ful information for decision-makers (Cooper 
and Kaplan, 1992), research on why this is 
the case has been scarce. However, Buchheit 
(2003) argues that explicit capacity reporting 
can improve decision-making, but is cautious 
about the use of such reports when demand 
is increasing, even if reporting formats are 
detailed. 

Based on the setting outlined above, this 
study examines the relationship between cus-
tomer profitability analysis and sophisticated 
costing methods; a topic largely overlooked 
in previous literature. The study is also moti-
vated by the fact that while methods such as 
TDABC enable CPA both at the level of an in-
dividual customer and in customer segments, 
we still have limited information about under 
what circumstances companies will adopt 
customer profitability analyses and find them 
informative. 

Our paper adds to the scarce accounting 
literature on CPA by extending our knowl-

edge of how its adoption is enabled by new 
accounting technologies. In contrast to exist-
ing literature, we found that even when the 
customer interface is transactional and the 
customer’s share of total revenue is small, 
the company may benefit from reporting the 
cost of individual customers. We explain this 
by the disaggregated nature of TDABC cost 
allocations and the potential of advanced 
information technologies to support such 
extremely detailed calculations. Accordingly, 
the central contribution of the paper is to 
show the potential of TDABC in support of 
both individual customer- and customer seg-
ment-based profitability analyses.  

The remainder of this paper is structured 
as follows. Section 2 presents the relevant 
prior literature for this study, and Section 3 
describes the data and the method we em-
ployed. The empirical findings are presented 
in Section 4. Finally, concluding remarks are 
presented in Section 5.

2. Literature review
In this section, we first review the customer 
cost analysis, specifically focusing on TDABC. 
Finally, before summing up and synthesising 
the literature, we address the role of informa-
tion systems in implementing sophisticated 
costing systems. 

Customer profitability analysis (CPA)
Generally, companies that understand which 
customers are more profitable and which 
ones are producing losses are equipped 
with valuable information that is necessary 
to increase their performance. Authors such 
as Cooper and Kaplan (1998) also suggest 
that understanding how current customer 
relationships differ in terms of profitability 
enables managers to make better managerial 
decisions. Likewise, Van Raaij (2005) and Van 
Raaij et al. (2003) discuss how the outcomes 
of such calculations can help planners make 
better decisions, to increase the magnitude of 
cash flows from customers, and/or reduce the 
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volatility and vulnerability of such cash flows.
According to Lind and Strömsten (2006), 

CPA has four principle areas: individual cus-
tomer profitability analysis, customer group 
profitability analysis, customer lifetime value 
analysis and customer value analysis. Here, 
the first two, customer and customer group 
profitability analyses, rely most on cost ac-
counting practices. In addition, Guilding and 
McManus (2002) as well as McManus and 
Guilding (2008) recognise various customer 
profitability concepts, both historically and 
future-oriented ones, where the former rely 
on systematic, often cost accounting-based 
profitability analyses. Lind and Strömsten’s 
(2006) analysis departs from the viewpoint 
that the nature of CPA is determined by rela-
tional and technical interfaces that the firm 
has with its customers. When selling a stand-
ardised product with multiple transactions, 
the firm is likely to benefit from customer 
segment profitability analysis. If there are 
only a relatively small number of deals which 
make up the majority of the firm’s business, 
the firm will benefit from calculating the 
profitability of an individual customer. 

Activity-based costing systems have been 
advocated for use in both customer-oriented 
and customer segment-oriented CPA. The 
former approach seeks to identify the poten-
tial small group of customers who demand 
a disproportionate amount of ‘free’ support 
resources such as after-sales service, custom-
ised products or shipping, and credit terms 
and order small volume and/or low margin 
products (Anderson et al., 2007). The latter 
approach highlights the importance of un-
derstanding customer profitability in man-
aging the customer portfolio (Dalci et al., 
2010) and of keeping a small number of key 
customers a part of that portfolio, especially 
in rapidly evolving markets (see e.g. Tai et al., 
2015). 

However, obtaining accurate information 
about customer profitability necessitates the 
use of an appropriate costing system. Con-

tinuous updating of cost drivers will prove 
expensive and time-consuming (Kaplan and 
Andersson, 2004; 2007). Likewise, Allain and 
Gervais (2014) study TDABC in an insurance 
organisation and conclude that an accept-
able cost-benefit trade-off was very difficult 
to argue for within their case organisation. 
Thus it seems that a cost-benefit argument 
lies at the heart of the choice about when to 
account for the profitability of an individual 
customer. For instance, if the number of com-
pany’s transactions is high, it will probably be 
cost efficient to aggregate several activities to 
a single cost driver with relatively little loss 
of information. In TDABC, sophistication is 
achieved by time equations, not the number 
of cost drivers as such (Eveaert et al., 2008; 
Gervais et al., 2010), which makes updating 
the model more cost efficient, assuming there 
is available data from information systems 
(Wouters and Stecher, 2017). 

In information-intensive environments, 
TDABC can be used to calculate the profit-
ability of individual transactions and sales 
events, and analyse the information so 
obtained according to services, processes 
and customers as well as customer groups 
(Balakrishnan et al., 2012b). Once estab-
lished, updating the model will generally be 
less costly than it would be, especially in the 
case of those ‘traditional’ ABC models. This 
is because the standard time to perform an 
activity (just like the cost driver in an ABC 
model that accounts for capacity utilisation) 
can be updated individually without the need 
to update the entire model. This implies that 
the cost-benefit ratio of TDABC may be more 
suitable to situations where capacity utilisa-
tion, processes and cost structure changes 
(Everaert and Bruggeman 2007, Balakrishnan 
et al., 2012b.). Accordingly, this implies that 
sophisticated information technology allows 
for disaggregated customer cost modelling 
where the aggregate reports on customer 
groups or segments can be prepared at virtu-
ally no extra cost. 
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Information systems as enablers of  
disaggregated costing systems

IT systems are typically at the core of the de-
velopment of sophisticated costing systems, 
as significant amounts of cost driver data 
has to be accessed at low cost. For instance, 
the original arguments by Kaplan and An-
derson (2007a; 2007b) drew heavily on the 
possibilities of ERP systems providing trans-
action-based information on business pro-
cesses. Likewise, Somapa et al. (2012) see the 
lack of transaction data as the most impor-
tant obstacle for costing system development 
in SMEs. In mid-size and large companies, 
Al-Omiry and Drury (2007) argue that the re-
duced ICT costs in recent years have resulted 
in its widespread availability and adoption 
by all types of companies. Thus, the quality of 
information technology may no longer be a 
barrier to implementing more sophisticated 
costing systems. In fact, it can be argued that 
the development of management accounting 
methods has originated from the utilisation 
of advances in information technology. Ac-
cordingly, Dechow et al. (2006) illustrate the 
development of specific information system 
technologies, such as data warehousing and 
analytical tools, which have provided new 
opportunities for sophisticated multi-dimen-
sional financial and non-financial analysis. 

Early on, access to information about activ-
ity and process data was identified as a major 
enabler or hindrance of activity-based costing 
implementation (see e.g. Anderson, 1995 in 
the automotive industry). In SMEs, the survey 
by Jänkälä and Silvola (2012) indicated a wide 
interest in activity-based methods in SMEs but 
highlighted the fact that sophisticated costing 
methods are a long-term investment for SMEs 
that may not lead to positive financial conse-
quences in the short run. Regarding CPA and 
information systems, Krumwiede and Charles 
(2014) find that ABC impacts performance 
for companies using low price strategies, 
especially when ABC is used together with 
high-quality information systems.

Specifically, the existence of an ERP system 
is seen to lower the costs of running a cost 
accounting system via e.g. single data entry 
(Chang, 2006) and efficient data collection 
processes (Rom and Rohde, 2007). In fact, 
Kanellou and Spathis (2013) suggest that ERPs 
lower the costs of accounting in many ways, 
e.g. faster reporting cycles but not necessarily 
the number of accounting personnel. Related 
to this, Hyvönen et al. (2006; 2008) illustrate 
how the paper manufacturing industry’s SAP 
paved the way for corporation-wide ABC im-
plementation. Regarding TDABC, Wouters and 
Stecher (2017) view costing system develop-
ment as a process of data discovery more than 
anything else. They stress that IT infrastructure 
and the sources for costing data are often 
heterogeneous; data that is somehow useful 
is dispersed across different information sys-
tems that have typically been developed for 
other purposes. Likewise, they illustrate how 
data collection can be time consuming, as 
relevant data could potentially be ‘anywhere’ 
outside the accounting department. 

To sum up, companies with transactional 
customer relationships appear to benefit from 
customer profitability analyses. Such analyses 
require sophisticated cost accounting tools, 
but gathering data can be costly and time-con-
suming. However, prior literature suggests 
that there are contradictory ideas about the 
role of accounting for such reporting. Gener-
ally, the financial significance of individual 
customer relationships is weighed against the 
cost of acquiring customer profitability data 
to determine whether CPA reporting should be 
at the customer, customer group or segment 
level. However, some companies have been 
able to utilise the data in their ERP systems 
and have implemented TDABC systems to pro-
duce the cost information for their CPA. This 
implies that cost information is collected at a 
disaggregated transactional level, which can 
be then summed up to produce CPA for both 
individual customers and customer segments 
simultaneously. Hence, we argue that we lack 
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a deeper understanding about the role of so-
phisticated cost accounting in how companies 
make use of CPA in information-intensive 
environments. Accordingly, in this paper, the 
research question we specifically examine is:

RQ: How companies with different cus-
tomer relationships make use of time-driven 
activity-based costing in their customer prof-
itability analyses. 

To answer this question, we investigate 
three case studies with companies that have 
a variety of customer interfaces (Lind and 
Strömsten, 2006) and have implemented 
TDABC systems; 1) a company with a transac-
tional customer interface (a bank); 2) a com-
pany with a facilitative customer interface (a 
packaging manufacturer); and 3) a company 
that has a facilitative customer interface in 
one market segment and a integrative cus-
tomer relationship in the other (a materials 
wholesale company). When addressing these 
aspects, we focus on how the nature of the 
customer interface interacts with the design 
of the profitability reporting system. 

3. Research method
The interventionist research (IR) approach, 
which is used in this paper, allows for the 
researcher’s active, participative cooperation 
with the actors in the field. Jönsson and Lukka 
(2007, p. 375) argue that the key advantage 
of IR is the potential to collect subtler and 
more significant data than would be possible 
through more traditional research methods. 
They also argue that IR approaches offer 
the researcher the opportunity to acquire 
an emic (insider) understanding of what 
is going on in the case organisation. IR has 
attracted renewed interest as a methodol-
ogy in accounting and management (Baard 
2010). While the aims of IR are on one level 
pragmatic, i.e. ‘what works is good’, such re-
search also aims at theoretical contribution. 
For instance, Rautiainen et al. (2016) have 
criticised the constructionist tradition, which 
could be characterised as an extreme inter-

ventionist position, for excessive emphasis 
on the practical problem-solving perspective. 
They find several potentially coexisting forms 
of relevance and speculate on the potentially 
multi-layered nature of the ‘battlefield’ of 
relevance perspectives (Suomala et al., 2010), 
both in terms of value and legitimacy. 

Relating to the above-mentioned points 
on interventionism, the idea is to pursue the 
drawing of theoretical conclusions based 
on empirical work. Thus, we first attempt to 
locate interesting questions and data in the 
field by revealing items that are otherwise 
invisible to researchers or even the managers 
involved. Then, the interventionist approach 
is used to examine theoretically motivated 
ideas, such as the organisational effects 
of highly sophisticated cost information. 
Since one of the authors was involved in the 
hands-on construction of the accounting 
systems while the other author had the view 
of an outsider more, we argue that both emic 
and etic perspectives were employed in this 
case study (Lukka & Modell 2010), and we 
believe that the key advantage of the inter-
ventionist position in this study was that it 
allowed for the collection of a richer data set 
about the rationale, design and use of costing 
models than many other methods. 

Thus, the main data collection method in 
this study was participation, with Author 2 
being active in the construction of the costing 
models. He was present at the three sites for a 
total of 31 days. A list of his activities can be 
found in Appendix 1. The model construction 
process in all three companies followed a pat-
tern where the authors began by developing 
an understanding of the company’s business 
(the strategy and business analysis phase). 
Then, the TDABC model was constructed (the 
model development and validation phase). 
Here, Performance Analyzer 5G software 
from Acorn Systems was used a practical tool. 
Finally, the results were reported and dis-
cussed, and recommendations for improving 
profitability were made (the value identifi-
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cation and capture phase). These phases are 
illustrated in Figure 1.

During the participation, Author 2 made 
extensive notes that were used by both 
authors ex-post during the article writing 
phase. Because of the participation, the au-
thors had also access to all costing systems 
and the related project documentation. In 
order to assess the service delivery process, 
participants were interviewed in the case 
companies about their tasks, time consumed 
in processes, and the things that participants 
assumed to influence the time spent. Mostly, 
the interviews were not recorded, but they 
were used as a basis for developing the pro-
cess models and times. The role of Author 
1 was also to provide a more distanced, out-
sider view on cost system development, in 
order to counter the potential bias arising 
from very close involvement with the case 
companies. However, Author 1 did conduct a 
group interview with senior management in 
each of the three companies. The group inter-
views were conducted after obtaining results 
from the new costing system and focusing on 
the managerial benefits of TDABC cost infor-
mation. These interviews were recorded and 
transcribed verbatim. After visualising the 
order delivery processes, they were discussed 
with company representatives to verify their 
validity. This way, we intended to develop a 

consensus on time measurement and to pro-
vide a feeling of commitment (see Hozee and 
Bruggeman, 2010). This also made it possible 
to use accounting concepts in a way that con-
nected with the informant’s prior experiences 
(Campanele et al., 2014).      

4. Constructing the TDABC models
Originally, TDABC was proposed as a solution 
for activity-based costing users in cases where 
the model had become too cumbersome to 
update, and gathering the cost driver infor-
mation would prove too costly, especially 
if the purpose was to enable the cost calcu-
lation of disaggregated, transaction-based 
activities. Departing from a cost-benefit view-
point, Kaplan and Anderson (2007b) suggest 
that model construction should be started 
from what are viewed as potentially the cost-
liest services, and to restrain from gathering 
information from other sources than existing 
IT systems. For cost efficacy, it was deemed 
necessary to construct a tool that could pre-
dict whether the TDABC model could be feasi-
bly implemented at low cost with reasonable 
accuracy. 

Transactional customer relationships – 
a bank subsidiary
The company selected for this case study is 
a commercial bank operating in the Nordic 

Figure 1: Phases of TDABC model development
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countries. Providing credit, especially leasing 
agreements, has the characteristics of a trans-
actional customer relationship (Lind and 
Strömsten, 2006). The relationship consists 
of highly standardised products which are 
sold to end customers via different delivery 
channels, such as car dealers and copying 
machine vendors. The bank is generally not 
in close contact with the end customers, but 
has access to their credit ratings and financial 
histories. 

By co-working with the business con-
troller we identified one department, Credit 
Decisions, to be modelled with time-driven 
activity-based costing methodology, in order 
to test the differences it would bring about to 
their current activity-based costing system. 
McManus and Guilding (2002) predict that 
the banking industry could benefit especially 
from customer segment profitability anal-
yses, although the temporal aspect of loans 
can imply that customer lifetime profitability 
analyses would also be viable. As the case or-
ganisation had lengthy experience of using 
traditional ABC accounting methodology for 
cost allocations, a pilot study was conducted 
in spring 2012 to visualise the benefits that 

time-driven activity-based costing could 
provide. The business controller of the bank 
took responsibility for leading the project 
internally and working externally with one 
of the co-authors. He cited a lack of transpar-
ency, especially with regard to process-based 
information in ABC cost allocations, as one of 
the major reasons for taking on this project. 
The company was lacking information about 
how credit applications were received (e.g. by 
phone or by extranet), and how such differ-
ences in customer processes were reflected in 
costs. The aims of the TDABC project included 
accessing numerical information about dif-
ferences in customer processes, and trans-
forming these to the average costs of different 
types of credit applications. 

Since the credit department is part of a 
larger organisation, the first task was to de-
termine the amount of total costs to be allo-
cated, i.e. which part of the managerial over-
heads would be included. After determining 
the capacity utilisation for each activity, a 
calculated cost per minute allowed the time-
based allocation of costs to activities. The 
credit decision department’s TDABC model is 
outlined in Figure 2. 

Figure 2. Credit decision 
department’s TDABC model
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After this, a process model and corre-
sponding time equations were constructed, 
which allowed activity costs to be allocated. 
The credit decision process model is illus-
trated in Figure 3. Then the costs of individual 
transactions were aggregated to cost objects 
that included partner, delivery channel and 
product (and product category). (The min-
utes have been altered so as not to reveal con-
fidential business information.)

Interestingly, the main difference to the 
traditional ABC model in this case was the 
ability to drill down to the information about 
time cycles of individual processes. Thus, 
the TDABC model was able to pinpoint what 
caused the cost of the same product (e.g. a 
certain type of credit or leasing agreement) to 
vary significantly by customer, depending on 
what delivery channel was used to reach that 
particular customer, and what the handling 
procedure of the decision was (manual, auto-
mated). Whereas the ABC model in place allo-
cated costs for product groups and reported 
the average cost per product group, the new 

TDABC could capture variations in resource 
consumption inside the product groups as 
well as individual products, and trace these 
to individual customers. The cost of a sin-
gle customer could vary due to variances in 
the behaviour of partners, time-consuming 
properties of different delivery channels, and 
capacity utilisation in different product lines. 
In particular, the analyses concerning how 
the resource consumption of the credit deci-
sion process differed by delivery channels was 
deemed informative. Even though the cost 
information could be obtained at the level 
of an individual product or transaction, the 
business controller highlighted the relevance 
of analysing the profitability of customers. 
When asked about the future of cost allocat-
ing systems in the bank, he stated: 

‘We don’t know the answer yet, but somehow 
the TDABC transaction-based “big data” has 
the potential to show us information that we 
haven’t seen before. We need partner- and 
customer-related profitability and process 
information, because the daily decision-mak-

Figure 3 Credit decision process
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ing is only rarely at the product level. We 
don’t think that should we go on with this 
product or not, we think how we can do better 
business with this partner or customer.’

One key lesson learnt from this case was that 
it highlighted the difference of finding the in-
put for time equations in the ERP systems ver-
sus the manual calculation of standard times 
spent per activity (and process step). This re-
lates to standardising information gathering 
in a production environment where various 
units can be heterogeneous, and not every-
one’s local-level needs can automatically be 
taken into account (Gattiker and Goodhue, 
2004). Likewise, a viable tactic for the model 
developer is to decide on a reasonable level of 
accuracy that is sought and concentrate on 
the big issues first. This way, we did not en-
counter a significant ‘human factor’ problem 
(see Allain and Gervais, 2014) in determining 
the time equations. 

In retrospect, many of the difficulties the 
project experienced were determined in the 
first phase of the project by overemphasising 
the requirements of detailed process informa-
tion and the disaggregation of calculations. 
This is in line with Al-Omiri and Drury (2007), 
who found that the financial sector is more 
likely to adopt ABC, and that their costing 
systems exhibit more cost pools and more dif-
ferent types of cost drivers. Likewise, Nielsen 
et al., (2000) emphasise empowerment and 
decentralisation in achieving customer focus, 
which often comes into tension with a central-
ised management accounting function. 

Facilitative customer relationships:  
a packaging manufacturer
The packaging manufacturer was a fami-
ly-owned company with 50 employees in the 
pilot site. The company operated a complex 
manufacturing system with several produc-
tion lines, offering a range of 1,200 different 
products to ca. 350 industrial customers. In 
recent years, demand had declined and the 
company was facing intense competition 
from overseas manufacturers. As a result, 
net profits had turned to slight losses, which, 
alongside increasing product complexity, 
motivated the company’s attempts to identify 
unprofitable products and customers and to 
examine the potential for a focusing strategy. 

The TDABC model started out with 
roughly 3,000 transactions (order lines), to 
which costs were allocated individually via 
time equations. These were then aggregated 
to form the individual costs of the 1,500 
orders and 1,200 products. Thus the aggre-
gation conceives of each cost object such 
as a product or a customer as having a ‘bill 
of activities’ much like a ‘bill of materials’ 
(Balakrishnan et al., 2012a), which specifies 
the number of transactions of each type of 
activity and can be reported and visualised at 
various levels of aggregation. The multi-level 
cost object structure that allows such aggre-
gations is presented in Figure 4.   

The resulting cost analysis, ‘whale curves’, 
identified that the packaging manufacturer 
was heavily reliant on a handful of profitable 
customers, most being at the break-even level 

Product 

Customer 

Order 

Category 

Production  
Line item 

Figure 4. Packaging manufacturer’s multi-level cost object structure
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or producing losses. As ‘big losers’ were iden-
tified, the packing manufacturer began to 
develop a game plan for developing the prof-
itability of the loss accounts, leaving open 
the possibility of eliminating them if all else 
failed. The reliance on a few customers gives 
the whale curve in Figure 5 its shape. 

In this case, the company was located in 
Lind and Strömsten’s (2006) terms at the fa-
cilitative customer interface, which allowed 
for customer profitability analyses with 
financially important customers that neces-
sitate the measurement of customer profita-
bility individually. In such circumstances it is 
important to make these relationships profit-
able annually because there is only relatively 
little need to invest in the maintenance of 
long-term relationships.

Among the immediate measures was the 
implementation of more customer-specific 
pricing policies, minimum order sizes for cer-
tain products, and establishing service fees 
for introducing new product variants. These 
trade terms were embedded in customer 
groupings/classifications and were moni-
tored regularly. As long-term objectives, the 
company set out to analyse its high cost ac-

tivities and benchmark these across produc-
tion lines. Any differences in production lead 
times and their impact on profitability would 
be monitored more closely. 

Relating to information technology, 
TDABC modelling also highlighted the dif-
ferences in information recording across 
production sites. While in some production 
sites the ERP data could easily be used to 
come up with time equations, at others the 
persons responsible for the model construc-
tion would have put considerable effort into 
producing comparable numbers, especially 
with regard to automated vs. labour-inten-
sive processes. Such increased complexity in 
manufacturing environments has previously 
been reported by Barros and Ferreira (2017). 
However, the company did eventually put 
effort into harmonising the data recording 
processes. This way, finding out how to access 
process time information in the production 
sites and ensuring that the time figures were 
comparable amounted to what Wouters and 
Stecher (2017) call data discovery. In the long 
run, data harmonisation is likely to improve 
the efficiency of information systems, but it 
may be problematic if some organisational 

Figure 5. Whale curve showing reliance on only a few customers
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units have markedly different production 
processes (Gattiker and Goodhue, 2004). 

Facilitative and integrative customer 
relationships: a wholesale company 
Our third case is a distributor and fabricator 
of metal products for the manufacturing in-
dustry. It provides a broad base of metals and 
metal services for machine and equipment 
construction and manufacturing industries. 
Its production could be characterised as di-
verse in an SME context, as the total number 
of customers was 1,500 while the number 
of different products and services was over 
3,000. The service production includes value 
adding customisation, i.e. welding, cutting, 
drilling, etc. to meet customer orders. In 
2012 the company employed more than 130 
people. The existing profitability analyses in 
the company were based on variable costing 
measures. 

At the start, the TDABC project team set 
out to leverage Acorn’s Performance Analyzer 
5G software to build a set of process models 
to simulate daily activity at the company’s 
two production sites. Then, the process mod-
els were used to measure the time spent on 

the process and to provide and explanation 
to estimate how resources are deployed and 
what the rate of capacity utilisation was for 
the customer processes, and ultimately, its 
impact on customers’ cost-to-serve metrics. 

Basically, the process-based time infor-
mation was connected to information from 
the company’s ERP (general ledger, customer 
and product masters, order line information) 
to allocate overhead costs per line item. The 
calculated resource consumption is then 
aggregated and reported by various busi-
ness dimensions, which included individual 
orders, customers and products. Notably, 
while the annual number of sales transac-
tions exceeded 85,000, the individual costs 
of each and every transaction was estimated 
by the time equations. In line with Eveaert et 
al. (2008), TDABC analysis was found to be es-
pecially useful in analysing situations where 
different customers and customer groups 
warranted separate sales approaches and had 
different seasonally-dependent sales. As Gyl-
ling et al. (2015) demonstrate, demand fluc-
tuations, when compared with other factors, 
create challenges for profitability analyses 
that can potentially influence strategic deci-

Figure 6. Whale curve for customer profitability analysis (facilitative customer interface)
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sions. 
The resulting TDABC cost analysis found 

out that, in addition to the overcapacity 
related to certain product lines of the inte-
grative customer interface, the company’s 
facilitative customer interface included some 
highly problematic and grossly unprofita-
ble cases. On the one hand, a small number 
of large customers were producing heavy 
losses, while on the other hand, the company 
seemed to be quite uncompetitive in deliv-
ering small order quantities. The calculation 
indicated that approximately 25% of the facil-
itative customers were unprofitable. Figure 6 
illustrates the whale curve, or a cumulative 
profit graph of the facilitative customer base 
(euro amounts have been altered so as not to 
reveal confidential business information). 

Likewise, regarding the customer profit-
ability analyses, prior research has indicated 
that different companies benefit from it dif-
ferently (Cooper et al., 1992). For instance, 
Lind and Strömsten (2006) found that cus-
tomer profitability analysis was found to be 
a suitable technique in what they call facilita-
tive customer relationships, where products 
are standardised and production facilities 
are rarely adapted to a specific customer. This 
was the bulk business of the wholesale com-
pany. 

Lately the customer interface had ex-
panded significantly as the company was 
gradually building customer relationships 
characterised by long-term investments. 
However, as the product line investments 
coincided with the general economic down-
turn, excess capacity related to the integrative 
customer relationships could not be avoided. 
Thus, the company management debated 
on whether to view customer profitability as 
a short-term issue or whether the company 
should engage in customer lifetime profita-
bility evaluations (see McManus and Guild-
ing, 2002). This tension became evident in 
debates concerning whether the case compa-
ny’s profitability could be improved by mak-

ing use of cost information to make better use 
of the firm’s customer base. Suggested meas-
ures included implementing minimum order 
policies and/or tiered pricing to improve 
efficiency, and redesign of sales bonuses for 
loss-making customer relationships and new 
pricing policies. 

Gervais et al. (2010) note that the main 
managerial use of TDABC appears to be prof-
itability management, in spite of the meth-
od’s potential for analysing the cost of idle 
capacity. However, for the materials whole-
saler this seemed dependent on the nature 
of the customer relationship and the future 
expectations regarding capacity utilisation. 
Given the recent decrease in sales it was esti-
mated that the company had an overcapacity 
of almost 20%, especially in the integrative 
customer segment. The company decided 
that the costs of excess capacity would not 
be allocated to the individual order/prod-
uct/customer level, but left unallocated 
and shown as a separate report. The excess 
capacity report is illustrated in Table 1 (the 
numbers have been altered so as not to reveal 
confidential business information).  

The reports highlighted how the inte-
grative customer relationships, which were 
served by the product line offering customi-
sation services, proved to be one key source 
of the company’s losses. This product line 
had high excess capacity and its customers 
consumed a higher-than-average share of 
the company’s engineering and sales-related 
overheads. As suggested by Buchheit (2003), 
reporting the cost of excess capacity was 
found to be particularly useful in a situation 
where demand was expected to decline.

6. Synthesis
This section discusses the findings of the 
three case studies in terms of how adopting 
sophisticated costing systems such as TDABC 
to support customer profitability analyses 
is influenced by the nature of the customer 
interface. After that we summarise our ob-
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servation on how qualities of underlying 
ERP systems, alongside standardised, IT-sup-
ported processes enable cost-efficient cost 
allocations. 

In our first case organisation, the bank 
subsidiary, the customer relationships were 
markedly transactional. The bank already 
had an ABC system typical to the financial sec-
tor, not unlike that which has been reported 
by e.g. Billings and Capie (2004), which was 
able to create reports on the costs of cus-
tomer groups and segments. Implementing 
the TDABC system shifted the focus of prof-
itability analysis from customer segments to 
the individual customer level, although the 
decisions related to the delivery channel and 
its degree of automation remained impor-
tant. The main driver of this seemed to be the 
dynamic environment (see Hoozée, 2013), i.e. 
allocation systems struggling to be cost effi-
cient when the product mix is changing and 
the firm’s customers are adopting new activ-
ities. Thus, our case study findings contrast 
with McManus and Guilding’s (2002) in the 
sense that the focus of individual customer 
profitability accounting was not related to 
lifetime profitability analyses as such, but 
rather to customer choice of delivery channel. 

The second case organisation, the pack-
aging manufacturer, was characterised by 
facilitative customer relationships. There, 
TDABC allowed the analysis of customer 
profitability in circumstances where tailored 
products, special delivery arrangements and 
customer specific pricing policies prevailed. 

Thus, complexity was a main driver of cost ac-
counting change (Barros and Ferreira, 2017). 
As the packaging manufacturer was provid-
ing made-to-order products, the CPA turned 
out to be a rather classic case of overhead 
costs related to the complexity of operations. 
In cases where customer demands led to the 
introduction of new product variants that 
were produced in small batches, resource 
consumption would rise disproportionately. 
Often, unforeseen changes in product de-
sign, batch size and delivery requirements, 
etc. would turn out to be the critical areas 
of CPA. In traditional costing as well as ABC 
approaches, the differences in resources re-
quired by different shipping arrangements 
would have led to a significant expansion 
of the model’s complexity (Kaplan and An-
derson 2004). Eventually the case company 
sought to implement a policy of actively 
trying to provide solutions from the existing 
product portfolio before engaging in costly 
customisation processes.

Finally, the materials wholesaler case 
illustrates CPA in both facilitative and in-
tegrative customer relationships. In facil-
itative relationships, reporting individual 
customer profitability was important for the 
case organisation, while reporting capacity 
utilisation was important in the integrative 
relationship. In the facilitative customer in-
terface, customer profitability was mainly 
driven by logistical complexity. This supports 
Somapa et al. (2012), who stress the inade-
quacy of traditional ABC models in capturing 

€1000
€9500 80% €2370 €11870Operations
€2000 75% €667 €2667

€300 80% €75 €375
€2900 82% €637 €3537

Capacity Amount Capacity Utilisation Unused Capacity Cost Total Amount

€300 78% €85 €385
€500 85% €88 €588
€800 70% €343 €1143

€1750 88% €239 €1989
€950 80% €238 €1188

Production
Purchasing
Outside sales
Credit check
Office services
Receiving
Picking
Loading

Table 1. Reporting excess capacity in the materials wholesaler case (integrative customer relationship)
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the complexity of real-life logistics opera-
tions. Thus, instead of assuming a constant 
cost per order shipped, it makes sense for the 
shipper to recognise the cost differences for 
full- vs. half-loaded trucks, overnight express 
vs. commercial carrier, and so on. 

In integrative customer relationships, the 
material wholesaler’s managerial attention 
was drawn to capacity utilisation in conjunc-
tion with customer profitability analyses, 
which can be informative under declining 
demand (Buchheit, 2003). Here, a combina-
tion of high investment in manufacturing 
capacity combined with mixed seasonal 
demand created a situation that was highly 
demanding for cost allocation, not unlike 
the one illustrated by Gylling et al. (2015). 
Our interpretation is that this is related to the 
different objectives that the firm may have re-
garding customer profitability analyses (Lind 
and Strömsten, 2006). In the case where the 
maintenance of customer relationships re-
quires long-term investment, it is important 
to understand how capacity-related costs can 
be attributed to particular clients.  

As with Gervais et al. (2010), the main 
managerial use of TDABC in our case studies 
appeared to be profitability management, in 
spite of the method’s potential for analysing 
the cost of idle capacity and supporting lean 
management approaches (see also Kaplan 
and Anderson, 2007b). Often, the TDABC 
method is used to draw up and analyse whale 
curves (Figures 5 and 6) with the intention of 
refocusing activities by reducing the number 
of customers and products deemed to be un-
profitable and renegotiating the terms of sale 
with respect to order sizes, etc. Such aspects 
of customer profitability analyses arise when 
the reports focus on unprofitable customers 
and the potential implications of giving up 
customer relationships. 

Unprofitable customers are also the case 
where the quality and credibility of informa-
tion inputs (process times, etc.) to the costing 
model are most often challenged. Not all rel-

evant information may be recorded in a firm’s 
information systems. Thus, assessing the im-
pact of losing customers, even unprofitable 
ones, requires great care. For instance, it may 
not be easy to adjust capacity or reallocate 
personnel resources to get more revenue. The 
toolkit for managing customer profitability 
ranges from measures to increase produc-
tion efficiency to pricing policies. The latter 
is especially the case in business-to-business 
markets where prices are negotiated individ-
ually (van Raaij et al., 2003; Holm et al., 2012). 
Of course, the decision to abandon customers 
is a highly strategic one, as cost accounting 
systems can only report the impact of a cus-
tomer on the firm’s overall profitability in a 
given measurement period. Long-term ef-
fects would require customer lifetime analy-
ses (McManus and Guilding, 2002; Lind and 
Strömsten, 2006), which would require the 
quantification of the temporal aspect relat-
ing to customer relationships.

Regarding information system integra-
tion, the bank subsidiary’s credit decision 
process model in particular illustrates the im-
portance of being able to access information 
that is already contained in the information 
system. By nature, transaction-based TDABC 
cost allocations are more detailed than ABC, 
which allocates activity costs to cost objects 
by using non-volume cost drivers (see Figures 
3 and 4 for examples of disaggregated process 
and cost object structures). This results in the 
TDABC system being rather detailed. This 
disaggregation was originally justified by the 
heterogeneity of processes. 

Similarly, both the packaging manu-
facturer and the materials wholesaler cases 
revealed that the underlying quality of data 
was critical in keeping the cost of measure-
ment at a reasonable level. One key idea in 
process modelling was to avoid elaborations, 
which would mean that time measurements 
would have to be done manually. This way, 
TDABC simplifies cost driver measurement by 
adopting a standard costing approach, yet it 
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allows accounting for highly individualised 
processes and transactions (Everaert and 
Bruggeman 2007). Much of the work in get-
ting the time equations to work involved ac-
cessing the ERP system and making sure the 
data was relevant and comparable, amount-
ing to a process of data discovery (Wouters 
and Stecher, 2017).  

Conclusions
This study departed from Lind and Ström-
sten’s (2006) notions, according to which 
the nature of a firm’s customer relationships 
influence the way customer profitability anal-
ysis (CPA) is carried out. The purpose of this 
study was to investigate how TDABC models 
can be implemented in companies with dif-
ferent customer relationships. Our research 
question was: how do companies with different 
customer relationships make use of time-driven 
activity-based costing in their customer profit-
ability analyses? Furthermore, as our study 
progressed, we made observations as to how 
the underlying ERP systems either facilitated 
or hindered the cost allocation processes re-
quired for CPA. 

To achieve these goals, we gathered data 
from three TDABC projects: a bank, a packag-
ing manufacture and a materials wholesaler. 
These were characterised by different cus-
tomer interfaces: transactional, facilitative 
and integrative. The role of one of the authors 
was to factually construct the models using 
Acorn software, while the other mainly ob-
served the process, analysed documents and 
interviewed informants. Thus, our position 
was interventionist, which we argue, along 
the lines of Lukka (2005), to be effective in il-
lustrating the inner structures and processes 
of the object of research. We believe that the 
IR approach allows us to connect our prior 
theoretical understanding on cost system 
implementation to practitioner knowledge 
on how to design and implement a TDABC 
model. 

Our findings depart from the viewpoint 

of studying two aspects that relate to CPA, 
namely the nature of customer relationships 
and the information system interface. In 
terms of the latter, we have investigated the 
availability of standardised information in 
our case companies’ information systems, 
and how this influences the way sophisti-
cated costing systems can be put to use in 
making decisions on the basis of customer 
profitability (Everaert and Bruggeman 2007; 
Gattiker and Goodhue, 2004; Wouters and 
Stecher, 2017). Our first case, the bank sub-
sidiary case, benefited from the fact that 
credit decision processes were easy to docu-
ment in great detail. In some instances, how-
ever, information systems were not fully able 
to gather information about the processes, 
and problems not unlike the ones docu-
mented by Allain and Gervais (2014) were 
encountered. The main driver of this seemed 
to be the dynamic environment (see Hoozée, 
2013), i.e. allocation systems struggling to be 
cost efficient when the product mix is chang-
ing and a firm’s transactional customers are 
adopting new activities. This would have led 
to the use of simplified drivers and manual 
measurements, unless investments to renew 
information systems were implemented. As 
our study ended, IT investments were un-
der review and the project team was able to 
submit requirements for future information 
systems.

The packaging manufacturer case illus-
trated the problems of facilitative customer 
relationships, where products were in-
creasingly customised and operations were 
tailored to customer needs. In such circum-
stances, where sophisticated information 
systems in place were not used properly and 
data entry errors were not corrected system-
atically, a laborious manual intervention and 
maintenance of the cost model resulted. Here, 
facilitative customer relationship complexity 
was a main driver of cost accounting change 
(Barros and Ferreira, 2017). As in Somapa et al. 
(2012), the case illustrates the inadequacy of 
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traditional ABC models in capturing the com-
plexity of heterogeneous operations.

The wholesaler case illustrates the di-
lemma of creating customer profitability 
analyses when the bulk of the customers do 
business in facilitative relationships, but the 
firm simultaneously invests in developing fu-
ture integrative customer relationships. The 
case study illustrates how a firm can seek ben-
efits from paying increased attention to cus-
tomer profitability (Krumwiede and Charles, 
2014) as well as the reporting of capacity utili-
sation. The latter point particularly concerns 
the situation where the expected growth of 
the company is negative (Buchheit, 2003). 

Generally, our findings lend support to 
Krumwiede and Charles (2014), who found 
that firms benefit from activity-based costing, 
especially in relation to customer-focused 
strategies. Our study supports this finding by 
connecting to different customer interfaces 
and a particular costing method (TDABC). 
Thus, we contribute to the discussion about 
customer profitability (McManus and Guild-
ing, 2002; Holm et al., 2012) and time-driven 
activity-based costing (Dalci et al., 2010; Van 
Raaij et al., 2003) by connecting Lind and 
Strömsten’s (2006) notions of different cus-
tomer interfaces with profitability calcula-
tions. Furthermore, we illustrate how a lack 
of process information (Allain and Gervais, 

2014; Wouters and Stecher, 2017), complexity 
and heterogeneity of processes (Barros and 
Ferreira, 2017; Somapa et al., 2012) and atten-
tion to capacity utilisation (Buchheit, 2003) 
are all issues to be taken into account when 
designing a TDABC model for CPA purposes. 

All in all, our case findings emphasise 
the need for firms to strengthen their man-
ufacturing and service delivery capabilities 
when making an investment to implement 
sophisticated costing systems. A system such 
as TDABC is unlikely to result in improved 
performance by itself, but the firm must build 
its capability to improve profitability by un-
derstanding its drivers. Likewise, if new infor-
mation does not influence decision-making, 
no benefits should be expected. Of course, 
our analysis is limited to three costing mod-
els in diverse industries. As the development 
of information systems is advancing rapidly 
and is linked to advances in technologies of 
manufacturing and service delivery, we won-
der if companies could eventually reap sig-
nificant benefits by combining sophisticated 
costing systems with the deployment of both 
functioning ERP solutions and advanced 
manufacturing practices. In addition, further 
research is needed to clarify how software 
embeddedness and data availability and in-
formation integrity interact with long-term 
use of sophisticated costing systems. 
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COMPANY DATE

A) STRATEGY 
AND 
BUSINESS 
ANALYSIS

B) MODEL 
DEVELOPMENT AND 
VALIDATION

C) VALUE 
IDENTIFICATION  
& CAPTURE

TOTAL DAYS 
AT SITE

Case 1 5.6.2012 1 1

Case 1 12.9.2012 1 1

Case 1 10.10.2012 1 1

Case 1 11.10.2012 1 1

Case 1 12.10.2012 1 1

Case 1 3.12.2012 1 1

Case 1 4.12.2012 1 1

Case 1 5.3.2013 1 1

Case 1 6.3.2013 1 1

Case 2 6.6.2012 1 1

Case 2 17.9.2012 1 1

Case 2 31.10.2012 1 1

Case 2 1.11.2012 1 1

Case 2 2.11.2012 1 1

Case 2 7.11.2012 0,5 0,5

Case 2 8.11.2012 1 1

Case 2 9.11.2012 1 1

Case 2 21.11.2012 1 1

Case 2 22.11.2012 1 1

Case 2 7.4.2013 1 1

Case 2 8.4.2013 1 1

Case 3 7.11.2012 0,5 0,5

Case 3 29.5.2013 1 1

Case 3 30.5.2013 1 1

Case 3 31.5.2013 1 1

Case 3 19.6.2013 1 1

Case 3 13.8.2013 1 1

Case 3 14.8.2013 1 1

Case 3 24.9.2013 1 1

Case 3 25.9.2013 1 1

Case 3 26.9.2013 1 1

Total 7,5 14,5 8 30

Appendix 1. Participant days
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Board composition 
as a way to increase 
corporate voluntary 
disclosure in 
a market with 
concentrated 
ownership 
Jenni Laininen

Abstract
Companies might lack motives for voluntarily disclosing information to small shareholders when the 
ownership structure is dominated by large shareholders. Existing literature suggests that certain company 
internal governance structures related to board diversity, expertise and information sharing can mitigate 
the widening of information asymmetry gap between small shareholders and the board. The aim of this 
study is to examine which board composition improves voluntary disclosure when ownership is concen-
trated. I use a sample of 794 financial forecasts disclosed by Finnish NASDAQ OMX listed companies 
during years 2006-2013 and relevant board data. The findings of a binary regression analysis suggest that 
higher percentage of independent board members, audit committees, and regular meetings are associated 
with increased forecasting frequency, and CEO dual role has a positive association with the disclosure 
of numeric forecasts. However, older and longer tenured board members are negatively associated with 
forecast frequency. 

Keywords: 
Voluntary disclosure, forecasts, board composition, corporate governance, shareholding
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1 Introduction 
Information asymmetry is an essential ele-
ment in securities markets where ownership 
of the company is separated from managing 
it. Shareholders, who act as principals, out-
source operational management to the board 
of directors and executive manager who act as 
an agent (Jensen and Meckling 1976) and run 
the company based on shareholders’ author-
isation. In the most basic form, shareholders 
are only able to affect company matters in a 
general meeting with powers directed to it in 
company law. This disbalance of information 
and lacking powers to influence company 
matters increase the cost of equity capital be-
cause shareholders require a return premium 
due to information asymmetries and risk of 
unqualified management. 

Companies who are managed well and 
who perform well do not want to pay a pre-
mium for their capital and may hence wish 
to signal their high quality with additional 
disclosure to shareholders (Trueman 1986, 
Watts and Zimmerman 1986, 165-166, Healy 
and Palepu 2001). Additional disclosure is 
a signal for shareholders that they can trust 
the company and the people who manage it, 
which can decrease the cost of capital. This is 
particularly true in a market where owner-
ship is dispersed and information asymmetry 
gaps between shareholders and the board of 
directors are high.

Dispersed ownership of listed compa-
nies is typical in the common law countries 
of U.S. and U.K. (Berle and Means 1932, La 
Porta et al. 1999, Ajinkya et al. 2005). How-
ever, companies located and listed in the 
civil law regime of continental Europe and 
Scandinavia typically feature a concentrated 
shareholding structure with large individual 
shareholders (La Porta et al. 1999). Unlike in 
the U.S., where large owners are usually in-
stitutions (Ajinkya et al. 2005), especially in 
Scandinavia large blocks of shares are owned 
by a variety of shareholders, including insti-
tutions, families and family offices, the state 

and individual people (La Porta et al. 1999). 
Large owners have more powers compared 
to small shareholders to affect the choice of 
board members (Arcay and Vazquez 2005, 
Dai 2007, Armstrong et al. 2010, Connelly et 
al. 2010, Allegrini and Greco 2013, Khlif et al. 
2017) or potentially even to participate in the 
management with e.g. a board seat (La Porta 
et al. 1999) which both are efficient ways to 
control the board and to reduce information 
asymmetry between the board and the share-
holder (Ang et al. 2010) as well as a way to 
access private information that might not be 
available to anonymous shareholders owning 
small stakes of shares (Clemente and Labat 
2009, Khlif et al. 2017). For instance, Article 
11 of regulation No 596/2014 of the European 
Parliament and of the Council of 16 April 2014 
on market abuse allows the board to discuss 
selected matters of material importance with 
large shareholders of the company before 
such information is disclosed to the public 
in order to conduct so-called market sound-
ing. Shareholders with small stakes of shares, 
who lack these abilities of reducing infor-
mation asymmetry need to primarily rely on 
other control mechanisms, such as corporate 
mandatory and voluntary disclosure (Jensen 
and Meckling 1976, Beekes and Brown 2006, 
Bushman and Smith 2001, Khlif 2017), to en-
sure that the company, and hence their in-
vestment, is well-managed.

In a market where large shareholders 
can affect the choice of board members and 
to receive private information, which both 
reduce the information asymmetry gap be-
tween them and the board of directors, the 
need for the board to voluntarily disclose 
information for signaling purposes is lower 
compared to a market with dispersed own-
ership. This situation is particularly hurtful 
for small shareholders who at worst face an 
information asymmetry gap in comparison 
to both the board of directors and large 
shareholders (Armstrong et al. 2010, Khlif et 
al. 2017). However, existing research suggests 
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that certain company internal corporate gov-
ernance structure related, inter alia, to board 
composition, could be efficient in promoting 
transparency according to all shareholders’ 
interests (Beekes and Brown 2006) thereby 
reducing the monitoring costs for small 
shareholders (Armstrong et al. 2010). As the 
board of directors is responsible for deciding 
which information to ultimate disclose, the 
choice of board members is the most appar-
ent and easy way for shareholders to control 
the decision-making of corporate voluntary 
disclosure in the company and to improve 
transparency (Ajinkya et al. 2005, Biondi et 
al. 2009). Several corporate governance rec-
ommendations have been established around 
the world to improve the quality of corporate 
governance structures. Most of these recom-
mendations both in the U.S. and in Europe, 
including the Finnish Corporate Governance 
Code, focus on the board of directors (Kara-
manou and Vafeas 2005). 

 The purpose of this study is to examine 
whether board composition which improves 
board diversity, expertise and information 
sharing and which is also aligned with the 
recommendations of the Finnish Corporate 
Governance Code is effective in promoting 
transparency in a market where the board  of 
directors might not have incentives to volun-
tarily disclose information to the public due 
to the company’s shareholding structure. Fi-
nancial forecasts are a good indicator for vol-
untary disclosure because they reflect board 
composition particularly well as the board 
has direct control over what is disclosed 
(Karamanou and Vafeas 2005). In addition, 
the disclosure of forecasts may directly affect 
the value of a security which is a signal that 
the information is of material importance to 
all shareholders of the company (Kanto and 
Schadewitz 2003, Hirst et al. 2008).

To address the research question I use a 
unique, hand-collected sample of 794 fore-
casts disclosed by 103 Finnish listed compa-
nies during 2006-2013 in their annual finan-

cial statement releases. The results of a binary 
regression analysis suggest that boards with 
a higher percentage of independent board 
members, boards with a separate audit com-
mittee, and boards who have regular meet-
ings are associated with increased forecasting 
frequency. In addition, boards where the CEO 
is a member are positively associated with 
forecast frequency and the disclosure of nu-
meric forecasts. However, boards with older 
and longer tenured board members are neg-
atively associated with forecast frequency. The 
results imply that board composition which 
improves board diversity, expertise and in-
formation sharing and which is at the same 
time aligned with the recommendations of 
the Finnish Corporate Governance Code is ef-
fective in improving transparency. The results 
underline the importance of having corporate 
governance recommendations for listed com-
panies also in the future.

This research proceeds as follows. In 
Chapter 2 I present the research environment, 
and in Chapter 3 I review existing literature. 
In Chapter 4 I introduce the research design 
and in Chapter 5 I summarise the results of 
the main regression analysis and of the ro-
bustness check. In Chapter 6 I conclude the 
research with discussion and conclusions. 

2 Institutional setting
The Finnish stock market is described in ex-
isting literature as one with sound corporate 
governance structures, high morale of com-
panies to follow regulation (Doidge et al. 
2007, Miihkinen 2008, Jarva and Lantto 2012, 
Kostiander and Ikäheimo 2012), high protec-
tion of shareholder rights and concentrated 
ownership (La Porta et al. 1999). Disclosure of 
information by listed companies is regulated 
essentially by the Finnish Securities Markets 
Act (14.12.2012/746, as amended), and the law 
is complemented by the recommendations 
and guidance of the Finnish Financial Super-
visory Authority (FIN-FSA), NASDAQ OMX 
Helsinki rules and the Finnish Corporate Gov-
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ernance Code.  
Generally speaking, corporate disclosure 

and financial reporting by Finnish listed com-
panies is of high-quality (Jarva and Lantto 
2012, Miihkinen 2012) and companies are 
willing to voluntarily disclose additional 
information to the public if so required by 
investors (Niskanen et al. 2000). However, 
in certain cases Finnish companies have also 
been shown to neglect the disclosure of neg-
ative information (Niskanen and Nieminen 
2001). The study by Niskanen and Nieminen 
(2001) suggests that the disclosure of volun-
tary information is not always objective but 
the company takes an active role in deciding 
which information to publicly disclose. 

In terms of the regulatory environment 
Finland has been described in existing liter-
ature as one with high protection of share-
holder rights along with other Nordic coun-
tries, including e.g. Sweden and Denmark, 
measured by e.g. the protection of minority 
shareholders (La Porta et al. 1999, Pörssisäätiö 
2015). In general, the thinking in the Nordic 
company law is that large shareholders need 
to be able to participate actively to company 
management (Pörssisäätiö 2015). However, 
certain protection for minority shareholders, 
such as equal treatment of shareholders, are 
guaranteed in regulation (Pörssisäätiö 2015).

The following chapters discuss the insti-
tutional and regulatory environment of the 
Finnish stock markets more in detail.

2.1 Regulation concerning the disclosure 
of forecasts in Finland
The Finnish securities markets regulation was 
created in the 1980’s when investments in 
listed companies were increasing but where 
clear and uniform securities markets law was 
absent. Until the first Securities Markets Act in 
1989 (26.5.1989/495), securities markets were 
regulated by general provisions of law only, 
e.g. the Limited Liability Companies Act (Gov-
ernmental Bill 157/1988). One of the important 
provisions of the first Securities Markets Act 

concerned the disclosure obligation which 
would ensure that sufficient and reliable in-
formation on the issuer would be available for 
investors (Governmental Bill 157/1988). 

In 1993, after Finland started the nego-
tiations of joining the European Union, an 
obligation to disclose assessments of the fu-
ture development of the company in interim 
reports was incorporated in chapter 2 sec-
tion 5a of the then current Finnish Securities 
Markets Act (26.5.1989/495) (Governmental 
Bill 318/1992). The amendment was based on 
section 2 article 5 of directive 82/121/EEC of the 
European Union which required that listed 
companies should disclose an assessment of 
their likely future development in semi-an-
nual reports. 

After the addition, chapter 2 section 5a 
of the Securities Markets Act (26.5.1989/495) 
required listed companies to provide in their 
interim reports “a description of the principal 
short-term risks and uncertainties relating to 
the business operations of the issuer as well 
as an assessment of the likely development of the 
issuer during the current financial period to the 
extent that this is possible and a report on the 
factors forming the basis for the assessment” 
[italics added]. In 2006, the obligation to pro-
vide assessments of the likely development of 
the company was extended to financial state-
ment releases in chapter 2 section 6a of the 
Securities Markets Act (26.5.1989/495). In 2013, 
the obligation to disclose assessments was re-
moved from the reformed Securities Markets 
Act (14.12.2012/746) because of a wish to align 
Finnish regulation with the European Union 
transparency directive 2004/109/EC which 
did not contain anymore the need to disclose 
half-yearly assessments.

According to section 5.7 of the standard 
5.2b of the Finnish Financial Supervisory Au-
thority concerning disclosure obligation, the 
assessment could include (i) a general future 
outlook which is either a) a description of the 
general market development or b) an esti-
mate of future developments in the net sales 
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of the company or (ii) a more detailed profit 
forecast of which the wording directly or in-
directly states the probable minimum or max-
imum level of the issuer’s profit and loss and 
which enables the calculation of an approxi-
mate sum of future profits or losses. Further, 
forecasts should be disclosed so that they 
are clearly separated from other information 
presented in the same context, and the ex-
pressions used should be unambiguous, clear 
and consistent (FIN-FSA 5.2b, section 5.7 (57) 
and (59)). Regardless of the recommenda-
tions of standard 5.2b of the Finnish Financial 
Supervisory Authority, the issuer ultimately 
determines the extent and the areas for which 
it will provide guidance on its prospects (FIN-
FSA 5.2b, section 5.7 (54)).

According to Penno (1996) and Khlif 
(2017), corporate disclosure is voluntary if 
it is not explicitly required by accounting 
principles or specific country rules. Consid-
ering the wording of the Securities Markets 
Act (26.5.1989/495) and the guidelines of the 
Finnish Financial Supervisory Authority, it can 
be concluded that the disclosure of financial 
forecasts was a hybrid of voluntary and man-
datory disclosure under the previous Securi-
ties Markets Act (26.5.1989/495). 

2.2 Finnish corporate governance 
recommendations
According to existing studies Finnish compa-
nies have one of the highest quality corporate 
governance systems globally (Doidge et al. 
2007, Jarva and Lantto 2012, Kostiander and 
Ikäheimo 212). Further, the managers in Finn-
ish companies tend to think that compliance 
with applicable recommendations and laws 
is a matter of honor (Miihkinen 2008). The 
Finnish history of official corporate govern-
ance recommendations dates 20 years back 
and has been benchmarking international 
development since the issuance of the first set 
of recommendations. In order to increase the 
general public’s trust towards listed compa-
nies, a Finnish panel of experts comprising of 

members from industry, non-governmental 
organisations and the stock exchange have 
created a dossier of good corporate govern-
ance recommendations in a Finnish Corpo-
rate Governance Code. According to rule 2.2.5 
of the Helsinki Stock Exchange the code is 
to be followed by all companies listed in the 
Helsinki Stock Exchange and which have their 
domicile in Finland. The first Corporate Gov-
ernance Code was created in Finland as early 
as 1997 and it was benchmarking the so-called 
Cadbury Code of 1992 and Greenbury Code 
of 1995 of the UK (see the introduction to the 
Finnish Corporate Governance Code 1997). 
The creation of a separate Finnish corporate 
governance code was seen necessary in order 
to keep up with international competition 
and to enhance investors’ trust towards good 
governance in companies (Finnish Corporate 
Governance Code 1997). The Finnish Corpo-
rate Governance Code is updated on a regular 
basis with the latest edition dating to year 
2015.

Initially, the Finnish Corporate Govern-
ance Code mostly comprised existing com-
pany law and securities regulation codified 
in one book, but nowadays many of the rec-
ommendations can be described as “soft-law”. 
The recommendations are to be followed by 
the principle of “comply or explain”, i.e. if a 
company decides not to follow certain rec-
ommendations the board needs to disclose 
the non-compliance and reasons for this on 
the company’s webpage and in a special cor-
porate governance statement. The media, the 
general public as well as certain third-parties 
such as auditors scrutinise compliance with 
the Finnish Corporate Governance Code on a 
regular basis, hence creating pressure towards 
companies to follow all recommendations.  

The recommendations of the Corporate 
Governance Code 2015 can roughly be divided 
into ones stipulating (i) the General Meeting 
of shareholders, (ii) the members of the board 
of directors, (iii) board committees, (iv) the 
chief executive officer, (v) executive remu-
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neration practices of management and (vi) 
internal audit and control functions. Recom-
mendations 5-18b which concern the board 
of directors give recommendations on the 
election of board members, board size, board 
term, board gender diversity, board member 
independence, and a set of committees in-
cluding audit committee, remuneration com-
mittee and nomination committee. 

2.3 The ownership structure of Finnish 
listed companies
In general terms, Finland is a country with 
thin securities markets, concentrated owner-
ship and few widely held companies (Kasanen 
et al. 1996, Kostiander and Ikäheimo 2012). 
Thin securities markets and concentrated 
ownership make larger blocks of shares quite 
difficult to sell and when executed, such 
transaction causes a notable market reaction 
(Kasanen et al. 1996, Kallunki et al. 1997). 
Weaknesses in liquidity lowers share prices 
as investors allocate a premium of between 
one and five percent for illiquid shares (PwC 
2015). In addition, the agreement for market 
price is not always reached as the bid-ask 
spreads are wide for those shares with little 
trading (Kallunki et al. 1997). Hence, change 
of ownership is not as easy or common as in 
a market with many widely held companies, 
which sometimes causes liquidity problems 
of shares. 

La Porta et al. (1999) examined in their 
extensive study the ownership structure of 
listed companies in 27 countries. The study 
suggested that only one in five of twenty larg-
est listed companies in Finland were widely 
held when concentration of shareholding was 
measured with a 10% threshold (La Porta et 
al. 1999). The largest individual shareholders 
are most often the Finnish state or a financial 
institution (La Porta et al. 1999). Domestic 
households own about 23% of shares, and 
non-profitable organisations about 2% (Euro-
clear Statistics 2018). 

The ownership structure in Finland is 

almost opposite to that typically seen in the 
U.S. According to La Porta et al. (1999), 80% of 
U.S. companies are widely held, similar to the 
U.K. Nordic countries are a relatively homo-
geneous area in terms of ownership (La Porta 
et al. 1999, Kostiander and Ikäheimo 2012). 
Central-European countries, including France 
and Germany, fall somewhere in between 
with the stake of widely held companies being 
around 30% and 35%. (La Porta et al. 1999).

3 Literature review
Disclosure of information is in essence a 
mechanism designed to reduce informa-
tion asymmetry between shareholders and 
managers of the company (Healy and Palepu 
2001, Miihkinen 2013). Information asymme-
try derives from the separation of ownership 
and control, also known as the agency theory 
(Watts and Zimmerman 1986, 165). Due to 
separated ownership and control, sharehold-
ers are not aware of what is happening in the 
company, and hence the cost of capital may 
be increased to account for the risk of incom-
petent management of the company (Watts 
and Zimmerman 1986, 165, Healy and Palepu 
2001). Disclosure of information is a way for 
the board to signal high quality and trustwor-
thiness to the general public and to increase 
trust between the potential and existing 
shareholders and the board (Trueman 1986, 
Watts and Zimmerman 1986, 165-166, Healy 
and Palepu 2001). This is particularly true in 
an environment of widely dispersed owner-
ship as already suggested by Berle and Means 
(1932). Also, public disclosure compensates 
the lack of information from other channels 
(Miihkinen 2013). 

Especially since the past decade, academic 
research has turned its focus on examining 
how the ownership structure in a company 
affects voluntary disclosure decisions (Khlif 
et al. 2017). While the results of previous lit-
erature are mixed partly because of different 
focus points of studies, in general terms stud-
ies suggest that concentration of ownership 
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decreases the amounts of voluntary disclosure 
(Schadewitz and Dallas 1998 who use a Finn-
ish sample, Chau and Gray 2002, Ajinkya et al. 
2005, Arcay and Vazquez 2005, García-Meca 
and Sánchez-Ballesta 2010, Khlif et al. 2017).

Large shareholders may affect voluntary 
disclosure in two ways. First, large owners 
may affect the board composition of the 
company and hence control the board from 
the viewpoint of their own interests (Arcay 
and Vazquez 2005, Dai 2007, Armstrong et al. 
2010, Connelly et al. 2010, Allegrini and Greco 
2013, Khlif et al. 2017). Second, large share-
holders with relatively high percentages of 
shares might be able to extract private infor-
mation from companies (Ajinkya et al. 2005, 
Armstrong et al. 2010). For instance, Article 
11 of the transparency directive 596/2014 of 
the European Parliament gives companies a 
possibility to give confidential information to 
large owners before issuing it to the public to 
conduct market sounding. 

Because large owners have means to affect 
how the company is managed and to access 
additional information they do not necessar-
ily need to include as large a return premium 
in equity capital as they would normally have 
to because of information asymmetry between 
themselves and company management. Sim-
ply put, when ownership is concentrated and 
when private information is available to large 
shareholders, the board of directors has a de-
creased need to publicly disclose information 
to signal the higher quality of the company 
to the general public. Whilst ownership is in 
general dispersed in the U.S. (although some-
times challenged in studies, see e.g. Demsetz 
and Lehn 1985, Shleifer and Vishny 1997, Hol-
derness et al. 1999), the European and espe-
cially Scandinavian environment is typically 
dominated by large shareholders. 

3.1 Board composition that promotes 
transparency
Board composition that promotes transpar-
ency is important when ownership is con-

centrated, and many studies that examine 
mandatory disclosure have found that a prop-
erly composed board generally improves the 
quality of corporate disclosure, which is seen 
as e.g. decreased financial fraud (Dechow et al. 
1996, Beasley 1996, Klein 2002, Uzun et al. 2004, 
Matoussi and Gharbi 2011) and earnings man-
agement (Xie et al. 2003, Davidson et al. 2005, 
Johari et al. 2008, Abed et al. 2012, Mansor et al. 
2013), more timely disclosure (Sengupta 2004) 
and increased internet reporting (Kelton and 
Yang 2008). The effect of board composition 
should be even more visible when voluntary 
disclosure decisions are made as the disclosure 
is completely at the discretion of the board of 
directors. 

According to the introduction to recom-
mendations concerning the board of directors 
of the Finnish Corporate Governance Code 2015, 
the board of directors should work for the ben-
efit of the company and of all shareholders of 
the company regardless of which shareholder 
has nominated the board member. To ensure 
an efficient board composition, the Finnish 
Corporate Governance Code gives recommen-
dations concerning board composition. These 
can roughly be divided, based on academic 
literature and how they affect the board’s re-
sources, to measures promoting board diver-
sity, expertise and information sharing.

Board composition which affects board diversity 

Board tenure and age
According to recommendations 5 and 6 of 
the Finnish Corporate Governance Code 2015, 
the annual general meeting elects the board 
of directors for a term of one year. In general 
terms, a term of one year, if it is not renewed, 
is not optimally long as a group needs time 
to develop (Katz 1982). Newly selected board 
members might experience difficulties in the 
beginning of their term in getting familiar 
with company matters and hence their deci-
sion-making capability is limited (Martikainen 
et al. 2015). Hence, the board might not func-
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tion efficiently if board members are changing 
every year. Directors who serve on the board for 
multiple consecutive terms bring expertise, ex-
perience, continuity, and stability to the board, 
as well as a historical perspective that can be 
indispensable in determining the company’s 
strategy (Vafeas 2003, Jones Day 2014). In ad-
dition, longer tenure as a board member helps 
to align the board member’s thinking with the 
objectives of the company and make board 
members work along corporate interests 
(Donaldson and Davis 1991). Although tenure 
is not always a synonyme to older age, studies 
also imply that older individuals exhibit more 
moral reasoning and are more ethical in their 
decisions compared to younger colleagues 
(Ruegger and King 1992, Forte 2004, Post et al. 
2011). In addition, older individuals might also 
be more risk averse in their disclosure choices 
(Martikainen et al. 2016).

On the other side of the coin, board 
members with many years of service may be 
entrenched, lack a fresh perspective, and in-
hibit healthy board turnover (Jones Day 2014). 
More than half of investors around the world, 
including U.S. an Europe, see over-tenured 
board members problematic as, among other 
things, over-tenure can cause the board to 
lack independence (Jones Day 2014, ISS 2016). 
Investors in general considered a tenure of 
more than ten years problematic (ISS 2016). 
In France, a board member that serves on the 
board for more than twelve years is no longer 
considered to be independent, and in the UK, 
the board must publicly state why it believes 
a board member serving beyond nine years is 
still considered to be independent (ICD report 
2014). Lipton and Lorsch (1992) suggest that 
there should be term limits for board mem-
bers as board members may take some of the 
CEO’s tasks over time. 

Board size and gender diversity
Recommendation 8 of the Finnish Corporate 
Governance Code suggests that boards should 
have enough members to allow for efficient 

processing of company matters, and that both 
sexes should be represented in the board. 
Large boards provide the firm with a larger 
pool of resources, skills, experience and ex-
pertise (Alexander et al. 1993, Goodstein et al. 
1994, Bédard et al. 2008, Ntim et al. 2017), and 
additional members should also enhance the 
board’s knowledge base (Karamanou and Va-
feas 2005). A small board may also suffer from 
a lack of competence (Matoussi and Chakroun 
2008). Having both genders represented in the 
board should increase the resources available 
as well. In addition, female board members 
might bring diversity in thinking as women 
tend to consider multiple aspects, including 
ethics, in decision making which in turn should 
improve the board’s ability to make strategic 
decisions (Ruegger and King 1992, Forte 2004, 
Nielsen and Huse 2010a and 2010b, Brunzell 
and Liljeblom 2012) and to direct more atten-
tion to audit and control issues compared to a 
male-only board (Stephenson 2004). 

Board independence
Independence is one measure of diversity, and 
the lack of diversity may lead to a failure and 
weakness of corporate governance in general 
(Handajani et al. 2014). Recommendation 10 
of the Finnish Corporate Governance Code 
suggests that a majority of board members 
should be independent of the company and 
that at least two of such members should be 
independent of significant shareholders of 
the company. 

Existing literature suggests that inde-
pendent board members have more trans-
parent disclosure styles (Ajinkya et al. 2005, 
Miihkinen 2008, Biondi et al. 2009) and they 
are associated with increases in shareholder 
wealth (Rosenstein and Wyatt 1990, Cotter et 
al. 1997). In addition to transparent disclosure 
styles, independent board members have 
positive effects to firm corporate governance 
in general. Independent board members are 
more likely to remove poorly performing 
CEOs and to nominate CEOs from outside the 
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company (Weisbach 1988, Borokhovich et al. 
1996).  

CEO duality 
Regardless of the many benefits of independ-
ent board members some studies question 
them (see e.g. Donaldson and Davis 1994, Eng 
and Mak 2003, Gul and Leung 2004, Adams 
and Ferreira 2007, and Hamed 2014). Inde-
pendent board members may monitor exec-
utive managers too efficiently which tends to 
(i) reduce the need to disclose information to 
investors as a means of control and (ii) may 
make managers less inclined to share infor-
mation with the board (Weisbach 1988, Gul 
and Leung 2004, Adams and Ferreira 2007). 
Non-executive board members are quite de-
pendent on the CEO to provide information to 
them due to limited time spent otherwise on 
corporate matters (Adams and Ferreira 2007). 

Board members, who are also executives 
of the company, may be superior to inde-
pendent board members in formulating firm 
strategy and policy and in maintaining a 
clear strategic focus because of their detailed 
firm-specific knowledge (Muth and Donald-
son 1998, Bédard et al. 2008). Executive board 
members have a daily access to firm-specific 
information, whereas non-executive board 
members must first acquire and then process 
a large amount of information in order to per-
form their duties (Armstrong et al. 2013). The 
inclusion of executive managers in the board 
empowers the manager, enhances the manag-
er’s credibility, and stimulates the manager’s 
motivation to achieve (Muth and Donaldson 
1998, Council on Foundations publication 
2010). It should also be noted that in Finland 
many of the board members who are formally 
independent of the company are executives in 
another company, which makes their mindset 
aligned with executives compared to so called 
“civil cervant” board members (Kostiander 
and Ikäheimo 2012). Hence, also the defini-
tion of independent members may not be 
self-evident.  

Board composition which affects board expertise 

Board committees
Recommendations 14-18 of the Finnish Cor-
porate Governance Code suggest that in order 
to improve the board’s working efficiency the 
board should form committees specialised in 
pre-set topics. Recommendation 16 specifi-
cally recommends that a separate audit com-
mittee should be founded, and the members 
of it should pay special attention to financial 
reporting and internal control. 

According to recommendation 16, mem-
bers of the audit committee should have rele-
vant expertise and experience to perform their 
tasks. In addition, according to recommenda-
tion 16 a majority of the committee members 
should be independent of the company and 
at least one member should be independent 
of the largest shareholders of the company. 
Audit committees have also been documented 
in the academic literature to have a favourable 
impact on firm decisions aimed at enhancing 
shareholder wealth (Dechow et al. 1996). In ad-
dition, managers with expertise are sought for 
advice and they may have significant influence 
on a particular strategic choice (Tushman and 
Scanlan 1981, Yetton and Bottger 1982). 

Board composition which affects board informa-
tion sharing 

Board meetings
Recommendation 12 of the Finnish Corporate 
Governance Code suggests that the board 
should ensure that all members receive 
enough information on company matters. 
Regular board meetings are an efficient chan-
nel for information distribution and they 
allow board members to strategize, discuss, 
and plan (Ntim et al. 2017). Boards who meet 
too rarely may have difficulties in performing 
their duties (Lipton and Lorsch 1992, Ntim et 
al. 2017). According to Carcello et al. (2002) 
board meeting activity complements auditor 
oversight. 
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3.2 Research hypothesis 

Existing studies suggest that certain ways of 
composing the board of directors are more 
efficient than others in promoting transpar-
ency. Elements which improve transparency 
can be divided into elements improving 
board diversity, expertise and information 
sharing. Based on this article, Chapter 3.1, 
the main hypothesis of this study is that in 
an environment where ownership is typically 
concentrated and where large individual 
shareholders are able to extract private infor-
mation from the company, also by means of 
legislation, board composition which follows 
the recommendations of the Finnish Corpo-
rate Governance Code and which increases 
diversity, expertise and information sharing 
between board members is an efficient tool to 
increase voluntary disclosure for the benefit 
of all shareholders. Board composition, as one 
part of a well-structured corporate govern-
ance setting, should work as a complement 
rather than a substitute to high shareholder 
rights. The main hypothesis can be summa-
rized as follows: 
H1:  Board composition which improves di-

versity, expertise and information sharing 
increases voluntary disclosure when own-
ership is concentrated.

4 Research design

4.1 Selection of variables 
Selection of variables measuring board composi-
tion 
Based on the recommendations of the Finnish 
Corporate Governance Code and on existing 
research described in Chapter 3 on board 
composition and corporate disclosure I have 
chosen several variables with which to study 
the main hypothesis of this article. The varia-
bles are grouped to elements which improve 
board diversity, expertise and information 
sharing. Table 1 summarises all explanatory 
and control variables.  

Measures of board diversity 

Existing research suggests that independent 
board members may have a positive effect to 
disclosure. Independent board members have 
been documented to be more likely to issue a 
forecast (Ajinkya et al. 2005, Karamanou and 
Vafeas 2005, Truong and Dunstan 2011), the 
forecasts tend to have smaller errors (Ajinkya 
et al. 2005, Karamanou and Vafeas 2005, Mnif 
2009, Truong and Dunstan 2011) and the fore-
casts tend to be less optimistic (Mnif 2009, 
Truong and Dunstan 2011). In addition, inde-
pendent board members have been shown 
to increase the issuance of non-financial re-
porting, make companies publish financial 
reports earlier and decrease financial fraud 
in financial reports (Beasley 1996, Dechow 
et al. 1996, Klein 2002, Sengupta 2004, Rao 
et al. 2012). However, certain studies suggest 
that independent board members may prac-
tice too much monitoring which decreases 
the amount of information shared between 
executive managers and the board (Eng and 
Mak 2003, Gul and Leung 2004, Adams and 
Ferreira 2007, Hamed 2014). As financial 
forecasts require detailed information of the 
financial situation of the company a decrease 
in information flow could be particularly visi-
ble in the disclosure of forecasts (Penno 1996, 
Karamanou and Vafeas 2005). 

Some studies recommend that the CEO 
should be a board member (Bédard et al. 
2008, Council on Foundations publication 
2010). CEO’s dual role empowers and moti-
vates the CEO which should improve company 
performance (Muth and Donaldson 1998). 
In addition, CEOs are typically quite tightly 
linked to board decision-making (Kostiander 
and Ikäheimo 2012). The formal inclusion of 
the CEO to board may make board decisions 
more informed and may hence allow more 
transparent corporate disclosure (Biondi et 
al. 2009, Council on Foundations publication 
2010). However, recommendation 20 of the 
Finnish Corporate Governance Code suggests 
that the CEO should not be elected as the 
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chairman of the board. 
Previous research has mainly received 

negative or insignificant results between 
the CEO dual role and corporate disclosure 
(see e.g. Gul and Leung 2004, Ajinkya et al. 
2005, Cheng and Courtenay 2006, Bédard et 
al. 2008, Mnif 2009, Ahmad-Zaluki and Wan 
Hussin 2010, Allegrini and Greco 2013, Ntim et 
al. 2017). However, existing research is mostly 
based on the agency theory which looks at 
the relationship between the board and the 
CEO from the monitoring angle rather than 
from the viewpoint of information sharing 
(Fama 1980, Jensen 1993, Hermalin and Weis-
bach 2003). As independent board members 
and CEO dual role might improve corporate 
disclosure they are measured with variables 
NON_EXEC, which is a continuous variable 
describing the percentage of non-executive 
board members, INDEP_SHARE, which is a 
continuous variable describing the percent-
age of board members who are independent 
of the large shareholders of the company, 
and CEO_DUAL, which is a dummy variable 
denoted one if the CEO is a board member. 
As CEO dual role might be more likely when 
the CEO is also a founder of the company I 
control for the founder effect with a variable 
FOUNDER (see e.g. Lee et al. 2016).  

Previous research suggests that board ten-
ure may affect corporate disclosure although 
the direction of the effect is not clear. In the 
field of mandatory disclosure, Beasley (1996) 
documents that longer tenured board mem-
bers are associated with decreased financial 
fraud. Long tenured board members are also 
suggested to increase the frequency of board 
interaction and board information exchange 
which may lead to better disclosure (Ruther-
ford and Buchholtz 2007). In addition, older 
members may favor more transparent disclo-
sure styles (Post et al. 2011, Handajani et al. 
2014). In Finland, boards with many newcom-
ers have been associated with lower levels of 
risk disclosure (Martikainen et al. 2015). 

Certain studies, however, find that a 

longer tenure of board members has a neg-
ative effect to corporate disclosure (see e.g. 
Handajani et al. 2014). Increased tenure may 
reduce intra-group communication and iso-
late groups from key information sources 
(Katz 1982). According to Katz (1982) tenure is 
first associated with an increase in group per-
formance but then, after a tenure of five years, 
group performance decreases. Practitioners 
have also raised their concern of over-tenured 
directors (Jones Day 2014, ISS 2016). Recom-
mendation 5 of the Finnish Corporate Govern-
ance Code recommends that board members 
are selected for a term of one year. I measure 
board tenure and age with two continuous 
variables TENURE and AGE.   

While board gender diversity has been 
the interest of many existing studies, the rela-
tionship between women and corporate dis-
closure is not clear. Existing research suggests 
that female board members may improve 
disclosure because women consider multi-
ple aspects in decision-making which makes 
strategic decision-making easier (Nielsen and 
Huse 2010a and 2010b, Brunzell and Liljeblom 
2012). 

Ntim et al. (2017) suggest that boards with 
a higher proportion of female members dis-
close more voluntary information in annual 
reports. Nalikka (2009) who uses a sample of 
Finnish listed companies fails to find a signif-
icant effect between the proportion of female 
board members and voluntary disclosure in 
annual reports (see also Ntim et al. 2013 for 
an insignificant relationship). Adams and 
Ferreira (2009), on the other hand, suggest 
that boards with both female and male mem-
bers allocate more effort to monitoring. As 
suggested earlier, too strong monitoring may 
decrease the information exchange between 
board members and executive managers 
which could have a negative effect on disclo-
sure.  Omran and Abdelrazik (2013) encour-
age more examination on women’s effect to 
voluntary disclosure. 

Existing research has commonly stud-
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ied the effect of women to transparency and 
board work in general by employing a per-
centage of female board members as a varia-
ble under examination. Assuming that female 
directors speak out their opinion and become 
legitimate members of the group, as they do 
according to Mathisen et al. (2013), diversity 
in communication and decision-making 
should be increased already by the addition 
of one female to a male-only board. As exist-
ing research has found that female members 
could improve the transparency of corporate 
disclosure I measure the presence of female 
board members with a dummy variable FE-
MALE denoted one if there is at least one 
woman on board. 

Many existing studies support the pos-
itive association between increase in board 
size and voluntary disclosure (see e.g, Beekes 
and Brown 2006, Laksmana 2008, Truong 
and Dunstan 2011, Akhtaruddin and Rouf 
2012, Al-Janadi et al. 2013, Allegrini and Greco 
2013, Qu et al. 2015, and Ntim et al. 2017). 
Some studies, however, find the relationship 
between disclosure and board size insignif-
icant (Arcay and Vázques 2005, Karamanou 
and Vafeas 2005, Lakhal 2005, Cheng and 
Courtenay 2006, Bédard et al. 2008, Matoussi 
and Chakrou 2008, Ahmad-Zaluki and Wan 
Hussin 2010, Sartawi et al. 2014) or even neg-
ative (Mnif 2009, Truong and Dunstan 2011). 
Although the results of existing literature are 
contradictory, recommendation 8 of the Finn-
ish Corporate Governance Code suggests that 
boards should have enough members to allow 
for efficient processing of company matters. 
Hence, I measure board size with a continu-
ous variable BOARD_SIZE. 

Measures of board expertise
Recommendation 16 of the Finnish Corporate 
Governance Code suggests that the board 
should have a separate audit committee the 
members of which should focus special atten-
tion towards internal control and accounting 
matters. In the field of voluntary disclosure 

previous research has typically focused on the 
composition of audit committees (see e.g. Kar-
amanou and Vafeas 2005, Ahmad-Zaluki and 
Wan Hussin 2010, and Truong and Dunstan 
2011). However, audit committees should be 
quite homogeneous across companies due to 
recommendation 16 of the Finnish Corporate 
Governance Code which includes require-
ments towards audit committee members. 

Papers by Bédard et al. (2008), Miihkinen 
(2008) and Allegrini and Greco (2013) exam-
ine the relationship between audit committee 
presence and corporate disclosure but fail 
to find a significant relationship between 
these two. However, as boards with an audit 
committee should be better aware of the com-
pany’s financial situation due to increased at-
tention paid towards financial matters of the 
company, I examine the effect of audit com-
mittee to corporate disclosure with a dummy 
variable AUDIT_CMT denoted one if the board 
has established an audit committee. 

Legal knowledge 
In addition to knowledge of financial and 
accounting matters, informative and well-
planned corporate disclosure necessitates un-
derstanding of securities regulation and legal 
aspects, including risks and consequences of 
corporate disclosure. Xing et al. (2017) sug-
gest that boards who have secretaries with le-
gal expertise tend to disclose more forecasts. 
As legal consideration may impact corporate 
disclosure decisions, the legal understanding 
of the board is measured with a dummy vari-
able LEGAL denoted one if at least one of the 
board members has a legal education. 

Measure of information sharing
Recommendation 12 of the Finnish Corporate 
Governance Code puts forward that knowl-
edge needs to be shared efficiently between 
board members. Previous research mainly 
suggests that increased meetings have a 
positive effect to the disclosure of forecasts 
(Laksmana 2008, Truong and Dunstan 2011 
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Allegrini and Greco 2013; but Karamanou and 
Vafeas 2005 fail to find a significant relation-
ship). Lipton and Lorsch (1992) suggest that 
the optimal amount for meetings would be 
8-12 per year which should allow the board 
to properly carry out its monitoring function 
(see also Vafeas 1999). Hence, I measure board 
meeting frequency with a dummy variable 
MEET denoted one if the board meets on aver-
age every month. 

Selection of control variables 

Previous literature suggests that larger com-
panies disclose more earnings forecasts (Ru-
land 1979, Cox 1985, Lev and Penman 1988, 
Kasznik and Lev 1995, Ajinkya et al. 2005) 
which is why company size is controlled for 
with a continuous variable FIRM_SIZE. Also, 
previous literature suggests that future pros-
pects of the company affect the choice of 
disclosure precision (Penno 1996, Kanto and 
Schadewitz 2003). Firms with good prospects 
tend to provide generic information in order 
to “not rock the boat” with too much details, 
while companies with poor prospects would 
disguise investors with precise wordings 
(Penno 1996, Kanto and Schadewitz 2003). 
Also, as analysts have difficulties in forecast-
ing earnings for firms making losses (Brown 
2001, Ajinkya et al. 2005, Spohr 2015 and 2017) 
the board of directors might suffer from sim-
ilar difficulties. Since existing studies suggest 
that the prospects and insecurity of the future 
might affect the board’s disclosure decisions, I 
control the financial insecurity with a dummy 
variable LOSS denoted one if the company 
makes a loss in the accounting period. 

The signalling theory also suggests that 
share valuation might affect disclosure deci-
sions. Companies with an undervalued share 
might be more motivated to disclose infor-
mation to shareholders to signal that their 
company is worth investing, while companies 
with an overvalued share would not have such 
incentives (Watts and Zimmerman 1986, 165-

166). I measure share under- and overvalua-
tion with a dummy MKBK where one means 
that the market-to-book ratio is above one, i.e. 
the share is overvalued, also used in Bamber 
and Cheon (1998).

As shareholding might affect disclosure 
(see e.g. Bamber and Cheon 1998, Ajinkya et 
al. 2005), I measure shareholding with three 
variables. Because large shareholders have 
means to decrease the information asymme-
try gap without public disclosure the con-
centration of ownership at 10% threshold is 
controlled with a dummy variable 10%SHR 
where one means that the company has share-
holders with a stake larger than ten per cent. 
In addition, executive managers’ share own-
ership in the company has been documented 
to increase voluntary disclosure in annual 
reports because of alignment with sharehold-
ers’ interests (Barros et al. 2013, Martikainen et 
al. 2015). I measure the CEO’s share ownership 
with a continuous variable CEOSHR. Finally, 
as existing research has found a positive re-
lationship between corporate disclosure and 
foreign ownership (Miihkinen 2013, Martika-
inen et al. 2015) I measure the percentage of 
foreign ownership with a continuous variable 
FORSHR. Last, prior research suggests that 
firms using Big Four auditors tend to have 
better disclosure (Lang and Lundholm 1993) 
which is why the choice of auditor is con-
trolled with a dummy variable BIG4 denoted 
one if the company’s financial statement is 
audited by one of the Big Four auditors. 

4.2 Data 
To examine the association between voluntary 
disclosure and board composition I hand-col-
lected board data from annual reports and 
corporate governance statements of Finnish 
listed companies and data on financial fore-
casts from the financial statement releases of 
the same companies, all data being for years 
2006-2013. Financial data is withdrawn from 
Amadeus database and hand-collected share-
holding data from Finnish listed companies’ 
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annual reports. Financial forecasts are used as 
an indicator for voluntary disclosure because 
forecasts are both important for investors and, 
do to their disclosure being voluntary, reflect 
board composition particularly well (Kara-
manou and Vafeas 2005, Hirst et al. 2008). In 
addition to earnings forecasts, which allow 
investors to estimate the company’s future 
earnings, I examine revenue forecasts as they 
are often disclosed in addition to or as a sub-
stitute to earnings forecasts (Lacina 2006, Bo-
zanic et al. 2015), they make earnings forecasts 
more credible (Hutton et al. 2003), they revise 
investors’ expectations and they provide in-
vestors with incremental information on the 
company’s financial future (Ajinkya and Gift 
1984, Lacina 2006). 

I initially included in the sample all com-
panies which had their share on NASDAQ 
OMX Helsinki main list on the 31st of Decem-
ber 2013 and which had been quoted on or 
before the 1st of January 2011. I excluded com-
panies which had changed accounting years 
during the sample period, companies with no 
financial data available in Amadeus database 
and companies which disclosed financial 
forecasts of individual business units instead 
of the entire listed entity. I ended up with a 
final sample of 794 firm years and 103 com-
panies. I classified the sample according to 
whether the company disclosed a revenue or 
an earnings forecast or both, and then divided 
the forecasts into quantitative estimates (such 
as “revenue is estimated to be MEUR 100”) and 
qualitative estimates (such as “earnings are 
estimated to grow”). 

4.3 Regressions
Based on existing research and the variables 
presented above, I analyse the association be-
tween board composition and voluntary dis-
closure in company i year t with the following 
binary logistic regression using pooled data. 
Variables NON_EXEC, INDEP_SHARE, CEO_
DUAL, AGE, TENURE, FEMALE and BOARD 
SIZE measure board diversity, while variables 

AUDIT_CMT and LEGAL measure board exper-
tise. The variable MEET is an indicator for in-
formation sharing between board members. 
Variables and their selection are described 
above in Sections 4.1-4.2, and a summary of all 
variables is presented in Table 1. 

The dependent variable FORECAST meas-
ures the disclosure of forecasts and forecast 
precision in five different models where all 
dependent variables are dummies. Models 1-3 
examine the frequency of forecast disclosure. 
Model 1 examines whether a revenue forecast 
is disclosed (REVFOR_FREQ), model 2 whether 
an earnings forecast is disclosed (EARFOR_
FREQ), and model 3 whether the financial 
statement release includes an estimate of 
both earnings and revenue development or 
not (BOTH_FREQ). Model 4 and model 5, on 
the other hand, examine whether the revenue 
or earnings forecast is quantitative (REVFOR_
NUM and EARFOR_NUM, respectively). 

5 Results
This section summarizes the descriptive sta-
tistics as well as the main regression results 
completed with the results of the robustness 
check for examining the relationship between 
board composition and voluntary disclosure. 

5.1 Descriptive statistics 
Table 2 presents the statistics regarding board 
of directors, and Table 3 the statistics on fi-
nancial forecasts. The statistics describe the 
entire available sample. Table 2 suggests that 
on average a majority of board members are 
independent of the company, and/or of the 
large shareholders of the company, which is 
in line with recommendation 10 of the Finn-
ish Corporate Governance Code. The statistics 
are similar to existing studies using Finnish 
data (see e.g. Miihkinen 2008, Kostiander 
and Ikäheimo 2012, and Martikainen et al. 
2015) and data from common law countries 
(Ajinkya et al. 2005, Karamanou and Vafeas 
2005, Truong and Dunstan 2011). 

Interestingly, the range of board members 
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Table 1. Variable definitions for regression models 1-5 examining the association between board composition and voluntary disclo-
sure of forecasts.
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who are independent of large shareholders 
of the company varies from zero percent to 
one hundred percent. In other words, in some 
companies all board members are associated 
with majority shareholders while in others 
they are all independent of them. While there 
is also variation in the percentage of non-ex-
ecutive board members the data suggests 
there are no extremes. 

According to Table 3 the CEO is not often 
a board member, which is in line with recom-

mendation 20 of the Finnish Corporate Gov-
ernance Code regarding the separation of the 
CEO and the board of directors, and with what 
is suggested by Kostiander and Ikäheimo 
(2012), nor is the CEO often a founder of the 
company. Existing research suggests that CEO 
dual role is more common in e.g. Canada and 
Italy (Bédard et al. 2008, Allegrini and Greco 
2013). 

The average board size is six members, 
which corresponds to Nalikka (2009) whose 

Table 2. Descriptive statistics of independent variables for a sample of Finnish listed companies for years 2006-2013. 

VARIABLE N MEAN SD MIN MAX VIF

Continuous

NON_EXEC 713 84.95% 19.99% 16.67% 100.00% 1.699

INDEP_SHARE 649 75.74% 21.74% 0.00% 100.00% 2.031

AGE 756 54.3 4.2 38 68 1.402

TENURE 738 6.4 3.7 0.8 23 2.194

BOARD_SIZE 754 6.2 1.4 3 11 2.002

FIRM_SIZE (MEUR) 794 1 396.3 3 062.5 3.7 24 628.0 3.511

CEOSHR 581 3.09% 9.84% 0.00% 78.93% 2.195

FORSHR 744 18.58% 20.69% 0.00 93.08% 2.042

N (DUMMY=1) %

Discrete

CEO_DUAL 127 16.9% 2.431

AUDIT_CMT 416 55.8% 1.638

LEGAL 390 51.2% 1.244

FEMALE 537 67.6% 1.256

MEET 456 63.2% 1.231

FOUNDER 68 8.5% 3.576

MKBK 236 30.6% 1.325

LOSS 208 26.2% 1.218

BIG4 714 96.5% 1.513

10%SHR 613 77.2% 1.440

This table presents the descriptive statistics for board data and data concerning the control variables for a sample 
of Finnish listed companies. Variables are defined in Table 1. N denotes the number of valid firm-year observa-
tions, and N(DUMMY=1) denotes the number of observations where the dummy is one. The descriptive statistics 
analyse the entire sample, and as all data has not been available for each company at each observation point the 
number of observations (N and DUMMY=1) differs between variables. Data cover years from 2006 to 2013. 



64

NJB Vol. 67 , No. 1 (Spring 2018) Laininen

sample also consists of Finnish listed com-
panies. Most boards have female members, 
which is in line with recommendation 8 of 
the Finnish Corporate Governance Code. It 
seems that the percentage of female mem-
bers has grown as time has passed consider-
ing that Nalikka (2009) found that less than 
half of boards had female members during 
2005-2007. In compliance with recommenda-
tion 16 of the Finnish Corporate Governance 
Code most of the boards have a separate au-
dit committee. Miihkinen (2008) documents 
that only one fifth of Finnish boards had an 
audit committee during 2004-2005, meaning 
that audit committees have become more 
common during time. According to Table 2, 
the average age of board members is 54 years, 
and the average tenure of board members is 
about six years. Also, Table 3 suggests that le-
gal education is quite popular among board 
of directors as more than half of boards have 
legally educated members. According to Ta-
ble 3 boards meet quite actively, most of the 
boards meet on average at least once a month. 

The average company size is 1.4 billion 
measured by total asset of the company. 
Most companies are undervalued, i.e. their 
market-to-book ratio is below one. Almost 
all companies use a Big4 auditor, which is a 
bit more than what is documented in Miih-
kinen (2008). As already suggested by e.g. La 
Porta et al. (1999) it seems that shareholding 
is quite concentrated in Finland. The descrip-
tive statistics in Table 3 suggest that fewer 
than one in four of listed companies in Fin-
land are widely held. Interestingly though, 
the CEO holds on average quite low stakes of 
company shares. Foreign owners hold on av-
erage one fifth of shares, which is similar to 
Miihkinen (2012) and (2013). 

According to Table 3, Finnish listed com-
panies disclose forecasts quite frequently. A 
majority of the financial statement releases 
disclosed under chapter 2 section 6a of the 
Securities Markets Act (26.5.1989/495) include 
a revenue or an earnings forecast. The statis-

tics are similar to a study by Schadewitz and 
Kanto (2002) who found that 92% of Finnish 
listed companies issue outlooks in their in-
terim reports. Disclosing forecasts is a way 
to signal the high quality of the company 
and hence to reduce the cost of capital (True-
man 1986, Healy and Palepu 2001). It is also a 
practice rather easily copied by competitors. 
Hence, it is not as such surprising that the 
practice of disclosing forecasts has spread to 
cover a majority of companies. 

Most of the disclosed forecasts are quali-
tative and do not include a numeric estimate, 
and this is the case particularly with earnings 
forecasts. In general, the disclosure of fore-
casts has increased quite steadily during the 
observation period, and the increase is seen 
as a larger amount of qualitative forecasts 
(Table 2). The results are similar to Schade-
witz and Kanto (2002) who report that only 
1.5% of companies disclose earnings-per-
share estimates in their interim reports, while 
almost 92% disclose other types of outlook.

The percentage of quantitative forecasts 
has stayed rather unchanged during the sam-
ple period except for years 2009 and 2010 
during which the frequency of quantitative 
forecasts dropped and the amount of no fore-
cast observations increased. In addition, year 
2009 shows a large drop in the percentage 
of companies who disclose both an earnings 
and a revenue forecast at the same release. 
These years fall in the period of the global 
economic crisis. In line with the trend, also 
the percentage of companies who disclose 
both an earnings and a revenue forecast in 
their financial statement release has almost 
doubled during the observation period. 

Certain differences can be spotted be-
tween the Finnish data and the data collected 
from common law countries in existing stud-
ies. Finnish companies seem to be more active 
in disclosing forecasts than companies in the 
U.S. Research made in the U.S. suggests that 
less than half of listed companies disclose an 
earnings forecast (Han and Wild 1991, Ajinkya 
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Table 3. Descriptive statistics of the entire sample of forecasts disclosed by Finnish listed companies in their 
financial statement releases during 2006-2013.
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et al. 2005, Lu and Tucker 2012, Factset 2016). 
The frequency of revenue forecast dis-

closure in the U.S. is not clear as previous 
research has mostly examined earnings fore-
casts (Lu and Tucker 2012, Bozanic et al. 2015). 
It is, however, estimated that non-earnings 
statements are twice as common as earnings 
forecasts, in which case the Finnish data 
would be comparable to the U.S. data (Bo-
zanic et al. 2015). 

It seems that Finnish companies disclose 
mainly qualitative forecasts, but companies in 
the common law countries are more inclined 
towards quantitative estimates (see e.g. Bagin-
ski and Hassell 1997, and Ajinkya et al. 2005 
for U.S. research, Truong and Dunstan 2011 
for data from New Zeeland, and Baginski et 
al. 2002 for data from U.S. and Canada). The 
difference in disclosure precision could be at 

least partly explained by differences in clas-
sification according to shareholder rights. La 
Porta et al. (1999) classify twenty-four coun-
tries according to the level of shareholders 
rights, including e.g. general meeting formali-
ties, and Finland belongs in their classification 
to a different class than U.S., Canada and New 
Zealand. In addition, there might be certain 
differences in the litigation culture. In U.S. and 
Canada, the barrier for securities litigation is 
comparably low (see e.g. Baginski and Hassell 
1997, Baginski et al. 2002, Ajinkya et al. 2005), 
while New Zealand (Truong and Dunstan 2011) 
and Finland can, in general, be described as 
low litigation risk countries.  

Table 4 summarizes the correlations be-
tween variables. Spearman correlations vary 
from -0.430 between firm size and the per-
centage of shares held by the CEO to 0.669 be-

Table 4. Correlation matrix for variables

This table presents Spearman (Pearson) correlations below (above) the diagonal. Correlation analysis is ran for the entire sample, and     hence the number of observations may differ across variables. Data cover years from 2006 to 2013. Correlations significant at the 1% 
confidence level are reported in bold. For variable definitions see Table 1.

VARIABLE NON-EXEC INDEP_SHARE CEO_DUAL FOUNDER AGE TENURE BOARD_SIZE AUDIT_CMT LEGAL FEMALE MEET FIRMSIZE LOSS MKBK BIG4 CEO SHR FORSHR 10%SHR

NON-EXEC 0.550 -0.291 -0.259 0.087 -0.459 0.204 0.290 0.159 0.119 0.041 0.288 -0.077 -0.034 0.303 -0.215 0.157 -0.171

INDEP_SHARE 0.451 -0.165 -0.179 0.106 -0.468 0.247 0.334 0.053 0.178 0.056 0.369 -0.051 -0.002 0.257 -0.138 0.186 -0.408

CEO_DUAL -0.386 -0.191 0.592 0.026 0.275 0.055 -0.178 0.053 -0.018 -0.105 -0.062 0.068 -0.034 -0.277 0.508 0.132 0.063

FOUNDER -0.313 -0.204 0.592 -0.114 0.267 -0.148 -0.215 0.058 -0.077 -0.045 -0.230 0.126 -0.098 -0.388 0.681 -0.117 -0.117

AGE 0.062 0.125 0.038 -0.111 0.035 0.248 0.192 -0.060 0.038 -0.123 0.361 -0.070 -0.062 -0.010 -0.139 -0.285 -0.011

TENURE -0.311 -0.286 0.255 0.189 0.092 -0.161 -0.347 0.002 -0.017 -0.170 -0.236 -0.145 -0.032 -0.406 0.024 -0.230 0.156

BOARD_SIZE 0.168 0.248 0.062 -0.120 0.256 -0.040 0.471 0.145 0.334 -0.135 0.640 -0.007 -0.090 0.275 -0.249 0.386 -0.096

AUDIT_CMT 0.269 0.313 -0.178 -0.215 0.192 -0.294 0.476 0.145 0.171 -0.013 0.560 -0.013 0.005 0.212 -0.239 0.306 -0.048

LEGAL 0.106 0.031 0.053 0.058 -0.065 -0.016 0.152 0.145 -0.030 0.027 0.129 0.043 -0.043 0.026 -0.034 0.093 -0.132

FEMALE 0.122 0.179 -0.018 -0.077 0.044 0.013 0.342 0.171 -0.030 -0.076 0.310 -0.076 0.027 0.047 -0.127 0.148 -0.059

MEET 0.030 0.027 -0.105 -0.045 -0.127 -0.141 -0.163 -0.013 0.027 -0.076 -0.179 0.128 -0.088 0.072 0.070 -0.088 -0.105

FIRMSIZE 0.259 0.358 -0.085 -0.247 0.380 -0.146 0.620 0.559 0.123 0.307 -0.166 -0.181 -0.118 0.194 -0.293 0.574 -0.122

LOSS -0.062 -0.067 0.068 0.126 -0.070 -0.157 -0.005 -0.013 0.043 -0.076 0.128 -0.198 -0.208 0.001 0.178 -0.131 0.116

MKBK -0.037 -0.007 -0.034 -0.098 -0.061 0.002 -0.101 -0.005 -0.043 0.027 -0.088 -0.101 -0.208 0.098 -0.031 0.087 0.01

BIG4 0.254 0.210 -0.277 -0.377 0.014 -0.267 0.233 0.212 0.026 0.047 0.072 0.209 0.001 0.098 -0.292 0.107 -0.093

CEOSHR -0.258 -0.182 0.374 0.467 .0.145 0.074 -0.223 -0.278 -0.078 -0.090 0.123 -0.430 0.162 -0.104 -0.189 -0.109 0.155

FORSHR 0.170 0.276 0.072 -0.113 -0.113 0.303 0.416 0.363 0.028 0.199 -0.103 0.669 -0.164 0.092 0.154 -0.277 -0.232

10%SHR -0.156 -0.458 0.063 0.124 0.124 -0.002 -0.069 -0.048 -0.132 -0.059 -0.105 -0.128 0.116 0.001 -0.093 0.145 -0.217
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tween firm size and the percentage of shares 
held by foreign investors (Table 4). Other cor-
relations above 0.500 exist between company 
size and board size, between CEO dual role 
and CEO being a founder of the company, and 
between company size and the board having a 
separate audit committee. 

There is a risk that variables that are corre-
lated above the level of 0.500 cause problems 
with multicollinearity. Such variables in-
clude especially FIRM_SIZE, AUDIT_CMT and 
BOARD_SIZE. However, none of the VIF-values 
presented in Table 3 are above five, which 
is typically considered a threshold for too 
high correlation. The highest VIF-value, 3.511 
and 3,576, is for the variable FIRM_SIZE, and 
FOUNDER, respectively, but all other VIF-val-
ues are below three.  

5.2 Main regression results
Table 5 and Table 6 report the regression re-
sults for estimating the relationship between 
board composition and voluntary disclosure 
of forecasts (models 1-5). In order to ensure 
robustness, the regression analysis is ran only 
for observations where there is no missing 
data. In general terms, the regression results 
suggest that in an environment of concen-
trated ownership board composition which 
follows the recommendations of the Finnish 
Corporate Governance Code improves cor-
porate voluntary disclosure of forecasts. Es-
pecially composition which improves board 
diversity, expertise and information sharing 
seems to have a positive association with 
voluntary disclosure of forecasts. Models 1-3 
fit the data reasonably well. In models 1-3, 
more than ninety percent of observations are 

This table presents Spearman (Pearson) correlations below (above) the diagonal. Correlation analysis is ran for the entire sample, and     hence the number of observations may differ across variables. Data cover years from 2006 to 2013. Correlations significant at the 1% 
confidence level are reported in bold. For variable definitions see Table 1.

VARIABLE NON-EXEC INDEP_SHARE CEO_DUAL FOUNDER AGE TENURE BOARD_SIZE AUDIT_CMT LEGAL FEMALE MEET FIRMSIZE LOSS MKBK BIG4 CEO SHR FORSHR 10%SHR

NON-EXEC 0.550 -0.291 -0.259 0.087 -0.459 0.204 0.290 0.159 0.119 0.041 0.288 -0.077 -0.034 0.303 -0.215 0.157 -0.171

INDEP_SHARE 0.451 -0.165 -0.179 0.106 -0.468 0.247 0.334 0.053 0.178 0.056 0.369 -0.051 -0.002 0.257 -0.138 0.186 -0.408

CEO_DUAL -0.386 -0.191 0.592 0.026 0.275 0.055 -0.178 0.053 -0.018 -0.105 -0.062 0.068 -0.034 -0.277 0.508 0.132 0.063

FOUNDER -0.313 -0.204 0.592 -0.114 0.267 -0.148 -0.215 0.058 -0.077 -0.045 -0.230 0.126 -0.098 -0.388 0.681 -0.117 -0.117

AGE 0.062 0.125 0.038 -0.111 0.035 0.248 0.192 -0.060 0.038 -0.123 0.361 -0.070 -0.062 -0.010 -0.139 -0.285 -0.011

TENURE -0.311 -0.286 0.255 0.189 0.092 -0.161 -0.347 0.002 -0.017 -0.170 -0.236 -0.145 -0.032 -0.406 0.024 -0.230 0.156

BOARD_SIZE 0.168 0.248 0.062 -0.120 0.256 -0.040 0.471 0.145 0.334 -0.135 0.640 -0.007 -0.090 0.275 -0.249 0.386 -0.096

AUDIT_CMT 0.269 0.313 -0.178 -0.215 0.192 -0.294 0.476 0.145 0.171 -0.013 0.560 -0.013 0.005 0.212 -0.239 0.306 -0.048

LEGAL 0.106 0.031 0.053 0.058 -0.065 -0.016 0.152 0.145 -0.030 0.027 0.129 0.043 -0.043 0.026 -0.034 0.093 -0.132

FEMALE 0.122 0.179 -0.018 -0.077 0.044 0.013 0.342 0.171 -0.030 -0.076 0.310 -0.076 0.027 0.047 -0.127 0.148 -0.059

MEET 0.030 0.027 -0.105 -0.045 -0.127 -0.141 -0.163 -0.013 0.027 -0.076 -0.179 0.128 -0.088 0.072 0.070 -0.088 -0.105

FIRMSIZE 0.259 0.358 -0.085 -0.247 0.380 -0.146 0.620 0.559 0.123 0.307 -0.166 -0.181 -0.118 0.194 -0.293 0.574 -0.122

LOSS -0.062 -0.067 0.068 0.126 -0.070 -0.157 -0.005 -0.013 0.043 -0.076 0.128 -0.198 -0.208 0.001 0.178 -0.131 0.116

MKBK -0.037 -0.007 -0.034 -0.098 -0.061 0.002 -0.101 -0.005 -0.043 0.027 -0.088 -0.101 -0.208 0.098 -0.031 0.087 0.01

BIG4 0.254 0.210 -0.277 -0.377 0.014 -0.267 0.233 0.212 0.026 0.047 0.072 0.209 0.001 0.098 -0.292 0.107 -0.093

CEOSHR -0.258 -0.182 0.374 0.467 .0.145 0.074 -0.223 -0.278 -0.078 -0.090 0.123 -0.430 0.162 -0.104 -0.189 -0.109 0.155

FORSHR 0.170 0.276 0.072 -0.113 -0.113 0.303 0.416 0.363 0.028 0.199 -0.103 0.669 -0.164 0.092 0.154 -0.277 -0.232

10%SHR -0.156 -0.458 0.063 0.124 0.124 -0.002 -0.069 -0.048 -0.132 -0.059 -0.105 -0.128 0.116 0.001 -0.093 0.145 -0.217
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Table 5. Board composition and forecast frequency: Pooled binary logistic regression results for a sample of assessments of the 
future collected from Finnish listed companies financial statement releases for years 2006-2013.

MODEL 1 MODEL 2 MODEL 3

DEPENDENT 
VARIABLE REVENUE EARNINGS BOTH

SAMPLE 
RESTRICTION TOTAL SAMPLE TOTAL SAMPLE TOTAL SAMPLE

VARIABLE B P B P B P

NON_EXEC 0.017* 0.059 0.011 0.255 0.022** 0.010

INDEP_SHARE 0.008 0.345 0.019** 0.037 0.009 0.247

CEO_DUAL 0.950* 0.099 1.697** 0.010 1.551*** 0.004

FOUNDER -0.338 0.695 1.649 0.139 0.714 0.399

AGE -0.070* 0.088 -0.010 0.819 -0.015 0.700

TENURE 0.029 0.605 -0.187*** 0.004 -0.042 0.427

FEMALE 0.091 0.786 0.179 0.617 0.091 0.768

BOARD_SIZE 0.122 0.361 -0.113 0.449 0.091 0.455

AUDIT_CMT 0.437 0.228 0.692* 0.077 0.828** 0.013

LEGAL -0.244 0.424 0.401 0.230 -0.209 0.448

MEET 0.405 0.163 1.053*** 0.001 0.786*** 0.004

FIRMSIZE 0.061 0.685 0.155 0.366 -0.085 0.539

LOSS 0.297 0.377 0.217 0.576 0.103 0.745

MKBK 0.520 0.149 -0.109 0.769 -0.093 0.768

BIG4 -0.405 0.666 -0.832 0.456 -0.051 0.952

CEOSHR 0.004 0.882 -0.072*** 0.007 -0.034 0.110

FORSHR -0.010 0.248 -0.016* 0.097 -0.008 0.334

10%SHR -0.146 0.703 0.710 0.112 0.072 0.839

Constant 22.035 1.000 17.257 1.000 -24.960 1.000

Year controls Yes Yes Yes

Industry controls Yes Yes Yes

N 454 454 454

Pseudo 0.317 0.359 0.319

Correctly class (%) 93.8 95.0 90.0

This table presents the results of a pooled binary logistic regression analysis on the likelihood that the company discloses a revenue or 
earnings forecast or both (models 1-3 respectively ) for a sample of assessments of the future collected from Finnish listed companies’ 
financial statement releases for years 2006-2013. B denotes for the beta coefficient of each explanatory variable. P denotes for the p-value 
of the coefficient. N denotes the number of valid firm-year observations per model. The regression analysis is ran only for observations with 
no missing values which is why the number of observations (N) does not correspond with the number of observations in Table 2 and Table 
3. Data cover years from 2006 to 2013. See Table 1 for variable definitions. 
*Significant at the 10% level.
**Significant at the 5% level. 
***Significant at the 1% level. The tests are two-tailed.
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Table 6. This table presents the results of a pooled binary logistic regression analysis on the likelihood that the disclosed 
forecast is quantitative (models 4-5) given a certain board composition for a sample of assessments of the future collected 
from Finnish listed companies financial statement releases for years 2006-2013.

MODEL 4 MODEL 5

DEPENDENT VARIABLE REVENUE EARNINGS
SAMPLE RESTRICTION TOTAL SAMPLE TOTAL SAMPLE

VARIABLE B P B P

NON_EXEC 0.000 0.991 0.008 0.664

INDEP_SHARE 0.016 0.177 0.011 0.435

CEO_DUAL 1.652** 0.014 2.244*** 0.002

FOUNDER -1.795 0.179 -1.302 0.494

AGE -0.069 0.233 -0.122 0.136

TENURE -0.210** 0.023 -0.084 0.488

FEMALE 0.616 0.218 0.306 0.613

BOARD_SIZE 0.065 0.715 0.169 0.398

AUDIT_CMT -0.299 0.508 -0.958 0.091

LEGAL 0.352 0.352 -0.288 0.532

MEET -0.289 0.450 0.110 0.813

FIRMSIZE 0.264 0.142 0.439* 0.059

LOSS 0.215 0.633 -0.361 0.510

MKBK 0.726* 0.080 0.719 0.152

BIG4 0.383 0.801 16.853 0.999

CEOSHR 0.014 0.688 -0.085 0.349

FORSHR 0.015 0.215 0.001 0.948

10%SHR 1.157* 0.035 0.650 0.253

Constant -22.981 0.999 -39.567 0.999

Year controls Yes Yes

Industry controls Yes Yes

N 336 361

Pseudo 0.388 0.340

Correctly class (%) 35.5 28.9

This table presents the results of a pooled binary logistic regression analysis on the likelihood that the disclosed forecast is 
quantitative (models 4-5) given a certain board composition results for the sample of assessments of the future collected from 
Finnish listed companies financial statement releases years for 2003-2103. B denotes for the beta coefficient of each expla-
natory variable. P denotes for the p-value of the coefficient. N denotes the number of valid firm-year observations per model. 
The regression analysis is ran only for observations with a forecast which is why the number of observations (N) does not cor-
respond with the number of observations in Table 5. Data covers years from 2006 to 2013. See Table 1 for variable definitions. 
*Significant at the 10% level. **Significant at the 5% level. ***Significant at the 1% level. The tests are two-tailed. 
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correctly classified and the R2 values are all 
above 0.3, which is satisfactory in this type of 
research ultimately based on qualitative data. 
In models 4-5 the percentage of correctly 
classed observations drops to about thirty 
percent, but the R2 values are close to 0.4.  

According to the results in Table 5, board 
independence, as one element of diversity, 
is an important way to increase transpar-
ency of corporate voluntary disclosure. Both 
variables NON_EXEC and INDEP_SHARE are 
positively associated with forecast frequency, 
NON_EXEC for revenue forecasts and the 
disclosure of both revenue and earnings fore-
casts in the same release and INDEP_SHARE 
for the disclosure of earnings forecasts. Previ-
ous literature has also found a positive associ-
ation between non-executive board members 
and corporate voluntary disclosure (see e.g. 
Ajinkya et al. 2005, Karamanou and Vafeas 
2005, Miihkinen 2008, Truong and Dunstan 
2011) but independence from large share-
holders of the company has not been studied 
before in this context. Existing studies argue 
that independent board members are more 
aligned towards making transparent disclo-
sure decisions because they are more efficient 
in monitoring compared to board members 
who are also employed by the company (Mii-
hkinen 2008). Board members who are in-
dependent of the largest shareholders of the 
company may be more aligned in thinking all 
shareholders’ benefits in their decision-mak-
ing compared to those board members who 
have an association to the largest sharehold-
els of the company.

Table 5 and Table 6 suggest that CEO_
DUAL, also one measure of diversity and ex-
pertise in terms of firm-specific knowledge, 
has a positive association with earnings and 
revenue forecast frequency and precision. 
The results are particularly interesting taking 
into account the simultaneous positive rela-
tionship between non-executive board mem-
bers and corporate disclosure as described 
above and in Table 5. The results could signal 

that the firm-specific knowledge of the CEO 
might be beneficial for board work and that 
cooperation between the board and execu-
tive management, as suggested already by 
Adams and Ferreira (2007), improves trans-
parency and hence works for the benefit of all 
shareholders. 

Existing research has either found that 
CEO dual role decreases the amounts of 
voluntary disclosure (Gul and Leung 2004, 
Allegrini and Greco 2013) or that there is 
no association between CEO dual role and 
disclosure decisions (Cheng and Courtenay 
2006, Bédard et al. 2008, Mnif 2009, Ntim et 
al. 2013). Previous studies have, however, fo-
cused on examining the dual role of the CEO 
when the CEO is the chairman of the board, 
whereas this study also accounts for cases 
where the CEO is a regular board member. In 
fact, statistics which are only discussed here 
suggest that none of the CEOs is a chairman 
of the board. The potential negative effects 
of CEO dual role might be more highlighted 
when the CEO also has a controlling seat in 
the board as a chairman, and hence the dif-
ference in variable definition might partly 
explain the differing results between this 
study and existing literature. Also, as a large 
part of the other board members are typically 
non-executives (see descriptive statistics in 
Table 3), the potential negative impacts of 
CEO dual role are likely to be mitigated by 
non-executive board members. 

The results in Table 5 also suggest that 
boards who have a separate audit committee 
disclose more revenue and earnings fore-
casts, while existing literature has typically 
not found a significant relationship between 
corporate disclosure and audit committees 
(see e.g. Bédard et al. 2008, Miihkinen 2008, 
Allegrini and Greco 2013). However, the re-
sults in Table 6 seem to weakly suggest that 
boards with a separate audit committee are 
less likely to disclose a numeric forecast. The 
results of this study seem to, however, im-
ply that audit committees are an important 
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feature of an efficient corporate governance 
structure. After all, audit committee mem-
bers spend extra time on financial matters of 
the company and hence it is not surprising 
that this type of additional knowledge of the 
financial matters of the company is seen as 
increases in transparency. 

Table 5 and 6 suggest that board mem-
ber age and tenure, which are also measures 
of diversity are both negatively associated 
with corporate voluntary disclosure. Table 
5 implies that AGE has a weak negative re-
lationship with the disclosure of revenue 
forecasts (see also Martikainen et al. 2016 
who point that aged directors could be more 
conservative and risk averse in their reporting 
choices), while results in Table 6 suggest that 
TENURE is negatively associated with revenue 
forecast precision. It seems that investors’ 
concern of any unhealthy effects of longer 
tenure and low managerial turnover rates 
to transparency (see Jones Day 2014 and ISS 
2016) is justified based on the results of this 
study. The negative relationship between ten-
ure and corporate disclosure could partly be 
explained by increases in agency problems, 
as long-tenured board members might dis-
sociate themselves from shareholders and 
become friends with executive managers 
and hence decrease their monitoring efforts 
(Handajani et al. 2014). 

Finally, the results in Table 5 suggest that 
boards who meet on average at least once a 
month, denoted by MEET, are more likely to 
issue earnings and revenue forecasts, consist-
ent with existing studies (see e.g. Laksmana 
2008, Truong and Dunstan 2011 and Allegrini 
and Greco 2013) which suggest that board 
information sharing is important for efficient 
board work, as also indicated by recommen-
dation 12 of the Finnish Corporate Govern-
ance Code. Frequent meetings allow board 
members to communicate and strategise and 
are hence likely to lead to more transparent 
disclosure policies. 

Other elements related to board compo-

sition do not seem to matter for voluntary dis-
closure decisions. For instance, it seems that 
the legal education of board members is not 
associated with disclosure decisions unlike so 
suggested by Xing et al. (2017). In addition, 
board gender composition does not seem to 
affect disclosure decisions, supporting the 
results of e.g. Nalikka (2009).    

As a whole, the results in Table 5 and 
Table 6 regarding board composition and 
increases in voluntary forecast disclosure 
are in line with the recommendations of 
the Finnish Corporate Governance Code. It 
seems that especially recommendation 6 for 
board term, recommendation 10 for board 
independence, recommendation 12 for board 
communication, and recommendation 16 for 
audit committees are beneficial for transpar-
ency and hence should be cherished also in 
the future. While board size and gender di-
versity, included in recommendation 8 of the 
Finnish Corporate Governance Code, might 
have other beneficial effects to corporate gov-
ernance quality, they do not seem to matter 
for corporate voluntary disclosure. The Finn-
ish Corporate Governance Code does not say 
about board member age, but it could be con-
sidered whether it would be beneficial to add 
recommendations of board age diversity into 
the Code taking into account the negative re-
sults in Table 5 for board age and frequency of 
voluntary disclosure.      

Certain of the control variables also had 
an association with corporate voluntary dis-
closure. The results in Table 5 suggest that 
CEOSHR has a negative association with the 
disclosure of earnings forecasts (see also Mii-
hkinen 2013). The negative result supports 
the argument that voluntary disclosure of 
forecasts is partly motivated by the informa-
tion asymmetry gap between shareholders 
and company management. In other words 
when shareholders, such as firm insiders, 
have other means of receiving private infor-
mation of the company the motivation to 
publicly disclose information might be lower. 
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Table 5 also suggests a weak negative link 
between foreign shareholding and the fre-
quency of voluntary disclosure measured with 
variable FORSHR (see also Miihkinen 2012). 
However, considering the low significance 
levels this result should not be interpreted too 
heavily. Similarly, the results in Table 6 imply 
that there is a vague positive association be-
tween FIRM_SIZE and earnings forecast pre-
cision, which is in line with existing studies 
suggesting that larger firms have more trans-
parent disclosure styles (see e.g. Ruland 1979, 
Cox 1985, Lev and Penman 1988, Kasznik and 
Lev 1995, Ajinkya et al. 2005, and Miihkinen 
2008 and 2012).

5.3 Robustness check 
In order to confirm the results of the main 
regression analysis, several robustness checks 
are conducted. First, although the main re-
gression results did not suggest that firm 
size would matter for voluntary disclosure 
decisions, the descriptive statistics in table 
3 suggest that the VIF-value for the variable 
measuring firm size (FIRM_SIZE) is close to 4. 
In order to minimize potential effects of mul-
ticollinearity, I ran a robustness check of the 
main regression results by dividing the data 
according to the mean value of the variable 
FIRM_SIZE and then running the regression 
analysis again with the two data sets. The 
mean value for FIRM_SIZE is 5.403, which is a 
logarithm of the asset value, and 50.1% of the 
data falls in class lower than the mean, while 
49.9% of the data are above the mean. The 
results of the robustness check are only dis-
cussed and not reported in detail here. 

The main regression analysis suggested 
that the percentage of board members inde-
pendent both from the company and from the 
large shareholders of the company, CEO dual 
role, the presence of an audit committee and 
frequent board meetings have a positive as-
sociation with voluntary disclosure and CEO 
dual role also with forecast precision, while 
director age and tenure decrease voluntary 

disclosure. 
The robustness check mostly supports the 

main regression results. The robustness check 
confirms the positive relationship between 
board member independence from the com-
pany and from large shareholders of the com-
pany and the frequency of disclosure regard-
less of company size. The results also confirm 
the positive relationship between CEO dual 
role and forecast frequency and precision in 
both size categories. Interestingly, the robust-
ness check suggests that companies below the 
mean size disclose less forecasts if the board 
has a separate audit committee, which was 
not seen in the main regression results. The 
results of the robustness check also confirm 
the negative effect of director tenure for com-
panies above the mean firm size. Finally, the 
positive effect of frequent board meetings 
is confirmed for companies below the mean 
firm size. 

The robustness check also suggests that 
some variables, which were not significant in 
the main regression analysis, become signif-
icant when the data is divided according to 
firm size. The results of the robustness check 
suggest that female board members are as-
sociated with an increase in the frequency of 
voluntary disclosure in companies below the 
mean value, which was not seen in the main 
regression results. Also, the results of the ro-
bustness check suggest that legal education 
of certain board members leads to more 
precise disclosure in companies above the 
mean value, which was not seen in the main 
regression analysis. In addition, the results of 
the robustness check suggest that board size 
is positively associated with voluntary disclo-
sure in companies above the mean value and 
negatively associated in small companies, nei-
ther of which were suggested by the results of 
the main regression analysis.

Second, the main regression results for 
model 1 and model 3 suggest that both the 
percentage of independent non-executive 
board members and CEO dual role increase 
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the amount of voluntary disclosure. Because 
one of these two variables promotes board 
independence and the other the presence of 
executive managers on board I ran an addi-
tional analysis to test whether CEO dual role 
matters when simultaneously the percentage 
of non-executive board members is high. 
To run the additional analysis, a new varia-
ble CEO_DUAL*NON_EXEC was included in 
model 3. The results, which are not reported in 
detail here, suggest that after adding the new 
variable, both the percentage of independent 
board members and CEO dual role remain 
statistically significant for model 3, but for 
model 1 only the percentage of independent 
board members is significant. The new varia-
ble CEO_DUAL*NON_EXEC is not significant 
in any of the models. The results of the ad-
ditional analysis confirm the importance of 
independent board members and CEO dual 
role to forecast frequency at least when both 
earnings and revenue forecast are disclosed at 
the same time.     

Third, Lacina (2006) suggests that com-
panies which forecast both earnings and rev-
enue have more external financing needs and 
are more likely to be from a high technology 
industry compared to firms which forecast 
earnings only. Because model 3 measures the 
disclosure of both revenue and earnings fore-
cast in the same release, I run an additional 
analysis to test whether membership in a 
high technology industry or external financ-
ing needs drive the main regression results. 
According to Lacina (2006), high technology 
industry is defined based on the industry’s 
expenditure on research and development. 
Technology and health care qualify as such 
industries in my sample, because there the ex-
penditures on research and development are 
typically high. About 20% of my observations 
are in high technology industry, which cor-
responds to Martikainen et al. (2015). Lacina 
(2006) defines external financing needs as the 
ratio of retained earnings to the number of 
total assets. 

I first analysed the effect of high technol-
ogy industry to corporate voluntary disclo-
sure by dividing the sample into non-high-
tech and high-tech observations and then 
running model 3 regression again in the two 
data sets. The results in the non-high-tech 
sample support the main regression results. 
In the group of companies belonging in the 
high-technology industry different variables 
become meaningful than in the main regres-
sion analysis. The results of the robustness 
check suggest, that for companies belonging 
in the high-tech industry variables which im-
prove disclosure are independence from large 
shareholders of the company, director age, the 
percentage of female board members, and the 
frequency of board meetings. However, TEN-
URE, BOARD_SIZE and FOUNDER all have a 
negative relationship with forecast frequency. 
Hence, it seems that factors which affect fore-
cast frequency in companies that belong in 
the high-technology industry might be differ-
ent compared to companies in non-high-tech 
industries. 

To triple check the main regression re-
sults, I re-ran model 3 without the industry 
dummy but with a high-technology dummy 
and a dummy measuring external financ-
ing needs, both of which were suggested by 
Lacina (2006) to impact corporate disclosure. 
The results of the analysis support the main 
regression results, while also showing an ad-
ditional positive association between board 
member independence of large shareholders 
of the company and forecasting frequency 
of both revene and earnings forecasts, which 
was not statistically significant in the main 
regression analysis. The high-tech dummy is 
statistically significant and negative which 
is contrary to Lacina (2006), but the variable 
measuring external financing needs is not 
statistically significant. Further analysis, of 
which the results are only discussed here, 
shows that companies in the high-technol-
ogy sample are smaller and are more likely to 
make a loss compared to companies in other 
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industries. Considering existing studies these 
two characteristics could partly explain why 
companies in high-technology industries 
seem to disclose the less forecasts in this par-
ticular sample. 

6 Discussion and conclusions
The importance of board composition to 
voluntary disclosure is recognised in existing 
academic research, and the Finnish Corporate 
Governance Code gives a variety of recommen-
dations towards achieving an efficient board 
composition. The role of board composition 
in corporate decision-making becomes even 
more important when shareholding is concen-
trated to few large owners. Large shareholders 
are able to reduce information asymmetry 
between themselves and the board of direc-
tors by affecting the choice of board members 
as well as by extracting private information 
from the company also by rule of law. Such 
powers available to the large shareholders of 
the company might align the interest of board 
members with those of the large shareholders 
of the company, which then could decrease 
the cost of equity capital coming from them. 
In such a market there is a danger that the 
board does not have a motivation to publicly 
disclose additional information voluntarily to 
all shareholders of the company. 

Previous literature implies that certain 
ways of composing the board of directors 
could be more efficient than others in in-
creasing transparency of disclosure. These 
elements can be classified to ones which 
improve board diversity, expertise and in-
formation sharing. The aim of this study is 
to examine whether board composition, 
which improves these elements and which 
is aligned with the recommendations of the 
Finnish Corporate Governance Code, acts as 

an efficient tool to mitigate a potential re-
duction in forecasting frequency caused by 
concentrated shareholding. 

To study the research hypothesis, I run a 
binary regression analysis which examines 
the association between board composition 
and forecasting frequency and precision  
with data collected from Finnish listed com-
panies’s financial statement releases, annual 
reports and corporate governance state-
ments. The results suggest that, in general, 
board composition that improves board 
diversity, expertise and information sharing 
and which is aligned with the recommenda-
tions of the Finnish Corporate Governance 
Code is efficient in reducing information 
asymmetry between the board of directors 
and small shareholders when ownership is 
concentrated. Considering that the CEO dual 
role as both a board member and an execu-
tive manager increases both the frequency 
and precision of forecasts, it could be con-
sidered whether a recommendation of CEO 
inclusion to board work should be added to 
the Finnish Corporate Governance Code. 

The results of this article are beneficial to 
especially small and dispersed shareholders 
who may try to improve transparency of cor-
porate disclosure by electing independent 
board members in general meetings. It is im-
portant that the board not only represents 
the interests of majority shareholders but of 
all shareholders of the company. The results 
of this study may be used to strengthen, jus-
tify and develop the current corporate gov-
ernance recommendations in order to pro-
mote a more transparent disclosure policy 
across companies. In the future it would be 
interesting to see whether changes in board 
composition affect the continuity of disclo-
sure with e.g. a case study method.  
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