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Abstract 
In Sweden, the number of companies that are considered a small company, according to 
the definition applied in Swedish and European laws and regulations, is approximately 
98 percent of all companies. This means that all regulations regarding how small 
companies shall conduct their accounting affect most of the companies in Sweden. In 
2004 the Swedish Accounting Standards Board started the project to develop a new set 
of comprehensive accounting regulatory frameworks, for annual reports and financial 
statements in non-public companies.  In this thesis we will focus on two of them; K2 
and K3. No later than fiscal years starting after 31st December 2013, all small 
companies in Sweden must decide whether to apply the K2 or K3. K2 and K3 are 
developed with the aim to provide regulations that are adapted to different companies of 
different size, operations and needs. However, the preferences of the companies faced 
with the choice between the alternative accounting regulations are largely unknown.  
 
In light of this background, our study aims to answer the question of how small 
companies reason when faced with a choice between the two alternative accounting 
regulatory frameworks K2 and K3. Since K2 and K3 are new regulations and the 
knowledge about therefor restricted, we have chosen to use a more descriptive purpose 
to help us answer our research question. The purpose of this study is to increase the 
understanding of the motivations and underlying factors that influence decision-makers 
in small companies in their choice between alternative accounting regulations. We then 
utilize that information to answer our research question. 
 
We have based our study on two renowned theories, Positive Accounting Theory and 
Stakeholder Theory. Through semi-structured interviews with two accounting experts 
and six companies faced with the choice between K2 and K3 we have collected 
valuable attitudes, values and opinions that together contribute to an increased 
understanding of what underlying factors and motivations that influences decision 
makers in small companies when having to decide between alternative accounting 
regulations.  
 
The seven factors that we have found to be most influential are ownership structure, size 
and complexity, perceived relevance of accounting choice, internal use of external 
accounting information, stakeholders, external accounting advisor and phase. However, 
we conclude that the useful understanding of the motivations and underlying factors that 
influence decision-makers in small companies in their choices between alternative 
accounting regulations is obtained by analysing all of the seven factors together. 
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1. Introduction 

Accounting may be seen as rigid and inflexible but the fact is that there are often 
alternatives for how an economic event should be recorded. The fact that no two 
businesses are exactly the same is the reason that some flexibility must exist within 
accounting regulation. The existence of choice within accounting brings about an 
involvement of the person conducting the accounting, a factor not always taken into 
account in accounting research. We have chosen to discuss this matter further in a 
context presented below.   

 

1.1 Problem background  
In any society, small companies play a vital role in providing work opportunities and 
economic growth. In Sweden, the number of companies that are considered a small 
company, according to the definition applied in Swedish and European laws and 
regulations, is approximately 98 percent of all companies in Sweden (SCB, 2012). This 
means that all regulations regarding how small companies shall conduct their 
accounting affect most of the businesses in Sweden. According to Deegan (2011, p. 
261), research has shown signs that it is especially critical for small businesses to be 
thoughtful when selecting which accounting rules to apply and the different effects they 
might have on the accounting information, because the accounting information in such 
companies represents a large proportion of all publicly available information about 
them, compared to information available about large public companies.  
 
The main purpose that accounting aims at is that the financial statements should present 
a “true and fair view” of the company’s position and result (ÅRL, SFS 1995:1554, 2 § 
3). This includes, among other things, that the financial statements shall be relevant and 
comparable (Wiley, 2012, p. 8 f). In the past, these aims have not been perceived to be 
sufficiently achieved. This due to the fact that privately owned companies have up until 
now been able to choose to apply BFNAR, or RR. Neither of these regulations are 
comprehensive, so the companies have had to look in several places to find applicable 
regulation, and have sometimes been able to pick and choose which to apply (Drefeldt 
& Törning, 2012, p. 29). The existence of these options has brought with it the 
consequence that two, in practice, very similar companies may be problematic to 
compare based on their financial statements. This due to differences in accounting rules 
applied. With this in mind the Swedish accounting board have developed a new set of 
accounting rules that will apply to all small and medium sized companies in Sweden. 
The new regulatory frameworks are developed with the aim to provide simpler and 
better solutions for Swedish unlisted companies, with rules that are more adaptable to 
different businesses with different size, operations and needs. The new regulations, 
BFNAR 2012:1 (from now referred as K3), were released the 19th of June 2012 and the 
new regulations will be mandatory to implement starting the 1st of January 2014. The 
implementation of these rules will be mandatory for large companies. Small companies 
on the other hand will be able to choose between implementing K3, and the simplifying 
rules found in BFNAR 2008:1/BFNAR 2009:1 (from now referred as K2). 96 to 97 
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percent of all companies to whom K3 apply, will be able to choose to use the simpler, 
K2 instead (Lennartsson, 2012, p. 6 f). 
 
Starting when the first draft of the new regulations became public, several studies, in 
form of bachelor and one year master thesis’s, have been conducted on the biggest and 
most significant differences compared to both previous regulations, and also between 
K2 and K3 (Hansson & Timonen, 2011; Andersson & Norlander, 2012; Ahlin & 
Strandberg, 2011; Bevanda et al, 2011). Also, since the publications of the new 
regulations the big accounting firms have published material (PwC, 2012; KPMG, 
2013) to provide their clients with information regarding the choice of accounting 
regulations that lies ahead of them, and also in order to attract new clients who will need 
advise when making the choice. FAR, the Swedish industry organisation for auditors 
and advisors, are during year 2013 offering information and education on the newly 
released K3 regulations, in several different contexts (FAR, 2013). The Accounting 
Standards Board and the on going debate surrounding the new K-regulations mostly 
emphasize how companies should reason regarding their accounting choices. However, 
up until now, very little is known regarding how the companies now faced with having 
to make a decision, will reason when making their choice. The technical differences, 
however relevant, will not be the only relevant aspect to take into account. Two 
seemingly similar companies may choose to apply different regulations due to different 
underlying factors and motivations. Scott (2012, p. 293) argues that such a reality 
creates a need for accountants to understand and appreciate the companies’ own 
interests in financial reporting. A better understanding can be beneficial for both sides 
and can facilitate communication and the extensive interaction that exists between the 
companies, accountants and auditors. 
 
Even though all accounting shall present a true and fair view of the company’s current 
situation and result, there is within the mandatory regulations, room for interpretation 
and variation on how to conduct the accounting for each company (Healy & Wahlen, 
1999, p. 2). This means that two identical economic events can be registered differently 
in two separate companies. The economic reality of a company’s economic events 
during a particular period is, at least in theory, unambiguous; what have happened have 
happened. The financial reporting in the financial statements however, is not. More and 
more researchers in the field of accounting choice have acknowledged that the choice of 
accounting policies adopted by a company can affect firm value, that accounting policy 
choice has economic consequences (Zeff, 1978, p. 56; Scott, 2012, p. 294; Hartwig, 
2012, p. 13). Essentially, Scott (2012, p. 296) argues that the idea of economic 
consequences is that companies’ choice of accounting policies, and consequently 
changes of these policies, matter. Researchers argue that accounting policy choice have 
economic consequences although it does not have direct effect on a company's cash 
flows (Scott, 2012, p. 303). One example is financial reporting for Research & 
Development, which will differ between capitalising or expensing depending on which 
accounting regulations are being applied (PwC, 2012). Within some industries the 
consequences of the accounting choice is fatal. For example; according to a master 
thesis by Brandell & Rundqvist (2009, p. 26) the application of different accounting 
regulations for self produced assets for example, can be the difference between a 
company with a stabile balance sheet, and consuming the company’s entire equity. 
Further, the disclosure of accounting information is often something that is under the 
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firm’s discretion. Management can influence and to a great extent control what 
accounting information is disclosed in the financial statements.  
 
Management actions and motivations was something that was brought in to question in 
a recent study conducted by Dichev & Li (2013).  They examine a large sample of 
companies to see if opportunistic accounting choices are correlated with companies in 
growth. They conclude among other things that investigations of opportunistic 
accounting choice should focus more carefully on the managerial actions and 
motivations at the unobservable level rather than at the level of hard and observable 
data. They also conclude that future research in the area can benefit from broadening the 
view of opportunistic behaviour, to include not only short-term income-increasing 
effects. (Dichev & Li, 2013, p. 28) This conclusion by the authors strengthens the 
argument for research with a different approach, one that focuses on the reasoning of 
management. This background leads us to: 

1.2 Research question 
How do small companies reason when faced with a choice between the two alternative 
accounting regulatory frameworks K2 and K3? 
 
To be able to answer this question we will now continue the discussion further: 
As previously mentioned studies on how the accounting should be performed are very 
common, the normative approach (Deegan, 2011, p. 158; Lilien et al, 2013; Barlev & 
Haddad, 2007). There is however another aspect to the subject, which is studied to a 
lesser extent, but can be argued to be just as important; the positive approach. The 
positive approach aims to gain a greater understanding about accounting to be able to 
explain and predict variations (Deegan, 2011, p. 255). Positive research is based on 
empirical evidence. It is based on the reality as it is, and uses this fact to understand the 
present and predict the future Applied in an accounting context; an outcome of positive 
research is the positive accounting theory (from now referred as PAT). PAT seeks to 
explain which accounting policies is or will be preferred by companies when there are 
competing alternatives, and what their motivations are to prefer one option over the 
other (Deegan, 2011, p. 257; Scott, 1997, p. 219). Further, when applying the 
perspectives offered by PAT the existence of economic consequences of accounting 
choices are recognised and taken into account. An understanding of the economic 
consequences of accounting policy choice is according to Scott (2012, p. 294) important 
for two reasons. First, many of the most interesting situations and discussions within the 
field of accounting derive from an incongruence regarding if accounting choices have 
economic consequences or not. Secondly, those who believe that the choice of 
accounting standards cannot have any economic impact go against the experience that 
professional accountants share. Financial accounting in the real worlds is to a great 
extent about discussions and argumentations for why certain accounting policies are 
better in certain situations than are other accounting policies. As a result, many debates 
and conflicts over financial statement presentation involve accounting policy choice. 
Economic consequences can thus be said to be consistent with real-world experience. 
(Scott, 2012, p. 294) 
 
PAT was developed with the beginning in an article in 1978 (Watts & Zimmerman, 
1978), the authors argues that a company or a financial manager will take accounting-
related decisions regarding that best serves to optimise either the managers or the 
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company’s situation. Improving the company’s prospect of survival and/or enhancing 
their ability to reach the company goals are incentives that the positive accounting 
theory present as relevant to take into account. The new regulations, developed by BFN 
through the K-project, started in 2004 and are based on how companies shall do their 
accounting; which relates to the normative approach. An understanding of how 
companies and managers will reason and the motivations and underlying factors they 
will consider when deciding what regulations they will chose to apply could be of great 
help to the writers of the regulations when revising and updating them in the future in 
terms of being able to predict the actual economic effects of the regulations as well as 
who and to what extent they will be implemented.  
 
The relevance of understanding the persons that will have to apply the regulations to the 
accounting in their companies is highlighted by Watts & Zimmerman (1990), who write 
that the study of accounting is a social science, pointing out that there would be no 
accounting without people. This due to the fact that it is accountants and managers who 
carry out the accounting and without the people’s performance there would be no 
accounting system to study (Watts & Zimmerman, 1990, p. 147). The people involved 
in the process of preparing the financial statements is thus very important to take into 
account when attempting to gain knowledge within the field of accounting. The close 
relation between accounting and taxation in Sweden further increases the importance of 
being able to explain and predict how different companies will carry out their 
accounting. Knowledge about how the persons responsible for the accounting in the 
companies’ reason would provide a perspective to how the regulators work will be 
received. Most of the regulations in Sweden are principle based and therefore over time 
complemented by praxis, an increased ability to predict how praxis will develop would 
be an extra tool for regulators and allow them to develop regulations better suited to 
achieve the intended goal.  
 
The motivations for the persons preparing the financial statement are likely to vary, one 
factor being the ones who will receive the information. The importance of taking the 
users of the financial statements into account is pointed out in the IFRS framework, 
which are the official accounting standards approved by the European Union. The users 
of the financial statements of a company and their need for information are very 
important in the development and implementation of accounting rules and GAAP. The 
users of financial statements are in the framework said to include present and potential 
investors, employees, lenders, suppliers and other creditors, customers, governments 
and their agencies and the public. (Wiley, 2012, p. 5) This definition is very close to the 
definition of a company’s stakeholders which is not as specific but is generally said to 
include employees, suppliers, customers, tax authorities, the unions, the local 
community, management and the owners (Freeman, 2002, p. 39). Key, or simply 
prioritized, stakeholders may be a strong influence on the specific companies choice of 
regulations to apply. The rule of thumb will, according to Caisa Drefeldt at KPMG and 
Göran Abrahamsson at Ernst &Young, be; the more stakeholders a company has, the 
stronger the incentives they have for choosing to apply K3 over the simplifying K2 
(Lennartsson, 2012, p. 6). Aside from the number of stakeholders, the area of operation 
will also affect the choice between the two sets of regulations. For example real estate 
companies and companies working with innovation and development of new products, 
will be substantially affected by the choice,  
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1.3 Purpose of the study  
We aim to increase the understanding of the motivations and underlying factors that 
influence decision-makers in small companies in their choice between alternative 
accounting regulations. In other words, why they prefer a particular accounting 
regulation to another. 
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2. Contextual background 
Facts and background regarding the K2 and K3 will be presented below. The reasons 
for the development of new, comprehensive accounting regulatory framework, 
performed by the Swedish Accounting Board will be explained.  

2.1. Background to the new regulations 
In 2004 the Swedish Accounting Board (Bokföringsnämnden in Swedish, from now 
referred as BFN) started a project to develop a new set of accounting regulatory 
frameworks, for annual reports and financial statements in non-public companies. Prior 
to this project, accounting regulations for non-public companies have been spread out in 
several different writings; ÅRL, RR and BFNAR. This fact created variations and 
reduced the comparability between different companies’ financial statements.  
 
There are four categories of companies and BFNs intention has been to produce one 
comprehensive accounting regulatory framework for each category. K1 is for micro 
companies, K2 is for small companies and K3 is for large non-public companies. Public 
companies, sometimes referred to as K4 companies, are obliged to apply IFRS/RFR.  
The purpose of the project has been to produce comprehensive regulatory frameworks 
that contain all relevant regulations for each category of companies (BFN, 2012). The 
specification for which companies that are required, or may have the opportunity to 
apply the different sets of K-regulations, can be found in The Swedish Accounting Act 
(SFS 1995:1554 1kap 3§).  In this study we will focus on the choice companies will 
make between K2 and K3 and will therefore not discuss neither K1 nor K4 any further.  
 
 
 

Company categories 
 

 
Company type 

 

 
Company 
category 

 
Framework 

 
Optional 

alternative 
 
Public companies 
 

 
K4 

 
IFRS /RFR 

 
- 

Large companies 
(above the 80/40/50 
limit) 

 
K3 

 
BFNAR 2012:1 

 

 
IFRS/RFR 

Small companies 
(below the 80/40/50 
limit) 

 
K2 

 

 
BFNAR 2009:1 
BFNAR 2008: 1 

 
BFNAR 2012:1 

IFRS/RFR 
Micro companies 
(turnover < 3 
million SEK )  

 
K1 

 

 
BFNAR 2006:1 
BFNAR 2006: 

 
BFNAR 2012:1 

Figure 1. Company categories 
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2.2. The regulations 

2.2.1 BFNAR 2008:1/BFNAR 2009:1 - K2  

In June 2008 K2 was released.  K2 is a simplification option that small companies have 
the opportunity to choose (PWC, 2008, p. 8). The definition of a small company is one 
that does not meets more than one of the following three criteria two successive years: 

• more than 50 employees 
• balance sheet total of more than 40 million SEK 
• turnover above 80 million SEK (SFS 1995:1554, Ch. 1 §3 p.4) 

The basic idea is that K2 should be a less complex accounting regulatory framework, 
consisting of less complex accounting regulations than K3. (PWC, 2008, p. 17). K2 
contains stop-rules, mandatory rules and optional simplifying rules. K2 is, in contrast to 
K3, rule-based. Rule-based standards are characterized by the fact that they include 
details regarding implementation and compliance.  The consequence of this is that K2 
contains limits, fewer demands for supplementary information and also fewer options 
(BFN, 2013, p. 2). Some claim that this could lead to companies’ that chooses to 
implement K2 instead of K3 will show a less precise picture of the company’s financial 
position (PWC, 2008, p. 52). The detailed guidance in rule-based standards are on the 
other hand, by those favouring this type of standards, argued to increase consistency and 
comparability through decreasing diversity in the application of standards (Collins et.al, 
2012, p. 682). K2 is according to experts at both KPMG and Grant Thornton the 
solution for how to facilitate the progress of making the annual reports for small 
companies (Drefeldt & Törning, 2012, p. 29 f). 
 

2.2.2 BFNAR 2012:1 - K3  
K3 was released in June 2012. K3 is meant to be the primary accounting regulatory 
framework for companies that are obliged to prepare financial statements in accordance 
to ÅRL, and it will be mandatory for all large non-public companies that do not choose 
to apply IFRS/RFR. K3 is also optional for small non-public companies to choose 
instead of the alternative K2. The definition of a large company is one that meets a 
minimum of two of the following criteria two successive years:  
 

• more than 50 employees 
• balance sheet total of more than 40 million SEK 
• turnover above 80 million SEK (SFS 1995:1554, Ch 1 §3 p.4) 

 
K3 have been developed from IFRS for SME’s and adapted to not contradict Swedish 
tax law and other relevant legislation. K3 is consequently not a Swedish translation of 
IFRS for SME’s but rather an independent accounting regulatory framework developed 
by BFN that includes solutions from IFRS SME’s. K3 is designed primarily for 
consolidated financial statements, which implies that the regulations in K3 can be more 
complex than the regulations in K2 (KPMG, 2013). K3 is, contrary to K2, principle-
based. This means that the regulations indicates the accounting objective but do not 
contain detailed implementation guidance (SEC, 2003) and every transaction shall be 
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recorded in accordance with its economic implication rather than its legal form 
(Drefeldt & Törning, 2012 p. 19). This in turn have resulted in that many claim that K3 
is the accounting regulatory framework to apply for companies for whom it is extra 
important that the external accounting information must be precise and detailed (Ernst 
& Young, 2013). 
 
Non-public small companies, must no later than for the fiscal years beginning after 
December 31 2013 make a choice whether to apply K2 or K3. Lennartsson (2012, p. 6 
f) states that 96 to 97 percent of all companies that have the possibility to apply K3 will 
be also have the possibility to choose the alternative accounting regulatory framework 
K2 instead. 

2.2.3 The most important differences between the new and previous 
regulations 
Swedish accounting regulations have traditionally and until now been principle-based. 
This following from that the development of standards and guidelines was mainly 
focused on larger, especially public companies. (Drefeldt & Törning, 2012, p. 17) Given 
the development of K2 there are now also rule-based regulations available for small 
companies. Criticism have been brought forward regarding the limitations of K2, but 
accounting experts Caisa Drefeldt and Törning argue that this is mostly due to the fact 
that we are not used to rule-based regulations in Sweden (Drefeldt & Törning, 2012, p. 
29) 

2.2.4 The most important differences between K2 and K3  
The main difference between the K2 and K3 is that the first is rule-based and the later is 
principle-based. Examples of more detailed differences are according to a one-year 
master thesis written by Ahlin & Strandberg (2011). 
 

• Depreciation of fixed assets: K3 requires component depreciation, which K2 do 
not 

• Self-developed intangible assets: K3 allows capitalization of costs attributable to 
the development of self-developed assets while K2 requires that these costs are 
expensed 

• Investment properties: K3 requires disclosure of the fair value of the property 
portfolio, which K2 does not.  

• Services and construction contracts: K3 requires the percentage of completion 
method when recognizing revenue, while K2 also allows the alternative to 
recognize revenue in relation related to the billing. 

 

2.3 BFN - The Swedish Accounting Standards Board 
BFN is an authority that answers to the national government in Sweden and functions as 
the government’s expert organ regarding accounting matters. The responsibilities are, 
among other things, to develop generally accepted accounting principles (GAAP for 
short). BFN also make pronouncements in the court regarding what can be considered 
GAAP in different situations, and comments on constitution proposals from the 
government. (BFN, 2013) 
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3. Theoretical Research method 

Due to the fact that accounting research often centres around what should be done, we 
wanted to take a somewhat different approach, while still conducting our study within 
the field of accounting. In order to reach the purpose of the study we have chosen the 
method combination best served to help us do just that. We will now present our chosen 
theoretical methods and explain the choices made.  

 

3.1 Methodological approach 
Dichev & Li (2013, p. 28) argue that future research on accounting choice would be 
enriched by a greater focus on the managerial motivations behind accounting choices 
rather than on solely hard and observable data. We have wanted to contribute to the 
research field on accounting choice by conducting a qualitative approach. The big 
difference compared to the quantitative studies on accounting choice is, however, that 
we let our respondents tell us how they reason in situations when there is a choice 
between alternative accounting methods, and therefore we do not leave the whole 
interpretation into a database of numbers.  
 
Since we are interested in the motivations and underlying factors influencing the 
respondents reasoning, we argue that the choice to do a qualitative study was a logical 
one. This is because we are interested in our respondents’ subjective opinions, attitudes 
and values about a particular phenomenon, in this case accounting choice. Our primary 
goal has never been to come up with quantified results and stating an objective truth, 
but we rather aim at mediating a bunch of truths from each of our respondents. As we 
strive to communicate opinions, attitudes and values directly from our respondents, we 
believe that there is only one logical choice of methodological approach, and that is the 
qualitative approach. 
 
Within the field of research method there is an assumption that there is a distinct 
difference between qualitative and quantitative research. Some authors, for example 
Bryman (2008, p. 40) conclude that the two types of research relate to different 
ontological and epistemological approaches. However, this has been questioned 
(Slevitch, 2011, p. 74). Even Bryman (2008, p. 544) concludes that the connection 
between qualitative and quantitative research and the different ontological, 
epistemological, and research approaches are neither absolute nor perfect. We have 
therefore chosen the combination of them that we find are best suited to fulfil the 
purpose of our study. 

3.2 Ontology 
In this thesis we study how decision-makers in small companies reason when faced with 
a choice between alternative accounting regulations. We thus imply that the individual 
decision-makers and accounting professionals continuously affect and shape the 
accounting practise. Our view is that managers, employees, owners and other 
stakeholders together are the ones making the company what it is, by influencing and 
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making decisions as well as implementing them. The opinion that social properties are 
outcomes of the interaction between individuals, rather than a beforehand set 
phenomena is coherent with the ontological position described as constructionism 
(Bryman & Bell, 2011, p. 386). However, this standpoint must not be taken to far, we 
shall rather accept that culture, for example company culture, hold a reality that is 
somewhat permanent and precede the part taking of specific individuals (Bryman, 2008, 
p. 38). One person can only have so much influence; it is rather the sum of people that 
over time make out the social property. However, every individual can affect the 
totality; a company is not able to reason and make decisions by itself. It is the opinions, 
attitudes and values of the individuals responsible for making such decisions that are of 
interest to us, so if we understand them individually, it will help us to understand the 
whole picture. In our case to understand how one decision-maker reason, it will 
contribute to us understanding the bigger picture as well. This perspective corresponds 
to that of the operator approach (Aktörsynsättet in Swedish) (Arbnor & Bjerke, 1994, p. 
67 f).  

3.3 Epistemology 
The aim of our study is to increase the understanding of how companies reason when 
choosing which accounting regulations to apply. In order to achieve this we will study 
the individuals who take part in the decision making on behalf of the company. To 
attempt to understand something from the perspective of the originator is the central 
idea of the hermeneutical philosophy (Bryman, 2008, p. 507), an idea we find appealing 
and relevant to apply to our study. The philosophy of hermeneutic emphasises that 
human life and understanding is contextual, and affected by here and now (Kvale & 
Brinkmann, 2009, p. 71). This applies very well to the context of our study, which is 
unique in the way that businesses and society evolves over time, and the circumstances 
of implementing new accounting regulations will never be exactly the same again. 
Neither will it be the same people who develop the accounting regulations, nor the same 
people who implement them. The acknowledgment that human life and understanding is 
contextual does not restrict the results of the study to only apply to the specific 
situation, but the elements must be taken into account. The scientific aim of the 
hermeneutical approach is to study, analyse and understand phenomena (Bryman & Bell 
2008, p. 40). In our study the phenomena we will aim to understand is how decision-
makers reason, when having to chose between optional accounting regulations. 
 
The uniqueness of events and actions is emphasised in the hermeneutical philosophy 
and it is argued that human actions such as striving to reach a goal or chose what means 
to use, have no resemblance to how, for example, the laws of physics will work to put 
something in motion (Arbnor & Bjerke, 1994, p. 63). This combined with the fact that 
the we are not interested in finding and explaining regularities, such as often performed 
in natural science, we did not find positivism to be applicable for us.  

3.4 Research approach 
We have built the theoretical framework in this thesis around two theories that deal with 
accounting choice and how stakeholders affect the choices made by decision-makers in 
organizations. The theories have also been used as a basis for the interview-template. 
We chose to do this since we are interested in testing if these two theories can be 
applied in the context of the introduction of the new accounting regulations K2 and K3, 
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and help us to increase the understanding of what underlying motivations and factors 
that will influence the reasoning on decision-makers within the companies. This 
approach; to begin in theory and then proceeded with the collection of empirical 
material is the basis of a deductive study. The aim of our study is not to develop new 
theories, which is the aim when taking an inductive approach.  
 
Deduction has been, and is still today considered to be strongly connected to positivism; 
to preserve such association is questioned and suggested to not contribute to any value 
(Saunders et al, 2009, p. 124). We find that even though we will follow the hermeneutic 
philosophy we find that a deductive approach will be the favourable method for us to 
meet the purpose of our study. Today the framework and instructions for what the 
deductive and inductive approach is and how it should be implemented is loosened and 
new approaches has been introduced and suggested to be just as applicable in between 
the two (Bryman & Bell, 2011, p. 13). We will stay within what is considered deduction 
but perhaps not in it’s most narrow sense. We will for example not implement 
hypothesis testing. We will rather test the theories in a wider sense on our chosen 
context. The reason for this is that hypothesis testing would limit rather than help the 
increased understanding we are aiming for. 
 
Furthermore, we are not collecting quantifiable data to the extent that we believe is 
necessary to reject or accept a hypothesis. To collect that amount of requested data, i.e. 
personal opinions, attitudes and values at the individual level, had not been achievable 
due to the study's limitations in terms of time and resources. It has also never been the 
primary objective of the study. Instead, already at an early stage of our study we did an 
extensive literature review of the problem area accounting choices. We then assessed 
that there was already relevant theories on the problem area and that we have sufficient 
knowledge to understand and evaluate them. Our aim has therefore been to, through the 
deductive approach, build on existing knowledge in the problem area. 
 

Figure 2 -Theoretical methodology choices 
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3.5 Literature review 
The purpose of a literature review is among other things to determine what is already 
known in this area and what research methods that have been used (Bryman & Bell, 
2011, p. 92): Conducting a literature review provide the researcher with a foundation 
needed to then be able to contribute to existing knowledge, this since no problem exist 
completely apart from other areas. This is in line with our choice to take a deductive 
research approach. The process of literature review can also be helpful in deciding on 
the details of the study (Merriam, 2009, p. 72). This is true in the case of our study, we 
begun by being intrigued by the introduction of new accounting regulations in Sweden. 
We understood the legal and controlling perspective of the accounting but our 
knowledge on the positive accounting research was limited. We quickly learned that 
normative studies, which were our first plan, had been done in the context of K2 and 
K3. We therefor widened our search and found arguments for the importance of positive 
accounting in relation to accounting. Once we had decided on a positive approach we 
wanted to get an overview of the topic, as recommended by Merriam (2009, p. 74).  
 
We searched databases, the Internet and the university’s supply of books to find 
relevant information. We have also studied the reference lists of relevant books and 
articles in order to confirm secondary sources and also in order to gain a deeper 
understanding of the subject and explore different angles. Examples of key words used 
in our search are: Accounting choice, Positive accounting, Positive accounting theory, 
Stakeholder, Stakeholder theory, K2 and K3.  
 
We searched for previous research mainly on the databases: EBSCO HOST, DiVA 
Information about the new regulations were retrieved from the Swedish accounting 
boards website (BFN.se), the actual regulations, and a book about the regulations by 
Drefeldt & Törning (2012:1-2) 

3.6 Criticism of the sources 
Much of the work of writing an academic thesis is about seeking and evaluating 
information. It is for that reason important for writers of theses to develop ability and a 
strategy for how to probe out in the jungle of all the seemingly inexhaustible 
information that is available today, especially through the Internet (Mattus, 2007, p. 1 
f). To test and evaluate the quality of our sources, including the strategies we have 
undertaken in choosing them, we discuss them based on the four criteria proposed by 
Thurén (2000, p. 11). The criteria are; authenticity, temporal association, independence 
and freedom tendency. 
 
The authenticity criteria means that the source used is what it purports to be, in other 
words, that it is not a forgery (Thurén, 2000, p. 12). Although it may be difficult to 
determine if a certain text is a forgery or not, Thurén (2000, p. 25) argues that what is 
most important is to be aware that forgery exist also in science, so as to maintain a 
critical attitude towards information. Our strategy to cope with the authenticity of our 
used sources has been the following. First of all we have seek to primarily use peer-
reviewed scientific articles found through the EBSCO HOST database, since the articles 
found there can be assumed to be of high academic quality. By searching through the 
EBSCO HOST database we have also gained access to the original sources of the full 
texts, which we argue reduces the risk of counterfeiting. We have also addressed the 
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authenticity problem by controlling with multiple sources to double-check critical 
assertions, a strategy recommended by Thurén (2000, p. 25). For us, this has been an 
important strategy, as both our theories can be said to be broad and consisting of various 
directions. We have been critical and let our interpretations develop by being multiplied 
and consistently confirmed by several renowned authors and sources, a strategy we 
believe has reduced the risk that we have been fooled into a particular interpretation by 
an unreliable source. For example, we sought to complement scientific articles and their 
description of a phenomenon with more comprehensive descriptions in renowned books 
that deals with the same subject, to be constantly critical of our interpretations of the 
phenomenon. One example is our use of Deegan’s book “Financial Accounting Theory” 
(2011), which has helped us in a more synoptically way, and sometimes with a simpler 
language, to acquire an understanding of the theory area. We have experienced that the 
use of both types of sources complement each other well, and that it has helped us to 
immerse ourselves in the theory area, which in turn can help the reader to gain a better 
understanding of the problem area through the whole report. 
 
The discussion about the temporal association criterion often revolves around the 
sources contemporary value. Thurén (2000, p. 11) writes that the general rule is that the 
longer the elapsed time between an event and a source's narrative of this event, the less 
valuable is the source.  Our strategy has been not to think in terms of which year a 
source has been produced in relation to the present time in which we are conducting our 
study, but our focus has instead been on the relevance of the source in relation to the 
purpose of the study. We have for this reason, for example, given space to scholarly 
articles and books from 1960, 1970, 1980 and 1990's, because much of the foundations 
of the theories - Positive Accounting Theory and Stakeholder Theory – that we bring up 
in our theoretical framework derived from these eras. For us it has been important to 
give the reader an insight into our chosen theories history and development, and we 
have wanted to raise credibility by including viewpoints from the original sources 
which has helped design our chosen theories. We believe that the one strategy does not 
exclude the other, but on the contrary, that by mixing original sources regardless of its 
date of origin with more contemporary sources in the same topic, we can convey a more 
dynamic, transparent and hence credible picture of theory development. 
 
Thurén (2000, p. 34) means that the independence criteria is satisfied when a sources is 
independent of anyone other than the author himself, as exemplified by that a primary 
source is independent while a secondary source is dependent on a primary source, and 
therefore primary sources are more independent and as a result more credible. Some of 
the sources that we have come over in our literature review have in important 
statements referred to other primary sources, implying that he or she has obtained his or 
her own interpretation from the claims in an original source. In these cases we have 
always looked after the primary source and read up on it, and referred to this primary 
source instead. We did not want to be dependent on another person's interpretation of an 
original statement when we had the opportunity to instead go directly to the original 
source. We believe that this approach, although more time consuming, has been 
important for us to strengthen our interpretations and to increase the credibility of our 
study. By referring directly to influential original sources, we also provide the reader a 
chance to give him or her a chance to take part of our theories history and development. 
We believe that it is important to point out that even if a source is secondary, it can be 
seen as primary in another sense. We have therefore referenced directly to the source as 
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long as a claim is seen as independent and as something the author can stand for him or 
herself. 
 
The fourth criteria, freedom tendency, treat a source's credibility as a result of its 
impartiality, its objectivity (Thurén, 2000, p. 63). We think this is an interesting and 
important aspect to be critical towards, as we think it is reasonable to assume that no 
research is totally value free. This is also recognized by two of our most cited authors, 
the developers of positive accounting theory Watts & Zimmerman, who acknowledges 
that one could claim that all research are value laden, in the sense that all researchers are 
affected in their choices of topics, methods and assumptions by their own preferences 
and expected payoffs through for example expected citations and publications (Watts & 
Zimmerman, 1990, p. 147). They argue that this is not a problem, as long as it does not 
impair a theory's capacity to fulfil its intentions, something we agree upon. We think it 
is up to the reader to evaluate if he or she thinks that a research outcome, or a theory for 
that matter, is objective or driven by an agenda that bias the information it provides. We 
have not used sources that we have felt unsecure about regarding its freedom tendency. 
One factor that we think is useful to consider that strengthens the freedom tendency of a 
source is its endurance and if it is well-cited, since we believe that the competitive 
market for trustworthy information would have rejected them if they were found to be 
unprofessional and impartial. 
 
In our thesis we have on two locations, page 2 and page 8, referred to sources in the 
form of student theses. We are aware that the credibility and quality of these sources is 
not the same as with the professional scientific publications that we otherwise have 
used, but we have used them to demonstrate the limited number of studies that have yet 
been conducted about K2 and K3. We have strived to be transparent in the text 
regarding when we refer to student essays, so the reader can distinguish and assess the 
credibility of the different sources we have used. We have considered it to be beneficial 
for our study to refer to these student theses, despite their limited credibility, because 
our problem area is new and unexplored, and we believe that it is important to notify an 
interested reader about the limited number of other closely related studies.  
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4. Theoretical framework 

For the convenience of the reader, we will use this section to present the theories we 
use in our study. We will also explain to the reader the relevance and purpose that the 
chosen theories have to our study. 

 

4.1 Theory introduction 
 

“I consider accounting choice theory to be central to the study of accounting.  If we 
cannot explain and predict variations in accounting, we cannot provide our students 

with much understanding of accounting” 
(Watts, 1992, p. 235) 

 
As Watts (1992) states in the quote above, an understanding of accounting choice 
theory is essential for an understanding of the influence that accounting embraces in our 
society. For someone with no background in accounting it might be confusing how an 
economic event, say how to value an asset such as property that a company owns, will 
express itself differently in the financial statements dependent on which accounting 
regulations a company chooses to follow. The real value of the property without a doubt 
is exactly the same irrespectively of which accounting rules a company choose to 
follow. Research on accounting choice raises the central question whether accounting 
matters (Fields et al, 2001, p.  256). 
 
There are many theories about accounting choice (Collin et al, 2009, p. 167). 
Accounting choice theories are theories that aim to explain and predict the accounting 
choice that economic actors, for example managers, make when having the possibility 
to choose between two or more accounting alternatives. Let us at this point resolve the 
definition and meaning of the term accounting choice. We find Fields et al’s (2001, p. 
256) definition of accounting choice to best capture the issue and have therefore chosen 
to apply it in our study:  
 
“An accounting choice is any decision whose primary purpose is to influence (either in 
form or substance) the output of the accounting system in a particular way, including 
not only financial statements published in accordance with GAAP, but also tax returns 

and regulatory filings” 
 

Within this definition of accounting choice lays, as we interpret it, the assumption that 
an understanding of managerial intention is the key to understanding the accounting 
choices a company makes. Such definition of account choice is interesting to our study 
because it embraces the factor of managerial intention in the company’s decision 
process, and this stands in line with the purpose that we are aiming at: to increase the 
understanding of what underlying factors that motivates decision-makers in small 
companies in their decision between alternative accounting regulations. 
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Francis (2001) argues that the strong impact that Fields et. al's definition of accounting 
choice has received can be explained by its multidimensional coverage. In contrast to 
most other research on accounting choice, she writes that Fields et.al’s definition 
acknowledges that managerial decisions often is a balancing of interests between parties 
with an interest in the outputs of the accounting system. Other definitions are often 
narrower and focus on only one factor, namely the manager's choice, ignoring that it 
may be several factors behind the ultimate choice (Francis, 2001, p. 310). For our study 
it is preferable with a flexible definition that recognizes that accounting choices in 
reality probably is a complex process, which requires openness and humility to be 
understood. 
 
There is a broad supply of accounting choice theories available today. We now continue 
with an argumentation of why we have chosen to focus on a two of these theories in our 
study. In our study we aim to answer the question of how small companies reason when 
faced with a choice between the two alternative accounting regulatory frameworks K2 
and K3. In order to be able to answer that question in a situation where the technical 
knowledge about K2 and K3 is limited due to the fact that it has not yet been fully 
implemented, we strive to increase our understanding of the underlying factors and 
motivations that influence them in a situation of accounting choice.  
 
One other important factor in our study is that we focus on small, non-public 
companies. This means that we are not interested in accounting choice theories that 
focus primarily on stock market reactions to accounting choices. With the purpose of 
our study in mind, we have ended up with two theories that will act as theoretical 
framework for our study and that will be of help when trying to understand what the 
underlying motivational factors are for small companies when deciding which 
accounting regulatory framework they will choose to apply. One of the theories relies 
on the assumption that that all organizations, and thus individuals, act out of self-
interest in accounting choice, and the other theory argues that managers make decisions 
by taking the interest of all the stakeholders in a firm into account. The two theories are 
called positive accounting theory and stakeholder theory.  

4.2 Positive Accounting Theory (PAT) 
Accounting is particular in the sense that there is often more than one way to account 
for a transaction or economic event. Companies are often offered, through the guidance 
of different accounting regulatory frameworks, the possibility to choose between 
different accounting options when producing their financial statements. This means that 
financial accounting contains elements of flexibility, which infers that standard setters 
entrust responsibility on the decision-makers in the companies on how the accounting 
will be done in practice (Deegan, 2011, p. 254; Hartwig, 2012, p. 5; Burgstahler et al, 
2006, p. 983). Positive accounting theory (PAT) is, according to Deegan (2011, p. 254) 
“a theory that provides a particular perspective about why managers, when confronted 
with a choice between competing accounting methods, would elect to adopt or support 
particular accounting methods in preference of others”. PAT is considered as one of the 
most influential accounting theories in accounting research during the last four decades. 
(Kabir, 2010, p. 137; Melis, 2007, p. 53). The term positive refers to the motivation of 
this particular accounting theory, which is to provide explanations and predictions about 
real-world events (Scott, 1997, p. 219). Thus, PAT is concerned with trying to explain 
and predict how and why firms decide which accounting policies to support, including 



 

  17 

how and why firms will respond in a certain way to new accounting standards (Scott, 
1997, p. 219). In contrast to normative accounting theories, PAT does not seek to 
explain how companies should reason in their accounting choice decisions, but rather 
how and why they reason like they do in their accounting choice decisions (Deegan, 
2011, p. 255; Kabir, 2010, p. 137). Such theoretical perspective is well suited for the 
purpose of our study, which is to increase the understanding of the motivations and 
underlying factors that influence decision-makers in small companies in their choice 
between alternative accounting regulations.  
 
So far, with the topic still so young, most studies regarding K2 and K3 have 
investigated how the concerned companies should reason when the time comes and they 
are faced with the choice between them (Hansson & Timonen, 2011; Ahlin & 
Strandberg, 2011; Andersson & Norlander, 2012; Bevanda et. al, 2011). Very little 
attention has been paid to those who actually will make the decision between K2 and 
K3 do in fact reason, that is, the decision-makers within the companies themselves. It is 
here, within this problem area, we believe that we, with the help of descriptive rather 
than prescriptive accounting choice theories, will contribute to create an increased 
understanding of the issue. 
 
Financial accounting is not a definitive science. There is rarely only one way to account 
for an economic event, and different alternatives may result in very different outcomes 
in the financial statements. Collin et al (2009, p. 145 f) states that accounting can be 
perceived as having two functions: 1) that of producing information for decision-
makers, for example investors, creditors, managers, suppliers, customers, and 2) that of 
distributing the results of production. Both those functions have wealth effects for 
stakeholders of the firm. The informative role of accounting influences wealth through 
its role in the evaluation of projects and the control and evaluation of management 
(Bushman, & Smith, 2001, p. 238). Its distributional role influence wealth through, for 
example, the determination of distributable equity. One implication of accepting that 
accounting is not wealth neutral is that it creates incentives for stakeholders to influence 
the accounting system and of the organization and ultimately the output of the 
accounting system (Collin et al, 2009, p. 146). PAT has focused on this aspect of the 
accounting system, explaining and predicting the choice of accounting rules through the 
perspective of the wealth effects the decision has for influential stakeholders who have 
an interest in the outcome produced as a result of the decision (Watts & Zimmerman, 
1986). 
 
PAT seeks to explain and predict why individuals will choose to adopt certain 
accounting methods in preference to other accounting methods, when there is an 
available choice between two or more alternative accounting methods to account for an 
identical economic event (Deegan, 2011, p. 254). Alternative accounting methods for 
identical economic events are for example what is offered for small companies in 
Sweden after 1st of January 2014, through the two alternatives of accounting regulatory 
frameworks K2 and K3. K2 and K3 contains significant differences in terms of 
accounting methods available for its users on how to account for identical economic 
events. PAT is interesting to our study because it is a theory that offers explanations 
about how and why managers reason like they do when it comes to accounting choices 
(Deegan, 2011, p. 263). 
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4.2.1 Background to PAT 
To understand PAT, to critically evaluate the theory and to be able to draw inferences 
from it, one must have knowledge about its history and the assumptions that PAT relies 
upon. PAT is an autonomous theory, developed and created from a merger of a number 
of different theories and these theories underlying assumptions. PAT has inherited many 
of its underlying assumptions from neo-classical economics (Setyorini & Ishak, 2012, p. 
154; Melis, 2007, p. 57; Gaffikin, 2007, p. 8; Watts & Zimmerman, 1979, p. 274; 
Deegan, 2006, p. 207 f). By borrowing ideas from neo-classical economics, researchers 
within the field of accounting choice could develop testable hypotheses that were based 
on certain assumptions. This enabled the researchers to start looking for answers to why 
companies did not seem to be indifferent to the choice of accounting alternatives 
available to them. This was a milestone within the research field of accounting choice, 
which until then had been heavily dominated by normative research (Kothari, 2001, p. 
113). We believe that the assumptions PAT borrowed from economics, such as the 
adoption of the efficient market and the assumption of each individuals utility-
maximizing behaviour, put the brilliant foundation for the revolution that PAT has 
come to mean for the development of knowledge in the field of accounting choices. 
 
There is no established consensus on when and who introduced PAT to the world. 
However, it is generally accepted that Ross Watts and Jerold Zimmerman are the 
principal developers of the theory (Deegan, 2006, p. 8; Setyorini & Ishak, 2012, p. 53; 
Waweru et al, 2011, p. 146). In 1978, Watts & Zimmerman published in the accounting 
review an article called “towards a Positive Theory of the determination of accounting 
standards”. This article has later been accepted by the majority of researchers as the 
original birth of PAT (Deegan, 2011, p. 9; Milne, 2002, p. 2).  
 
The reason that there are different views on when and who the creators of PAT are is 
that PAT, although an autonomous theory on its own, share attributes with other 
theories developed and introduced before Watts & Zimmerman’s article was published 
in 1978. Kothari (2001, p. 115) puts it so that “Watts & Zimmerman capitalized on the 
concurrent developments in finance and economics to explain some of the puzzles 
facing accounting researchers and practitioners”. Watts & Zimmerman have not tried to 
hide the fact that PAT originates from other theories. However, this should not be seen 
as unique or remarkable as this process is what new theory formation is about - to refine 
and further develop existing theories. Specifically and often mentioned inspirations for 
Watts & Zimmerman’s development of PAT has for example been the work of Gordon 
(1964), Ball & Brown (1968), Malkiel & Fama (1970), Zeff (1978), and Jensen & 
Meckling (1976). (Watts & Zimmerman, 1978, p. 113 f ; Deegan 2011, p. 9. 259) 

4.2.2 PAT and the efficient market 
The efficient market hypothesis (EMH) was crucial to the early development of PAT. 
The EMH is based on the assumption that capital markets react in an efficient and 
unbiased manner to publicly available information. The perspective given by EMH is 
that a firm will be correctly valued by the capital markets, and that the valuation will 
reflect the information content of all publicly available information about the company. 
The capital market is considered to be highly competitive, which leads to the 
assumption that newly released public information is expected to be quickly impounded 
into the valuation of a company. The information is not restricted to only accounting 
information (Deegan, 2011, p. 259 f; Fields et al 2001, p. 264). EMH as it is used in 
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accounting choice research takes an information perspective, testing the value relevance 
of accounting information measured as to which degree the capital market seem to react 
to the information presented in the financial statements (Malkiel & Fama, 1970, p. 383; 
Kothari, 2001, p. 114; Deegan, 2011, p. 259). It thus investigates if accounting 
information, dependent on the form it takes, matters. (Ball & Brown, 1968, p. 160; 
Deegan, 2006, p. 210; Watts & Zimmerman, 1986, p. 161) 
 
Consistent with the assumptions in EMH, PAT predicts that the capital market will 
value a company on the basis of beliefs about the present value of future cash flows that 
the company will generate, and that when these beliefs change, the markets valuation of 
the company will also change. (Deegan, 2011, p. 260; Watts & Zimmerman, p. 133) 
This implies that different accounting methods adopted by companies will not affect the 
markets valuation of the company unless the different accounting methods are estimated 
to have effects on the company’s cash flows (Deegan, 2011, p. 260; Watts & 
Zimmerman, 1986, p. 133). Furthermore, the assumption about efficient markets 
includes the belief that the market will punish companies they distrust, implying from 
an accounting perspective that companies will have to take accounting decisions in 
accordance with the markets requirements and expectations to not be discriminated and 
consequently negatively affected (Deegan, 2011, p. 260). Some researchers have used 
this as an argument that accounting regulation is unnecessary, that the market can take 
care of itself (Watts & Zimmerman, 1986, p. 157; Scott, 2011, p. 23). However, there 
are widely differing viewpoints on the necessity and form of accounting regulation. 
Accounting Scandals like the Enron scandal has damaged confidence in the market's 
ability to produce unbiased accounting information without the intervention of 
accounting regulation. It can thus be said that it is the society that demands accounting 
regulation, because of the lack of confidence in the individuals that produce the 
accounting information (Gaffikin, 2005, p. 12; Scott, 2011, p. 24). 
 
Kothari (2001, p. 114) states that the proposed hypothesis of market efficiency opened 
new doors for positive research in the accounting field. Watts & Zimmerman were 
inspired by EMH studies that investigated if new or unexpected earnings 
announcements were useful to the capital market - if the capital market reacted to new 
or unexpected information. This was controversial at the time. Earlier and up until then 
more popular normative accounting theories had suggested that only certain ‘correct’ 
accounting information was useful, that reported earnings numbers were meaningless 
and could even be misleading. (Deegan, 2011, p. 262; Kabir, 2010, p. 138).  
 
PAT, inspired by the EMH, is a theory that wants to investigate this empirically instead 
of prescribing how it should be, and assumes that if the numbers presented in a 
company’s financial statements matter to the capital market, then the valuation, i.e. the 
share price, of the company will adjust to reflect new and/or unexpected information 
presented in the financial statements. A key study in this area that had great impact in 
the development of PAT was a study by Ball & Brown from 1968. This study showed 
that unexpected reported earnings, announced through company’s financial statements, 
was considered by the capital market and reflected through a corresponding change in 
the stock price. Ball & Brown thus found evidence suggesting that the accounting 
information reflected in the reported income numbers was useful, which they meant 
indicated that historical cost information was useful to the market, because the 
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accounting numbers that were tested in the study included historical cost accounting 
measurements.  
 
This was surprising to many since these empirically established results were against 
many of the normative accounting theories and their underlying assumptions so popular 
at that time. For example, normative accounting theorists had argued that there is only 
one source of information about a company and that is the financial statements, reported 
earnings numbers are useless if they were not a prepared by a homogenous and 
theoretically correct accounting method, and that it is possible for companies to mislead 
the capital market by manipulating the accounting information through accounting 
choices. (Kabir, 2010, p. 138) EMH research applied in an accounting context hence 
contributed with a new perspective on the market’s reaction to accounting information 
and hence accounting choice. It was this contribution that Watts & Zimmerman found 
interesting and brought with them in their development of PAT. 
 
Research that tested the EMH in the field of accounting choice after the Ball and Brown 
study predominantly adopted a slightly milder version of the efficient market 
assumption, referred to as semi-strong form market efficiency. This version of EMH 
assumes that the market value of a firm is a reflection of all publicly available 
information. (Deegan, 2011, p. 259) According to Watts & Zimmerman (1986, p. 19) it 
is this version of EMH that is most consistent with the evidence resulted from empirical 
observations. An interesting observation in relation to our studied problem area is that 
according to Deegan (2011, p. 261), accounting choice research focusing on the EMH 
that followed after Ball & Brown (1968) has shown that the impact on company 
valuation that reported accounting information has is greater for smaller firms than for 
larger firms. The explanation to this is according to Deegan (2011, p. 261) that there is 
often more public information available about larger firms, which means that the 
information in the financial statements have relatively less impact and ‘surprise effect’ 
when it is presented. In smaller firms, however, the information presented in the 
financial statements may be the only source of information for persons outside the 
company. This observation is in accordance with the EMH and PAT and their 
assumptions that the capital market will be less affected by new presented financial 
accounting information when there are more complementary sources of information to 
take part of, leading to less dependence on accounting information in firm evaluation. 
(Deegan, 2011, p. 260) 
 
The EMH has without a doubt been influential in the development of PAT. EMH offers 
an explanation to one of the important underlying assumptions of PAT, which is that 
markets are (semi-) efficient and do react fast to new and unexpected accounting 
information. The argument emphasized by EMH in its purest form is that as long as 
firms disclose what accounting policies they have used when producing the information 
in the financial statement, the capital market will be able to use all publicly available 
information to see through the differences that results due to accounting differences. 
However, within EMH the range of information available to the market is assumed to be 
both comprehensive and costless. With such a perspective firm value is not affected by 
accounting choices if the different accounting choices do not have cash flow effects. 
There is hence no need to explain and predict accounting choice, because in such an 
environment accounting is irrelevant (Watts & Zimmerman, 1990, p. 132). This does 
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not seem to conform with the idea behind PAT, which is to explain and predict 
accounting choice, does it? 

4.2.3 The further development of PAT 
PAT is consistent with EMH in the sense that PAT assumes that markets are efficient. 
As far as accounting information and its influences on the market value of a company is 
concerned, PAT assumes that if full information is disclosed to complement the 
financial information then the market is indifferent about which accounting methods 
that companies use as long as there are no cash flow effects separating them. However, 
in contrast to the EMH whose ambitions stopped at examining market reactions linked 
to accounting information, PAT seeks to explain and predict accounting choice. Watts 
and Zimmerman and other researchers did around the 1970’s start to understand and 
recognize the limitations of EMH for explaining and predicting accounting choices. To 
take advantage of the ideas developed in the EMH while at the same time 
supplementing for its weaknesses in relation to the intended purpose, agency costs were 
incorporated into the equation. This was a scientific breakthrough in the quest to find 
explanations to why firms were not indifferent about their accounting choices even 
when there appeared to be no direct cash flow effects. Agency theory came to be a very 
important part in the development of PAT, this by focusing on the relationships between 
principals and agents and their interest discrepancies, and by this acknowledge that 
transaction costs and information costs exists (Deegan, 2006, p. 213; Gaffikin, 2007, p. 
9).  
 
Transaction costs and information costs are examples of agency costs that arise as a 
consequence of the agency problems that are assumed to occur when delegation of 
decision-making authority between one party (the principal) to another party (the agent) 
is present in a relationship (Deegan, 2006, p. 207). PAT acknowledges that control of 
agency problems is crucial for firms that want to survive in a competitive market. 
Agency problems arise because of disperse interests between different actors that 
constitutes a firm, all of them assumed to be driven by self-interest to maximize their 
own utility (Deegan, 2006, p. 213). 
 
PAT incorporated the agency relationship and associated agency costs, as Jensen & 
Meckling developed it in their paper published in 1976. Jensen & Meckling (1976, p. 9) 
state that they view the firm as a nexus of a set of contracting relationships among 
individuals, and not as an individual. This has some very important implications for the 
view on decision-making in firms. With this perspective, PAT takes an unemotional 
perspective of the firm as a legal fiction that only exists because it serves as a nexus, a 
unifying link, in the balancing of interest between the individuals that are part of a 
contracted relationship with each other. The view is that the behaviour of the firm (for 
example decisions regarding accounting choice), including the motivations behind the 
behaviour, is like the behaviour in an efficient market, that is, the outcome of a complex 
equilibrium process between the contracting parties (Jensen & Meckling, 1976, p. 9). 
Deegan (2006, p. 260) clarifies that these contracts does not have to be written 
contracts. It may simply be implicit terms about how a principal expects an agent to 
behave. The agency costs that arise as a consequence of the necessary contractual 
arrangements needed to align the assumed dispersed interests between the various 
individuals involved in providing resources to an organization are often referred to as 
contracting costs (Watts & Zimmerman, 1990, p. 134; Klein, 1983, p. 367). These 
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contracting costs are considered as real as any other costs (Jensen & Meckling, 1976, p. 
72). 
 
Watts & Zimmerman (1990, p. 134 f) argues that contracting costs arise in 1) market 
transactions 2) transactions internal to the firm and 3) transactions in the political 
process. They argue that contracting costs consist of transaction costs, agency costs, 
information costs, renegotiation costs, and bankruptcy costs. In PAT, they use the term 
contracting costs to include all these costs. The rejection of the zero contracting cost 
assumption provided the opportunity for the choices between available accounting 
procedures to affect firm value despite the lack of direct cash flow effects (Watts & 
Zimmerman, 1986). As Kabir (2010, p. 138) puts it “The dropping of the assumption of 
zero contracting costs has shown that accounting methods have the potential to affect 
the cash flow to the contracting parties. It thus provides incentives to the contracting 
parties to influence accounting methods.” The new view on how companies are 
structured and how this structure affects the decision-making helped Watts & 
Zimmerman in their development of PAT. By combining the ideas developed by the 
hypothesis of the efficient market (Malkiel & Fama, 1970) with the ideas developed by 
agency theory (Jensen & Meckling, 1976), Watts & Zimmerman had the foundations 
necessary to develop their own positive theory applicable in an accounting choice 
context (Deegan, 2006, p. 217). 
 
Klein (1983, p. 370 f) presents an interesting discussion in which he questions the 
reasoning of Fama & Jensen (1983b), where Klein argues that they fail to explain why 
small companies do not seek to minimize agency costs by even the separation of 
management and residual claimants. Fama & Jensen (1983b, p. 305 f) argues that small 
companies will choose not to separate the decision-maker from the residual claimants, 
despite the opportunity to do it, because the benefits of sharing the risk with other 
residual claimants are smaller than it is for larger companies, and that agency costs 
resulting when ownership and control are separated are higher in smaller companies.  
 
It is important to reflect over the fact that PAT is a theory built on the assumption that 
all individuals take decisions to maximize their own utility (Watts & Zimmerman, 1978, 
p. 113). It is easy to minimize and misunderstand this assumption, since it comprises 
many more scenarios than it might first appear to. First it is important to define utility 
within this context. Utility can be explained as an economist’s way of measuring 
pleasure and satisfaction and how it relates to decisions that people make in their lives. 
The assumption about each individual's endeavour towards self-utility maximization 
does not focus on the decision itself, but on the motivation behind the decision. For 
example ‘I will choose alternative A’, must be followed by the question ‘Why will you 
chose alternative A?’. What is interesting are the motivations behind a reasoning. In the 
end it is an assumption that people evaluate the personally perceived costs and the 
benefits of a decision in relation to the personally perceived costs and benefits of an 
alternative decision, and the assumption is that people will always end up choosing the 
alternative where the personally perceived benefits exceed the personally perceived 
costs. It is also important to understand that a person’s utility consists of both pecuniary 
and non-pecuniary benefits and costs (Jensen & Meckling, 1976, p. 16). 
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4.2.4 The two perspectives of PAT 
 
The efficiency perspective 
PAT offers two perspectives on why companies prefer certain accounting methods over 
other competing accounting methods. The first perspective is called ‘the efficiency 
perspective’. It is often referred to as an ex ante perspective. Ex ante is a Latin 
expression meaning before the fact. The efficiency perspective explains how contracting 
mechanisms can be introduced before an outcome is known, with the objective to 
minimize future agency and contracting costs according to the best possible estimates 
before the outcome is known (Deegan, 2006, p. 220; Watts & Zimmerman, 1990, p. 
136). Explained in a different way, the efficiency perspective explains that individuals 
may experience that the decision that takes all contracted parties into consideration is 
the decision that maximizes the decision-making individual’s utility.  
 
The efficiency perspective is closely related to another well-known theory called the 
theory of the firm. The underlying notion in the theory of the firm and also in PAT is 
that firms are viewed as a nexus of contracts where all individuals are maximizing 
utility, and that companies must take decisions that balance the conflicting objectives of 
the individual contracting parties into equilibrium to maximize firm value (Holthausen, 
1990, p. 207). Contractual relations are the heart of the firm, not only with employees 
but with suppliers, creditors customers etc. (Jensen & Meckling, 1976, p. 311) The idea 
is that the firms that are best at managing contracting costs are the firms most likely to 
survive in a competitive environment (Watts & Zimmerman, 1990, p. 134). Watts & 
Zimmerman have explicitly admitted that the theory of the firm has been important to 
them in the development of PAT, especially the paper written by Jensen and Meckling 
from 1976 about the theory of the firm.  
 
Within the efficiency perspective, the accounting choices taken by companies is often 
explained by assuming that a company’s choice will fall on the accounting option that 
leads to the best reflection of the company's economic reality, because this will lead to 
the highest utility, i.e. wealth maximization, for the company (Deegan, 2006, p. 221). 
The idea of the efficiency perspective in relation to the wealth maximization assumption 
is that companies by being ‘honest’, that is by providing accounting measures of their 
performance that best reflect the underlying performance of the company, it is argued 
that investors and other parties will not need to gather additional information from other 
sources, and that this consequently will lead to cost savings (Deegan, 2006, p. 221). 
Furthermore, by choosing an accounting alternative that results in a more accurate 
reflection of the underlying economic reality, companies are assumed to be able to take 
advantage of both a lower cost of capital in external relationships and also better 
information regarding internal investment decisions (Hartwig, 2012 p. 15).  
 
The efficiency perspective implies that if a company perceives that the benefits of 
producing accounting information that more accurately reflects the underlying 
economic reality exceeds the costs associated with producing such specific information, 
then the accounting alternative that leads to more accurate accounting information will 
be chosen. The efficiency perspective from an owner-managed firm is well illustrated 
by Jensen & Meckling (1976, p. 324). They write that if a manager (agent) and hence 
decision-maker is also the owner of a company, then that agent will have an interest to 
voluntary enter into a contract, written or unwritten, with outside equity holders (who 
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are then to be seen as principals), that is if they have any such relationships, that gives 
the outside equity holders the right to limit the agent's pursuit of self-interest that are not 
in line with their own interests. The idea is that since agents are always assumed by 
principals to act in the agents own self-interest, the agents will, to maximize his or her 
net utility, have incentives to make sacrifices (for example enter into contracts) that the 
principals are satisfied with (Deegan, 2011, p. 267). 
 
One example is to enter into a, formal or informal, contract with the bank that clarifies 
that the company must consider their interests for them to meet their obligations 
towards the company. It means that it will be in the agent's interest to establish such 
contracts as long as the perceived benefits of reducing the confidence gap outweigh the 
monitoring and bonding costs associated with the contracts, i.e. if he appreciates that 
such a contractual arrangement will increase the net company value seen from a time 
horizon determined by the agent. In this context we can also find the explanation to why 
some companies prefer to present as precise external accounting information as possible 
towards their stakeholders. The idea under the efficiency perspective is that by reducing 
the information asymmetry between agents and principals, the agents perceived benefits 
resulting from lower agency costs exceed the perceived benefits omitted by the 
voluntary arranged restrictions. However, the manager is within PAT assumed to only 
align his interests with those of the principal to the point where his marginal utility 
stops increasing by such alignment.    
 
The reasoning embedded in the efficiency perspective of PAT may be surprising, 
because it may be easy to interpret the assumption that an individual's decision-making 
is guided by self-interest to mean that decisions made by a manager who is also the 
owner of a company should strive to maximize his or her short-term access to the 
company’s resources, whether it be at the expense of other parties. The efficiency 
perspective of PAT, however, offers an explanation of why regard to other parties' 
interests can benefit the decision-making party's own interests, such as to achieve goals 
that are otherwise not achievable. 
 
The opportunistic perspective 
The second perspective of PAT is called ‘the opportunistic perspective’. It is often 
referred to as an ex-post perspective. Ex-post is a Latin expression that means after the 
fact (Watts & Zimmerman, 1990, p. 136; Deegan, 2011, p. 274). The opportunistic 
perspective assumes that the contractual arrangements between the contractual parties 
that make up the company are put in place, and tries to explain and predict the reactions 
that may occur after. The opportunistic perspective of PAT is called an ex-post 
perspective because it considers the possibility of opportunistic behaviour that can be 
undertaken by the decision-maker after having knowledge about the available set of 
accounting policies and about the various contractual relations and their interests 
(Deegan, 2011, p.  274). For example, the set of available accounting policies to a small 
company in Sweden will from 1st of January 2014 be those offered by K2 and K3, in 
other words, K2 and K3 are what they have to choose between.   
 
Different companies are assumed to have different contractual arrangements with for 
example employees, suppliers, competitors, creditors, government etc. The 
opportunistic perspective of PAT points out that managers, like all individuals, are 
rational and therefore, if given the possibility, will choose the accounting policies that 
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are most consistent with his or her preferences (Scott, 2011, p. 306). Within this 
perspective the decision-maker do not care about the fact that the decision may not be in 
the best interest of the other contracting parties, and therefore may well be to the 
detriment of the other contracting parties. Such ex-post opportunistic behaviour is said 
to reduce contracting efficiency, and hence firm value (Scott, 2011, p. 306). 
 
The term contracting parties is in PAT meant to include all parties with an interest in the 
firm, including “internal” employees and managers and “external” parties such as 
suppliers, claim holders and customers (Watts & Zimmerman, 1990, p. 135). The 
authors further explain that that the ability for agents (for example managers) to 
undertake opportunistic accounting choices despite the existence of contractual 
arrangements that are entered into with the purpose of aligning the diverse interests of 
the contractual parties, comes from the expectations that agents are expected to retain 
some discretion when it comes to accounting choice, even after the potential restrictions 
that may have been put in place by the contracting parties all of whom have an interest 
in the firms accounting output. When agents exercise this discretion, PAT argues that 
the manager can use his or her discretion regarding accounting choice either to increase 
the wealth of all contracting parties with an interest in the accounting output, or to make 
himself or herself better off at the expense of the other contracting parties. If the agent 
choose to exercise his or her discretion regarding accounting choice ex post, that is after 
having knowledge about the other contracting parties and what they prefer in terms of 
accounting choice, and if the exercised discretion has wealth redistributive effects 
among the contracting parties, then it is said that agents act opportunistically (Watts & 
Zimmerman, 1990, p. 135).  
 
A reflection we think is worth reporting is that our interpretation of the opportunistic 
perspective of PAT is that most of the studies that finds support for the explanations 
proposed by it is research about investigating public companies, environments where 
the separation between agents and principals are usually considerably more pronounced 
than in the types of companies, small non-public, that we are investigating.  
 
Both Scott (2011, p. 315) and Watts & Zimmerman (1990, p. 143) have notified that it 
is not easy to determine whether companies’ preferences of accounting policies are 
driven by opportunism or efficiency reasons. This is especially true when investigating 
accounting choice in a quantitative manner, which is the most used research method. 
The problem is that it is the underlying factors behind the choice rather than the effects 
of is that determines whether an accounting choice is considered to be justified by 
efficiency reasons or by opportunism.  
 
As Deegan (2011, p. 255) points out, PAT is one of several autonomous positive 
theories of accounting. Other well-established positive theories of accounting are for 
example legitimacy theory, institutional theory and the second theory that we will use in 
our study, stakeholder theory (Deegan, 2011, p. 255). The common denominator for a 
theory to be classified as a positive theory of accounting is the ambition to explain and 
predict accounting practice rather than prescribing recommendations on how accounting 
practice should be conducted (Deegan, 2011, p. 255; Watts & Zimmerman, 1986, p. 7). 
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4.3 Stakeholder Theory 
 
Stakeholder theory is a theory that views organizations as part of a broader social 
system, in which the organization is involved together with other actors in the society. It 
is therefore often referred to as a system-oriented theory. How well the social system 
works is considered to be a result of the interaction between the organization and other 
community stakeholders, implying that an organization must take other interests than 
solely their own into consideration when taking decisions (Freeman, 2002, p. 39; 
Ullman, 1985, p. 554).  
 
A well-used definition of stakeholders is provided by Freeman (2002, p. 39) as “... those 
groups who have stake in or claim on the firm”. Regardless of the relative inconsistency 
about the definition of what and who a stakeholder is, examples of stakeholders 
frequently brought up in the literature are employees, suppliers, customers, tax 
authorities, the unions, the local community, management and the owners. Managers 
and owners are thus included in the definition of stakeholders, in the sense that they, 
similar to other employees, are dependent on the company for income, but they are also 
the ones responsible for balancing the claims of all stakeholders. Our interpretation of 
the stakeholder definition provided by Freeman (2002) is also that external accounting 
advisors, for example auditors and accounting consultants, are included. When the 
claims from different stakeholders are not properly balanced the future of the company 
is endangered (Freedman, 2002, p. 44).  
 
Stakeholder theory acknowledges that there are many different groups of stakeholders 
within the society, and that these different groups may have various powers to impact 
the decisions taken by organizations (Garvare & Johansson, 2010, p. 738; Roberts & 
Mahoney, 2004, p. 402; Jones & Wicks, 1999, p.208). Stakeholder theory contributes to 
the debate regarding companies accounting choices by focusing on how a company’s 
interactions with its stakeholders can affect its choice of accounting methods.  
 
One of the biggest problems during the evolution of stakeholder theory has been the 
inability to agree on a consistent meaning and purpose of the theory (Lepineux, 2005, p. 
100; Donaldson & Preston, 1995, p. 69). According to Donaldson & Preston (1995, p. 
66) the concept stakeholder theory is explained and used differently by different 
authors. The theory is also divided into different branches. Donaldson and Preston 
(1995, p. 70) argue that stakeholder theory is composed of three branches: 1) 
descriptive/Empirical, 2) instrumental, and 3) normative. They claim that all three 
aspects are interlinked and should be viewed together rather than separately to give the 
best overall picture (Donaldson & Preston, 1995, p. 74). This division into three 
branches of the theory, in other words three often used perspective of the theory by 
researchers, has become accepted by many (Mainardes et. al, 2011, p. 227; Hasnas, 
1998, p. 15; Freeman 2002 p. 44; Lepinueux, 2005, p. 100; Jones & Wicks 1999, p. 
207). Jones & Wicks (1999, p. 206) argues that Donaldson & Preston's influential 
article (1995) containing this division has contributed with a valuable consistency to the 
stakeholder concept as a theory, and that it has provided a taxonomy of stakeholder 
theory branches. We are also grateful, for their proposed structure has helped us in our 
orientation in the literature review of the field of stakeholder theory, in the way that it 
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has helped us to delimitate ourselves to the versions of the theory that are relevant for 
the fulfilment of our study’s purpose. 
 
Roberts & Mahoney (2004, p. 399) insists that the large spread in how researchers use 
and interpret stakeholder theory is problematic, because its non-consistent expression 
risk creating confusion about what is the theory’s field of application. It is also argued 
that the extraordinary wide spread of how the theory is used and expressed is likely to 
reduce the theoretical credibility of the theory (Lepinueux, 2005, p. 100). We agree with 
this and it has thus been important for us to focus on the specific branches of the theory 
that we believe are most relevant to the purpose of our study, and to be transparent with 
what branch of stakeholder theory that we will focus on. As discussed earlier in the 
theory chapter, there are important differences between theoretical perspectives that are 
normative in their ambition and those that are positive in their ambition. These two can 
be said to represent two separate fields of research, which is true also in the research 
field of accounting choice (Roberts & Mahoney, 2004, p. 400). 
 
A normative theoretical approach indicates that a theory, or a specific branch of a theory 
like in the case of stakeholder theory, seek to prescribe recommendations on how 
something should be done. From a stakeholder theory context, then the normative 
branch argues for how companies, according to the opinions of the authors, should take 
their stakeholders into consideration when making decisions (Freeman, 2002) Positive 
theories, on the other hand, seeks to explain and predict reality, no matter how imperfect 
this reality appears (Deegan, 2006, p. 8). An important difference between the positive 
(managerial) perspective of stakeholder theory compared to the normative (ethical) 
view is that the former assumes that the ultimate goal for a company is to maximize the 
value of the company, and that managing the interests of the stakeholders is in the 
interest of the company because by not giving them attention, the company will not 
maximize its own benefits. The normative approach rejects the assumption that all 
companies are run with the aim of maximizing its own benefits. The approach is instead 
more ethical, and stakeholder theory is within this perspective used to prescribe 
recommendations on how companies should treat each stakeholder as an integral part in 
all decisions that are important to the future of the firm (Freeman, 2002, p. 39).  
 
Since our ambition with this study is to increase the understanding about how small 
companies reason in relation to accounting choices, and thus not how they should do, 
we will put our focus on the managerial, also known as the positive, branch of 
stakeholder theory. We have found this branch of the stakeholder theory to be a useful 
complement to the positive accounting theory in our ambition to increase the 
understanding of how and why small companies reason like they do when deciding 
between alternative accounting regulations. It is useful because it on a more detailed 
plan seeks to explain how company accounting choices can be understood and predicted 
with the help of an understanding of the company's interaction with its stakeholders. 
Furthermore, unlike the ethical branch of stakeholder theory, the positive branch of 
stakeholder theory can be used, and often are, when analysing empirical observation 
(Deegan, 2006 p. 289).  
 
However, we also want to highlight a few thoughts about the concept of ‘normative’ 
that Griffiths (1995, p. 297 f) shares in the context of that we think are worthy of note. 
He argues that there is a common misconception that tends to undermine the concept of 
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normative, and that is the misconception that a theory about norms and normative 
behaviour is always seen as normative in the sense that it always involves normative 
evaluation of the behaviour studied. He argues that this misunderstanding is a result of 
the interpreter's inability to distinguish between internal and external perspectives on 
norms. As an example he argues, considered externally, there is nothing normative 
about the statement that in Society A, Rule B prevails (Griffiths, 1995, p. 297). We 
adopt the same approach when it comes to the by many interpreted as 'normative' 
assertion ‘that in today's society, it starts to become more important for companies to 
consider the societal consequences of their decisions’. According to our interpretation, 
what determines whether a statement is normative or not is whether the statement 
intends to convey a prescription of how another party should think, act, or decide. We 
will therefore not only for the sake of it struggle to debate about which of the branches 
of stakeholder theory that are ‘best’. The important factor for us in our study is instead 
to focus on the aspects of stakeholder theory that can be of help in explaining and 
predicting the accounting choices taken by the companies studied, and that is where the 
managerial branch of stakeholder theory enters the picture. 
 
From an accounting choice perspective, the managerial branch of stakeholder theory 
suggests a possible explanation of why companies reason like they do when it comes to 
choice of accounting regulations. It does so by suggesting that the interests of influential 
and important stakeholders will impact the accounting choice decisions (Deegan, 2006, 
p. 288). One important assumption is hence that stakeholders and their respective 
interests will be treated differently depending on its relative power, where power is 
assessed through how dependent a company is of a relationship with a particular 
stakeholder (Jahawar & McLaughlin, 2001, p. 405).  
 
According to Gray et al (1996, p. 45) companies begin with identifying the stakeholders 
that are of interest to them. The identification and classification is made with respect to 
what extent the company believes that the interaction between each stakeholder group 
must be managed in order to promote the company’s own interests, basically through a 
ranking of how important they are for the success of the company. The more important 
the company finds that a certain stakeholder is for them, the more the company will 
consider that stakeholder’s interests in their decision-making in order to manage that 
relationship. They also state that information is an important means of communication 
in the company’s relationship with its stakeholders, and that information and its content 
can, as a consequence of information asymmetry, be adjusted by the company to meet 
the stakeholder’s requirements or demands.  
 
Deegan (2006, p. 289) states that a company's policies and decisions concerning for 
example the extent and quality of information disclosure is influenced by the 
expectations and pressures that the different stakeholders puts on the company. Bailey 
et al (2000) has come to the conclusion that it must be acknowledged that companies 
usually experience a hierarchy of importance when it comes to analysis of their 
stakeholder relationships, and the consequence is that the stakeholders that the specific 
company evaluates are most important to them will be given priority over other 
stakeholders'. This view is in line with Wallace’s (1995, p. 9) view on how companies 
must be able to evaluate and balance the interests of their acknowledged stakeholders' in 
relation to how important each relationship is for the company.  
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The value that stakeholders seek is often assumed to be economic value. Concluding 
that stakeholder value equals economic value also enables researchers to measure and 
mathematically calculate the effects. However, Harrison & Wicks (2013, p. 100, 102, 
116) argue that stakeholder value does in not limited to only economic value even 
though that is what managers usually measures. The authors further claim that this 
simplification obscure relevant aspect of stakeholder value. The authors further 
conclude that, in accordance with what several previous researchers has said, the firm 
that can provide its stakeholders with more value than they would get from another 
option will retain and enforce the firms position.  

4.4 Summary of theories 
We have in this chapter scrutinized the two theories PAT and ST. PAT is an accounting 
choice theory developed by Watts & Zimmerman, with its roots in 1978. PAT is 
considered by many as one of the most influential accounting theories ever developed, 
for its ability to create an understanding of why it is that companies’ prefer certain 
accounting methods over others, in other words, why not everyone are indifferent when 
it comes to accounting choices.  
 
PAT is an accounting choice theory that offers a particular perspective on why 
managers, when confronted with a choice between alternative accounting methods, 
chooses to adopt a particular accounting method in preference of another (Deegan, 
2011, p. 253). The perspective offered is that accounting choices are always driven by 
the self-interest of the decision-maker, in his or her effort to maximize his or her utility. 
Thus, PAT suggests that to understand and predict accounting choices, one must 
understand what influences the utility of the decision-maker.  
 
PAT has within the framework of this theory evolved to offer two general explanations 
for what guides decision makers in their accounting choices. The first perspective is 
called ‘the efficiency perspective’ and the other is called ‘the opportunistic perspective’. 
Both of them are built on the assumption; that the choice of accounting method will be 
the choice that the decision-maker perceives maximize his or her own utility. The 
difference is that they offer two different explanations for how the road to perceived 
utility maximization can look for an individual. 
 
The efficiency perspective of PAT argues that individuals may experience that the 
decision that that takes all contracted parties into consideration is the decision that 
maximizes the decision-making individual’s utility. The efficiency perspective of PAT 
thus offers an explanation of why regard to other parties' interests can benefit the 
decision-making party's own interests, such as to achieve goals that are otherwise not 
achievable. The opportunistic perspective of PAT points out that all individuals are 
rational and therefore, if given the possibility, will choose the accounting policies that 
are most consistent with his or her preferences (Scott, 2011, p.306). Within this 
perspective the decision-maker do not worry about the fact that the decision may not be 
in the best interest of the other contracting parties, and therefore may well be to the 
detriment of the other contracting parties. The term contracting parties is in PAT meant 
to include all parties with an interest in the firm, including “internal” employees and 
managers and “external” parties such as suppliers, claim holders and customers (Watts 
& Zimmerman, 1990, p. 135) 
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ST is a multifaceted theory that is used with many different purposes and in many 
various contexts. It is a theory that views organizations as part of a broader social 
system, in which the organization is involved together with other actors in the society. 
ST contributes to the debate regarding companies accounting choices by focusing on 
how a company’s interactions with its stakeholders can affect its choice of accounting 
methods. ST consists of different branches, which can be said to represent different 
purposes. We think that the two most important branches two know about in relation to 
our study, are the normative branch of ST and the managerial branch of ST. The 
normative branch is sometimes referred to as the ethical branch, and the managerial 
branch is sometimes referred to as the descriptive branch. The most prominent 
difference between them is that the managerial branch argues that the ultimate goal for a 
company is to maximize the value of the company, and that managing the interests of 
the stakeholders is in the interest of the company because by not giving them attention, 
the company will not maximize its own benefits. The normative branch rejects the 
notion that all companies are run with the aim of maximizing its own benefits. The 
approach is instead more ethical, and stakeholder theory is within this perspective used 
to prescribe recommendations on how companies should treat each stakeholder as an 
integral part in all decisions that are important to the future of the firm.  
 
Since our ambition with this study is to increase the understanding about how small 
companies reason when faced with a choice between the two alternative accounting 
regulations, and thus not how they should do, we have put our focus on the managerial 
branch of ST. We have found it to be a useful complement to PAT, since we see it as a 
more detailed extension of the efficiency perspective of PAT in the ambition to increase 
the understanding of how companies’ considerations of stakeholders can affect the 
reasoning regarding accounting choices. 
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5. Practical Research Methodology 

In order to find an answer to our research question and to fulfil the purpose of our 
study we have chosen to conduct a qualitative study trough conducting interviews with 
a sample of individuals who can be of help to us. The structure and method of our 
interviews is presented in this chapter. Choices regarding assembling of data and 
resources used are presented and argued for. 

 
Within accounting research there are two main approaches, the Normative and the 
Positive approach. Positive accounting theories have the objective to explain and predict 
how companies will carry out their accounting; this is the area in which we have chosen 
to conduct our study. There are four main methods used in qualitative research, 
observations, analysing texts, interviews and audio and video recordings (Silverman, 
2011, p. 42). We have chosen to use qualitative research interviews because that is well 
adapted to provide insight to the thoughts, feelings and experiences of the person being 
interviewed (Kvale & Brinkmann, 2009, p. 17). Our ontological and epistemological 
positions, which imply that we acknowledge that individual decision-makers are 
affecting and shaping the accounting practise as well as that human life and 
understanding is contextual and affected by here and now. We therefor think that our 
mission to increase the understanding of the motivations and underlying factors that 
influence decision-makers within smaller companies in their choice between alternative 
accounting regulations is best achieved by conducting personal interviews with the 
decision-makers that are responsible for accounting choices within the companies. This 
is because we are not looking for any objective truth, since we do not believe there is 
one, but rather to convey several different individuals’ truth for the reader of our study 
to interpret and individually determine the veracity in.  

5.1 The interviews  
Interviews are a way to produce knowledge (Kvale & Brinkmann, 2009, p. 63), and to 
talk to one or several people in order to gain knowledge is something we do in both our 
private and personal life throughout our lives. To use an interview in research is simply 
to have a conversation with structure and a specific purpose (Kvale & Brinkmann, 2009, 
p. 19). The simplicity is however deceiving, and there is a lot to think about before 
conducting an interview in order for it to give relevant results. It is for example 
important for the researcher to consider the relevance of being able to listen actively and 
pose relevant follow-up questions (Kvale & Brinkmann 2009 p.154). We have, as 
researchers strived to stay humble to this fact and used relevant literature to find 
guidance for how to conduct interviews of high quality. This since the quality of the 
interviews is determinant for the quality of the analysis (Kvale & Brinkmann, 2009, p. 
180).  
 
When deciding on the type of interview that is to be used in a study, the amount of 
structure wanted can offer guidance (Merriam, 2009, p. 89). The downside with 
conducting interviews, that we have experienced, has been the difficulty to predict what 
information we will receive from the respondents. Questions regarding accounting 
choice may also be perceived as sensitive by the respondents. This is however a 
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challenge we accepted and concluded that semi-structured interviews would be well 
suited to allow us to adjust the interview to each individual respondent and also during 
each interview. By using an interview guide with flexible questions and having 
discussed many different follow up questions among us in advance of every interview, 
we were able to explore the trail of thoughts that the different respondents invited us on 
to. We thus decided to include both open and broad questions on our chosen topic and 
add niche and more direct questions depending on the development of each interview. 

5.1.1 Experts 
Before conducting the interviews with the companies that make out the core of our 
study we wanted to learn more about the regulations and also about opinions and 
attitudes of professionals within the accounting industry. To achieve this we choose to 
do interviews two experts; one interview with Eva Törning who works at Grant 
Thornton, and is one of Sweden’s principal accounting experts, and also one interview 
with one accounting consultant working in the Umeå region. The purpose of the 
interview with Eva Törning is, for us as researchers, to gain a greater understanding of 
the regulations and also to get a different perspective, the professional’s perspective on 
K2 and K3. Eva Törning works in Helsingborg and the interview was therefore 
conducted over the phone something we do not believe to be limiting since this 
interview is a part of gathering information and the answers will not be analysed. We 
put together an interview guide (see Appendix 1) for this interview to make sure we 
covered all the topics we felt that we needed information on in order to move forward. 
The interview was the information received in this interview will instead be used to 
strengthen our knowledge foundations as researchers, so that we are able to make good 
choices for our study. More knowledge will help us to choose relevant companies, and 
to develop an interview guide with relevant questions.  
 
The second expert we interviewed is an accounting consultant working in the Umeå 
region. The purpose of this interview was to gain understanding of how professional 
accountants are working with the introduction of the new regulations, what their 
thoughts on the changes are, and how they will communicate and work with their 
clients. This since we had understood that much of the responsibility for advice on 
whether the company should chose K2 or K3, and also transferring the companies to the 
new regulation, will be on the accounting consultants (Lennartsson, 2013, p. 6). The 
interview guide for this interview (see Appendix 2) was focused on questions regarding 
how the accountant consultants are affected and what her opinions are on the new 
regulations, and also how they communicate and work towards clients. This interview 
will be presented in the Empirical findings chapter and further used in the analysis.  

5.1.2 The financial statements 
In order to be prepared to discuss the aspects of the new regulations that will affect the 
studied companies, specifically with each company rather than just in wide terms, we 
studied the latest published annual report for each company before the interviews. We 
located the post’s that will be significantly affected depending on which of the 
regulations K2 or K3 they choose to apply. To our help we have used the regulations, 
and the book about the regulations written by the accounting experts Caisa Drefeldt and 
Eva Törning (Drefeldt & Törning, 2012). This step has thus also been preparatory in 
advance of the interviews with the respondents, which are the core of our study. Before 
starting to work on the thesis we wanted to completely transition the companies’ 
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financial statements into the K2 and K3. We found however that this was not possible, 
since many of the regulations in the two accounting regulatory frameworks K2 and K3 
are principle based and thus need to be complemented by praxis before anyone can say 
how they should be applied. There is also a lot of valuation involved, which is 
impossible to do for someone not involved in the specific company. We thus chose to 
identify the post’s that will be heavily affected by the choice. This information was then 
brought to the interviews and discussed with each of the respondents. 
 
Both of the two preparatory steps are conducted with the aim to broaden our own 
knowledge before conducting the core interviews of our study we hope to eliminate the 
risk of posing the wrong questions and thereby ending up with results that does not 
provide us with the intended knowledge. 

5.1.3 The interviews with the companies 
The third and main step in our study is to conduct semi-structured interviews with 
persons responsible for accounting decisions within companies that will now facing the 
choice whether to apply K2 or K3. Due to the fact that we have not been able to find 
any previous studies of this kind performed on small companies, we find it important to 
do semi-structured interviews and ask open questions in order to not preclude receiving 
relevant information. Semi-structured interviews is a method widely used in qualitative 
research, it’s a very beneficial method to use in order to encourage managers and other 
professionals to openly reflect upon their attitudes, knowledge and experience of work 
practice and processes (Rowley, 2012, p. 262) Semi-structured interview are used when 
the respondent is assumed to have a unique opinion (Merriam, 2009, p. 90). We have 
strived to stay open-minded regarding the answers we have received and adapted the 
interviews in line with the answers provided by the person being interviewed. We want 
to understand the motivations and underlying factors that affect the decision-makers in 
small companies in their choice of accounting regulations, in order to understanding 
why they prefer a particular set of accounting rules over another. We have also wanted 
to understand whom small companies see as the primary users of their financial 
statements. Since we want to receive some of the same information from all companies, 
some questions are the same for all companies, but most of the questions are more 
flexible and focus on the topics we want to explore. (Merriam, 2009, p. 90) 

5.2 Sample selection 
The population we are interested in are the companies that fit the definition of a small 
company according to the Swedish law (SFS 1995:1554 Ch. 1 §3 p. 5). We are 
interested in these companies because they will be the ones provided with the option of 
applying either the K2 or the K3. In order to reach the purpose of our study, we believe 
that companies that fit the definition of a small company, and also have assets for which 
the accounting rules differ significantly in K2 and K3, would be the ones able to 
provide us with the greatest insight on how they will reason and what factors that will 
be taken into account. This since a very small company is not likely to gain any benefits 
from choosing K3. Also, in the experience of the two accounting experts we have 
interviewed, very small companies in certain industries are rarely interested in spending 
much time or thought on the firms accounting, but will instead buy the service of having 
someone else doing it (E. Törning, Interview April 5th, 2013). Most statements we noted 
when we reviewed the available literature on K2 and K3 argued that companies like 
those we interviewed in our study will be affected by the choice between the alternative 
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frameworks, and that they therefore must make a lot of considerations before deciding 
which of them they should apply. 
 
We made our selection in accordance with two parameters. One was that the company 
should be in near at least one of the limits that need to be met for a company to be 
classified as a large company (SFS 1995:1554, Ch. 1 § 3 p.4) The second was that the 
company is operating in an industry that is likely to be affected by the variations in 
accounting alternatives offered by K2 and K3. Companies owning real estate and 
innovation companies are two types of companies for which the choice will make a 
difference. Companies in these industries have been predicted to have the greatest 
reason to consider K3 (Bevanda et al, 2011, p. 59; Ernst & Young, 2013). This since the 
rules for real estate, for example the valuation, differs between the two sets of 
regulations, and because there are stop-rules in K2 that prohibit recording of self-
generated intangible assets. 
 
The six companies that we have interviewed have therefore consisted of three 
companies active in the real estate industry and three innovation companies. . We chose 
to interview companies in the Umeå area because this would allow us to visit the 
companies and conduct the interviews in person, at their facilities. This also maximizes 
convenience for the person being interviewed, and would provide a location where they 
would feel relaxed. We used the database Affärsdata, accessed through the Umeå 
University website to find companies within the region that did not meet the criteria for 
a large company and would therefore be allowed to apply K2, but still were near at least 
one of the criteria that need to be met for the company to be considered to be large. 
Further, we selected the companies that owned and/or built real estate, and the 
companies that work with development of new products. 
 
We then contacted the person in charge for financial decision-making in 3 companies 
within each industry and asked them to participate in an interview. The respondents 
have different positions in the companies but all respondents have decisive influence in 
accounting-related issues. One of the companies that work with research and 
development declined to participate due to a heavy workload during the period we were 
conducting the interviews, so we had to contact another company that fit our criteria for 
selection. Our sample is to some extent a convenience sample; a sample determined 
based on time, money and availability (Merriam, 2009, p. 79). The convenience factor 
has however not been the only factor. We thus do not believe this to reduce the 
information received in our interviews. 

5.3 The interview guide 
After having read available information regarding the regulations, articles and literature 
relevant on the theories and having interviewed Eva Törning who is one of the primary 
experts on the new regulations in Sweden, we put together an interview guides for the 
interviews with the companies (see Appendix 3). For semi structured interviews the 
interview guide includes more and less structured questions, the questions are used 
flexibly and the largest part of the interview is guided by a list of questions or issues to 
be explored (Merriam, 2009, p. 89). Our deductive approach meant that we performed 
literature review in advance of developing the interview guide, and used our theoretical 
framework to determine what issues to include in the interview guide. This approach is 
recommended by Jacob & Furgerson (2012, p. 2 f). 
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5.4 Overview of the performed interviews 
Below we present a tabel with an overview of the interviews that will be presented in 
the Empirical findings. The companies and the respondents are anonymous, the 
companies will therefore be namned Company A-F and the respondents have all been 
given fictious names. We have chosen to use fictious namnes in order to facilitate for 
the reader. For the convinience of the reader we have also given the respondents namnes 
where the capital of the name corresponds with the capital of the company, for example: 
the respondent of company A called Anna. The accounting Conculstant will be called 
Charlie. We have further chosen to use both male and female names, and we would like 
to point out that there is no correlation between the names and the gender of the 
respondents.  
 
 
Company 
 

Respondent Time 

 
The accounting firm 
 

 
Charlie 

 
54 minutes 

 
Company A 
 

 
Anna 

 
52 minutes 

 
Company B 
 

 
Ben & Brian 

 
57 minutes 

 
Company C 
 

 
Curt 

 
67 minutes 

 
Company D 
 

 
David 

 
56 minutes 

 
Company E 
 

 
Emma 

 
81 minutes 

 
Company F 
 

 
Frida 

 
90 minutes 

Figure 3 - The interviews 
 
All the respondents was given the opportunity to read and comment on the text about 
their company that is now included in the empirical findings before the thesis was 
finished. We sent the text to each of the respondents by email to make sure that we had 
not misunderstood them and also to make sure that the respondents were comfortable 
with the information presented.  



 

  36 

5.5 Preparation, processing and analysis of data 
Regardless of what type of data that a researcher wants to study, some preparation of 
the gathered data must be done before it can be processed and analysed (Hjerm & 
Lindgren, 2010, p. 84). Ahrne & Svensson (2011, p. 25) argues that there is a difference 
between data and empirical findings in certain fields of qualitative research. The 
difference is that the data is produced in for example the interviews, while the empirical 
findings can be seen as the identified material within the data that will be later be 
analysed. We think this shows how important it is for qualitative researchers to be 
careful in the handling of the data, since the handling of the data will determine how 
credible and relevant our empirical findings and our conclusion becomes. By being 
ignorant in the early stages of data processing, we believe the quality will be reduced at 
later stages. 
 
All our interviews have been recorded after acceptance from our respondents, and 
transcribed. Transcription of the interviews should not be seen as only a technical detail 
performed before analysis takes place, but is rather performed to capture all relevant 
information and to make sure possible important details, such as pauses or overlaps, are 
not lost (Silverman, 2011, p. 279, 282). Transcribing the interviews also help us as 
authors to analyse utterances in their right context, something that notes and a good 
memory would not allow us to fully achieve. This decreased the risk of 
misinterpretation of the data, and helped us to make ourselves familiar with our data 
while at the same time preparing the data for analysis. We chose to be detailed in our 
transcription process even though it is a time consuming exercise, because we felt it was 
important for us to be able to interpret the respondents' reasoning in both a smaller and a 
larger context. We have also found support for our rigorous focus on the transcription 
process by Ahrne & Svensson (2011, p. 54), who argues that although it is a time-
consuming activity for the researchers to do it by themselves, it is beneficial in the long 
run. This is because the researchers during this process get to know their data and get to 
commence preliminary work already meanwhile they listen and write. We feel that in 
accordance with the suggestions of Rowley (2012, p. 267) and Ahrne & Svensson 
(2011, p. 54), our extensive transcription process laid the foundation for a good analysis 
of our respondents’ answers. 
 
In order to make sense of our large amounts of data, which came as a result of 
interviews of around an hour each, we needed a method to analyse the data so that we 
could transform the data that was by then in form of transcriptions into empirical 
findings relevant to the purpose of our study. It is understood that not all 60 minutes of 
an interview contains material that is as equally relevant for the purpose of the study. 
Priorities must thus be made. We chose to utilize a recognized method of data analysis 
recommended by Rowley (2012, p. 268) and Hjerm & Lindgren (2010, p. 114) called 
thematic analysis or thematization, since we found this approach helpful when 
organizing the comprehensive data into empirical material concentrated to our problem 
area. There is not one single way to use thematization in the qualitative analysis process 
according to Hjerm & Lindgren (2010, p. 114). They describe that thematization is 
devoted to order and sort out codes and ideas, and that this will be expressed differently 
depending on the researcher's personality and the nature of the research. In some 
contexts, primarily large research projects with more resources, it is very important to 
have detailed and systematic coding. In other situations, they argue that the main 
function of the thematization process is to, from the data, find out a smaller set of key 
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themes that further analysis can revolve around. Hjerm & Lindgren (2010) further think 
that the latter application is the best suited for smaller projects where the purpose is 
more of a descriptive nature (Hjerm & Lindgren, 2010, p. 114). We have found this 
method of organising the empirical findings fruitful for our study because it has helped 
us observe important key patterns from our interviews. 
 
We believe that the thematic analysis method is also well suited given our 
epistemological approach, hermeneutics, which mean that knowledge about a 
phenomenon is generated through understanding the studied phenomenon’s different 
parts as well as its totality. Ödman (2007, p. 98) argues that an understanding of the 
phenomenon’s different parts is necessary for us to form an understanding of the 
totality. We have used this approach in our process to create a greater understanding of 
our studied phenomenon, which in its entirety can be expressed as how our respondents 
reason when they are faced with choices between alternative accounting rules.  
 
Applied in our study, this method was meant that we began to go through each 
interview separately, and highlighted in our transcripts the parts that we noticed as 
particularly important for fulfilling the purpose of our study. During this process we 
started to think more critically about key themes that emerged in each interview. This 
was an important first step for us to create a holistic view of each respondent's 
reasoning. Our next step was to read all the interviews together as a totality, to get an 
overall idea of the themes that are most recurrent among our respondents. This was 
important for us to find a consistency. Throughout this process we have had our purpose 
and research question of the thesis as a starting point, a strategy recommended by 
Rowley (2012, p. 269).   
 
Our themes were then chosen based on the patterns that we noted when studying our 
interviews first separately and then together as a total, and with the aim that the themes 
we chose would be easy for the reader to follow after having read the previous chapters 
in our thesis. We then throughout the analysis process several times jumped back and 
forth between analysing separate interviews different parts, separate interviews in their 
respective entirety, separate parts compared with the corresponding parts in all the 
interviews, and all parts in all the interviews in their entirety. We think this strategy has 
helped us to constantly be critical in our interpretations, something we considered to be 
important because our study broadly is about drawing conclusions based on our 
subjective interpretation of our respondents' reasoning. This method of analysis, which 
has contextual interpretation as its core, is recommended by both Ödman (2007, p. 97 f) 
and Rowley (2012, p. 267). It is sometimes called 'the hermeneutic spiral', and stylized 
by Ödman (2007, p. 99 f) through the example of how understanding is created by a 
reader of a book. He means that the reader gets an idea of the meaning of a sentence 
when he reads it. This meaning must be reinterpreted after he has read a chapter, and 
maybe once more after he has read the whole book. Thus, when you understand the 
book's entirety, its parts may have a different meaning and, conversely, the totality may 
get a different meaning when we only understand a part of the book. 
 
We think this example in a pedagogical way underlines how important it is for 
qualitative researchers to be humble and open-minded in dealing with the studied data. 
Through the use of the mind-set advocated by the 'the hermeneutic spiral', we have not 
get stuck in old ways of thinking, since this method forces us to constantly revaluate our 
thoughts and our interpretations. 
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Figure 4 - The hermeneutic spiral  
 
Since our objective have never been to come up with a universal truth, but rather to 
convey each respondent's values, attitudes and opinions about the phenomenon of 
accounting choices, we wanted to present our empirical data in a structured manner. The 
analysis chapter was structured with the aim to illustrate the connection between the 
purpose of the study, our empirical findings and the theoretical background. The 
headlines are therefor chosen to illustrate the factors that combine all the chapters in our 
thesis and also help us to fulfil the purpose of our study.   

5.6 Ethical considerations 
Qualitative research methods, semi-structured interviews being one of them, are 
exploited to certain ethical issues and concerns (Allmark et al, 2009, p. 48). We have in 
during this study faced a number of ethical considerations that have been important for 
us to be aware of, which we also think is important for the reader to be aware of. By 
explaining the ethical considerations that guided us in some of our decisions, we believe 
that the reader will get a better overall understanding of the study's content and form. 
We have faced both what we chose to call internal ethical considerations and external 
ethical considerations. With internal ethical considerations we mean the ethical 
considerations that the authors have faced in the internal work with the study, where 
internal work is defined negatively as all our work with the thesis that has not included 
any external direct contact with people. The clearest example of the internal work is the 
authors’ work with writing the study report. The clearest example of external work is 
the interviews carried out through the authors' interaction with the respondents. 

5.6.1 Internal ethical considerations 
We have paid close attention throughout the whole study process to the ethical 
guidelines presented in the thesis manual as well as the ethical guidelines established by 
United Nations Educational, Scientific and Cultural Organization (UNESCO). Since 
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this paper is not an individual project but written in pairs, collaboration has been a key 
factor. We have strived for, and consider ourselves as having achieved, an even 
distribution of contribution, a transparent dialogue between us and to always be 
respectful to one another. We have seen these efforts as absolute musts to ensure both a 
pleasant working environment and a desirable quality in our study. We believe these are 
important societal aspects that should not be underestimated during a study. 
 
Another ethical consideration that we have carried with us throughout the study has 
been to try to stay as neutral as possible in our reporting, so that a reader can trust our 
study and its findings. With this said we acknowledge the fact that given our 
hermeneutic approach we do neither believe that it is possible, nor is it desirable for us 
as researchers to stay completely objective. Our interpretations are central, however we 
do not wish for our own opinions to influence our interpretations and thereby our 
conclusions to the extent that the credibility in our findings are affected negatively. We 
have had respect for the difficulty of staying neutral as a researcher conducting 
qualitative research, and have therefore endeavoured to keep this in mind throughout the 
research process. One important declaration in light of this is that we have not had any 
own agenda or particular desire of what the result of our study should be, and we have 
therefore been able to focus on our research question and the purpose of the study, 
which clarifies that we are interested in how the studied companies’ reason and not how 
we wish they ought to reason. What we have sought is to mediate each respondent's 
reasoning no matter how diversified these have been, and then to interpret and try to 
find explanations for these reasoning in light of the theories from the theory chapter, to 
have as scientific support in our analysis. We have not worked on the basis of 
hypotheses and have not had the ambition to reject or accept anything. We believe that 
our more descriptive objective with the study instead has helped us to maintain our 
neutrality in all the steps of the study. The effect of this is according to us that the reader 
can feel comfortable in that the authors of this study have been aware of the complexity 
of balancing our own involvement and interpretations while still not letting our own 
opinions or believes affect the credibility in our findings trough being bias or 
manipulate any of the steps of the research process. 

5.6.2 External ethical considerations 
Qualitative research is about exploring, examining and describing people and their 
natural environments. For people to be motivated to share their experiences with an 
unknown person, trust is essential. They key is to create a relationship in which the 
respondent feel a willingness to share his or her experiences (Orb et al, 2000, p. 93). 
Already at an early stage of our study, we were aware of that the phenomenon that we 
intended to study could be sensitive in its nature. Because accounting is a regulated area 
in Sweden, not least because of the strong link between accounting and taxation, it 
could be sensitive to companies to exploit their reasoning both about the role of 
accounting in general, and specifically about how they reason about the choice of 
accounting rules. Not least since the theoretical framework we partly used to design our 
interview guide focuses on companies’ self-interest in accounting choices. Although we 
knew that the concept of self-interest in this context was not as negative as it might be 
interpreted outside this context, we respected that the interview could easily take the 
form of a hearing if we were not thoughtful about how it might be interpreted by our 
respondents. To create a good and relaxed atmosphere between us and the respondents, 
while at the same time give us the best conditions to gather information relevant to the 
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purpose of the study, we chose to carefully formulate our questions in the interview 
guide in an open and contextual manner. We did not want to push our respondents or 
lead them into a certain direction. We felt this was an important ethical standpoint for us 
to take, and we believe that it has helped us in our study. Orb et al (2000, p. 94) 
mentions how important it is that the researcher conducting interviews is aware of the 
specific study’s sensitive trigger points and potential conflicts of interest, something we 
agree upon. Also Svensson & Starrin (1996, p. 71) argues that it is best not to hide 
anything about any possible sensitive topics for the interviewee before the interview, 
because otherwise the risk is that when the sensitive comes up during the interview, the 
interviewee feels misled about what the interview would be about. We agree and 
believe that, as they say, 'honesty is best'. 
 
Before each interview we asked our respondents for permission to record the interviews. 
We clarified that we would only use the recorded material in the study's purpose, that 
the recording was a tool for us to conduct a better interview. Being with clear with this 
in the communication with the respondent is something that is also recommended by Qu 
& Dumay (2011, p. 253). All our respondents agreed. Our reason for recording the 
interviews was to be able to actively listen and to concentrate on answers given and 
relevant supplementary questions. Ahrne & Svensson (2001, p. 52) believes that 
recording is a useful tool for the interviewer, but that it is important to ask about the 
respondent's consent.  
 
Another important ethical aspect that has been important for us to consider has been the 
respondents’ willingness to be interviewed. We have found support by Qu and Dumay 
(2011, p. 252 f), Orb et al (2000, p. 95) and Smythe & Murray (2000, p. 313), who 
argues that it is important that the respondents do not feel compelled to take part, but 
that the participation should be voluntary. For us it has been about an ethical standpoint, 
that in research as well as in life in general show respect to peoples’ own will, and to 
make them understand that they are more than just a tool for us to achieve our goals. 
 
We visited the companies that we were interested in interviewing, and by this got to talk 
directly with the requested person in respective company. This let us tell them face-to-
face about who we are, what the purpose of our study is and what we expect from them. 
We found support for this approach by Smythe & Murray (2000, p. 313), who argue 
that informed consent does not mean that the entire study and the entire life story of the 
researcher should be declared, but rather be limited to information about the factors 
likely to influence their decision to participate or not. The important detail is to inform, 
and not to bias the information to intentionally hide possible dangers and risks (Qu & 
Dumay, 2011, p. 253). 
 
We thought it was important to meet the companies personally already in this step to 
reduce the risk of misunderstanding, since it was important to us that respondents would 
get a good understanding of what they were considering. We gave all the respondents 
the possibility to think about it and get back to us, because we did not want them to feel 
pressured to say yes because of our presence. Some of them said yes at once and some 
of them wanted more information before deciding, which we sent to them through mail 
in accordance with their wishes. The concept of ‘laying all cards on the table’ when 
asking the respondent if he or she want to participate in a study, including being clear 
that the participation is optional, is in qualitative research called informed consent, and 
is about that it is good research ethics to let the respondents take their decision based on 
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real and unbiased information when they decide whether to participate in the study or 
not, as well as being clear that they have the right to say no (Qu & Dumay, 2011, p. 
253; Orb et al, 2000, p. 95; Smythe & Murray, 2000, p. 313; Ahrne & Svensson, 2011, 
p. 31). Allmark et al (2009, p. 51) writes that informed consent is such an important part 
of the qualitative research process that it sometimes may need to be in writing. 
However, we have not experienced that this was necessary in our case, partly because 
we have always been prepared with back-up solutions. We have therefore felt that it has 
been enough with oral informed consent with our respondents. 
 
The right to privacy and confidentiality has been another key topic for us. 
Confidentiality is the way for the researcher to protect the participants’ right to privacy. 
Anonymity is all about presenting the data in the research report without disclosing the 
sources' information, or indeed any evidence at all that would make it possible to trace 
the source (Smythe & Murray, 2000, p. 313; Ahrne & Svensson, 2011, p. 31). Smythe 
& Murray (2000, p. 314) emphasize that offering the possibility to confidentiality is 
essential for creating and maintaining a satisfactory level of trust in the relationship 
between the researcher and the respondents. We offered all of our respondents to be 
anonymous in our report. We did so because we thought the benefits of doing so 
exceeded the costs, the omissions. Our intention with this study has never been 
dependent on exploiting the names of the respondents whose opinions we interpret. Our 
contribution has never been dependent on the names of the respondents or of the 
companies they represent. It has been more important for us to protect our respondent’s 
privacy than any extra percent of confidence boost that our study had benefited from 
through full disclosure of our respondents information. We wanted to live up to what 
we believe is the meaning of unbiased information disclosure to the respondents, 
namely to put all the cards on the table and full transparency. For us it is a question of 
trust and showing respect for, with all respect for our study in itself, the welfare of the 
respondents. This is also highlighted by UNESCO (2013) in their code of conduct. The 
issue of privacy and confidentiality is widely debated in the qualitative research 
community. Walford (2005, p. 83) states that it is almost an unquestioned belief that a 
serious qualitative researcher should offer the respondents the right to anonymity. Qu & 
Dumay (2011, p. 254) argues that the right to privacy and confidentiality are vital in 
qualitative interview studies, especially in studies where the topic of conversation is of a 
sensitive nature, which they exemplify as if the respondent is an employee who speaks 
about his working conditions. We have had respect for that our research topic could be 
sensitive, and that was the main reason we offered our respondents anonymity. Hence 
the background to the appearance of our empirical findings and analysis chapter, in 
which the companies and respondents are named with letters  and fictive names instead 
of their real names. 
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6. Empirical findings 

When presenting the empirical findings we will refer to our respondents in fictive names 
to preserve their anonymity while also facilitating for the reader. We have chosen to use 
both male and female names regardless of the actual gender of the respondent.  

6.1 The accounting consultant 
The accounting consultant (from now referred as Charlie) we interviewed is the office 
manager at an accounting firm in Umeå. She works a lot with coaching the other 
consultants working in the office, but she also prepares the financial statements for 
some clients and assists in answering questions that may occur in the daily work at the 
office. The company is not one of the big auditing firms, but a smaller accounting firm 
with relatively small companies as their clients, the largest of them having around 25 
employees. Four of the consultants working at the firm, including Charlie, have 
attended a weeklong course on the new regulations and they have after attending the 
course shared that knowledge with the other employees at the firm. Everyone at the firm 
continuously work on reading and learning more about the regulations and how to 
implement them, individually and as a group. Charlie finds K3 to be very similar to the 
regulations the accountants apply today. To apply simplification rules such as the ones 
that can be found in K2 is something that Charlie is not used to and they include a 
different kind of thinking than the principle-based regulations she is used to following. 
This is something she says will take some getting used to but not something that is 
negative. 
 
Charlie thinks of the introduction of the new regulations as a positive thing for both the 
companies and the accountants. The transition into the new regulations is the hard part 
but once that is done the K2 regulations will mean a simplifications for their smallest 
clients in terms of accruals especially. They have begun to transfer the smallest and 
simplest companies into K2. Most of the client that they have talked to so far has not 
known anything about the introduction of the new regulations, nor do they have an 
opinion on which regulation to chose. They listen to Charlie and her colleagues and 
simply follow their advice. Charlie acknowledges that the accounting consultants have a 
lot of responsibility and an important role in not letting the companies completely hand 
over the choice to them, but that the clients take part in the decision-making themselves. 
  
Charlie can see a relation between the importance of the financial statements and the 
size of the company, and also that many of the smallest companies sees the tax authority 
as the most important stakeholder in terms of the financial statements. Charlie tells us 
that changes in tax regulation is often something even very small clients are well 
informed about but changes in accounting regulations is not something they know or 
understand the consequence of. Her experience is that many very smallest clients main 
focus is that the accounting must not be too complicated and also that they do not wish 
to pay more tax than necessary. It is common that the external accounting is used for 
follow up and evaluation is common is small companies, especially during the year, and 
then small adjustments might be made when putting together the financial statements. 



 

  43 

In companies where the owner is the only one working in the company, the owner’s 
own private economy will also be taken into account when preparing the company’s 
financial statements. 
 
The connection between the accounting and taxation, and the need for companies to 
have a strong balance sheet are two things that will be a priority in making the choice 
between the regulations. Since these two things contradict each other, it will be up to the 
individual client to weigh the pros and cons of the two factors. For small companies the 
financial statements is often the only way to show the value of the company. There is no 
market value for the shares available, to communicate the value trough the balance 
sheet may therefor be of importance. In companies that are a bit bigger, that is 
companies with more than one employee and/or more loans and assets, there are more 
aspects and stakeholders to take into account. There is a difference between the very 
smallest companies and the bigger ones, the smallest have less understanding for in 
what ways accounting matters, an the bigger the company, the more understanding and 
knowledge, in general. 
 
The bank and the tax authorities are stakeholders that Charlie believe put pressure on 
the companies as regards to the accounting. Companies want to stay clear of being 
inspected by the tax authorities, and all companies financed by bank loans are 
dependant on the bank having trust in the company’s performance and ability to pay of 
its loans. In Charlie’s experience, companies that have a lot of fixed assets often have 
large long-term loans, and are thereby dependant on the bank or other creditors. These 
companies can benefit from paying a little extra attention to their accounting due to the 
fact that, in Charlie’s experience, companies with well-made financial statements get 
better terms on their loans from the bank. 
 
Factors that will influence the choice 
Companies owning real estate, companies working in long contracts, and innovation 
companies will have to go a bit deeper into the discussion and have a more complicated 
decision to make. This since there will be pros and cons with both K2 and K3 for those 
clients. Charlie confirms that companies that own real estate or other large assets for 
which the regulations regarding depreciation for components apply, or companies that 
work on long contracts, that will be the determining factor for whether the company 
chooses K2 or K3. With these clients, that own assets for which the rules for 
depreciation will differ a lot, the discussion will be a bit more extensive before the 
accounting consultants will recommend K2 over K3 ore vice versa. Some clients want 
to choose the option that will result in a lower result in the income statement in order to 
avoid tax. Other clients want to show as high result as possible, which in Charlie’s 
opinion is more common today. The reason for this being that the bank is an important 
stakeholder for many companies and the bank want to see good results to ensure the 
companies ability to pay their loans. 
 
For real estate companies the bank can usually se through the book value, they are well 
informed regarding fair values even though they are not recorded in the balance sheet. 
Clients that work on long contract prefer to be able to apply the same regulations as 
previously, that is to be able to spread the costs and income over the periods as they see 
fit. Especially regarding valuations that the companies will have to participate in 
making, Charlie has a gotten the impression that the option to continue to do the 
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accounting the same way as previously is a factor. Regarding innovation companies the 
phase the company is in will have a large effect on the importance of choice between 
the regulations. For young companies the option to be able to activate self-generated 
intangible assets will be crucial for their survival. For more mature companies the 
relevance might not be as big. 

6.2 Company A 
Company A is a family-owned real estate company with eleven employees. They started 
out by building and selling properties but have now moved towards managing 
properties instead. As of today the company owns and manages properties in 6 cities in 
Sweden. The company aims to expand in two of the cities where they currently own 
properties. The respondent (from now referred as Anna) is the previous CEO, a current 
member of the board, and one of the stockholders in Company A. Anna has passed on 
the position as CEO and now focuses on managing the accounting in the company. 

6.2.1 General thoughts on accounting 
Anna points out that accounting is a very useful instrument. The opinion that accounting 
is completely logical is expressed, and also that the information in the result of 
accounting is, due to that fact, very useful for the company, for example for follow-up 
and evaluation. 
 
Anna thinks that accounting mainly fulfils two purposes, one of them being an source of 
information regarding the company’s operations that is used internally in the company, 
and the other being a source of information for the owners and external stakeholders 
such as the tax authority and the bank. The internal accounting is very detailed and the 
company has got software that facilitates keeping track of every property on a very 
detailed level. Anna states that a detailed internal accounting is crucial for all companies 
in the real estate industry, it is especially important to keep close track of the different 
costs. She describes the managing of buildings as a constant pursuit of lowering costs. 
The reason for this being that the incomes are more difficult to affect and that the 
profitability of a project should not be a surprise at the finish line. A detailed accounting 
helps the company to track the reasons for good and also poor profitability. 
 
Anna believes that the opinions regarding accounting differ between individuals, 
depending on for example how the individual themself uses accounting information and 
also depending on whom the individual see as users of the information. Anna has not 
reflected much on accounting regulation in general. Anna views accounting as absolute 
and mandatory and thereby not much to reflect over. The company usually use their 
auditing firm for advice in accounting matters that occur. Anna describes the relation to 
the auditing firm as important and valuable for the company. Company A rely on the 
auditing firm to provide them with all relevant information regarding all accounting 
matters that will affect the company. The auditor is described as an important contact 
and consult, with who they have a well functioning relation. 

6.2.2 Stakeholders 
Company A has got their properties pawned at the bank but is of the impression that the 
bank does not place a lot of importance in financial statements. Anna is of the 
understanding that the financial statements is a summary of all the parts of the company, 
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the bank is interested in the separate properties and not the summary. Anna says that the 
bank is very thorough, and that the bank has their own analysts that keep close track of 
the fair values of the different properties at all times. Which rule for valuation the 
properties are recorded according to in the balance sheet is not of importance, this since 
the bank will want to see a detailed presentation of every property separately. Anna can 
not see that the company could gain any advantages from applying different accounting 
rules, both the people working in the company and the bank are capable to see through 
the numbers and have knowledge of the fair values differing from the book values. 

6.2.3 Other factors that may influence the choice 
The advice and opinion of the auditor is important for Company A in all accounting 
related matters. Anna states that Company A perceive themselves as thorough and with 
an aim to act according to existing regulations, one reason for this being a will to stay 
clear of any friction with the Tax authority. To exploit the flexibility available within 
current regulations is not something they do actively. Anna recognizes that the situation 
might have been different if the company was growing and expanding to a large extent. 
She further says that expanding real estate companies may want to be able to present a 
strong balance sheet, not to negotiate a lower interest with the bank, but in order to 
attract funding. 
 
Anna cannot find any incentive for the company to choose a certain accounting rule 
over another. A possible incentive would be if it was possible to affect the income 
statement but the respondent does not find that such an option is available. The income 
statement consists of Income and costs and these are established in a relatively early 
stage. Anna cannot see that any rules, within the lines of what is allowed in current 
accounting regulations, could change that. The only way she can think of to affect the 
result is to for example spend more money on maintenance that year. Anna does 
however reflect upon that she might not have grasped just how an adjustment of book 
value would affect the company’s financial statements. Anna has not perceived an 
appreciation of the book values to be an option and has therefor not spent a lot of time 
reflecting on the matter. To report the properties to acquisition value reduced by the 
yearly depreciation has always been the evident choice for Company A. 

6.2.4 K2 and K3 
The respondent has read a little about the new regulations in material provided by the 
company’s auditing firm. But other than that the respondent’s knowledge about the 
regulations is very limited. The respondent has understood that the introduction of the 
new regulations will not affect the company. 

6.3 Company B 
Company B is a company that constructs, trades and manages real estate. The two 
employees are also the owners and make out the board of the company. Both of the two 
persons (from now referred as Brian and Ben) that make out the board of Company B 
were able to participate in the interview. Neither of them has any formal training nor 
experience in accounting. 
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6.3.1 General thoughts on accounting 
Brian and Ben acknowledges the finances of the company as something that they have 
to keep track on at all times, but that it is more efficient for them to outsource the 
bookkeeping. They do not believe that they possess sufficient knowledge or skills in 
accounting in order to manage it themselves, and they do not have any interest to 
neither acquire such knowledge, nor spend the time required to be able to conduct the 
accounting themselves. They argue that they rather focus on what they are good at, and 
leave other tasks to someone else who is better at it. 
 
The bookkeeping is outsourced to an accounting firm, where a consultant performs all 
accounting activities. The respondents at Company B express the importance of having 
a good relation to the accounting consultant. In the ideal world, they say, they would 
have liked for the bookkeeper to read their minds, and always know how they think. 
 
Brian and Ben see the annual report as a receipt of what they have accomplished within 
the company the past year. They express that it is important for them that this receipt is 
as precise as possible so that they can see what input has given what output, because it 
is this information they use for evaluation and follow-up. They express that they think it 
is important for a company to always keep track and to understand the accounting, in 
order to know what recourses has been spent and what recourses are still available in the 
company. 
 
Ben and Brian think that the accounting regulations in Sweden have been unsnarled for 
the benefit of the companies. They do however express an opinion that it is in their own, 
and all other companies, best interest to follow all regulation as intended. They say that 
they are very sceptical to companies that use the flexibility within the accounting 
regulations only to adjust the accounting numbers, since they mean that such strategies 
will only backfire. They express their opinion that accounting information, regardless of 
methods used to produce it, cannot be cheated in the long run. 
 
The respondents’ states that they would like to spend hundred percent of their time 
doing business and that all accounting issues are handled by someone else. They fully 
rely on the accounting consultant and their auditor regarding all accounting decisions, 
including what accounting rules to apply. Ben and Brian repeatedly express an opinion 
that it is both more time and cost efficient for the company to pay someone else to 
conduct the accounting. The company’s accounting consultant usually brings up any 
questions regarding their accounting that has come up, along with a suggestion for how 
to move forward in the specific matter. Ben and Brian say that they then usually agree 
to follow the suggestion of their accounting consultant. They mean that they rely fully 
on their accounting advisors to provide them with relevant information and the best 
solution for any problem that may occur in connection to the accounting. Regarding the 
effects of accounting choices, the respondents think that it will not affect their company 
in a great extent, only the recorded numbers along the way. This since they think that 
their business as quite easy to understand from outside. 

6.3.2 Stakeholders 
Ben and Brian emphasizes that they are themselves the main user of the company’s 
financial statements. They recognize that the bank is also an important user, and also 
that the Swedish Tax Authorities will demand to see the financial statements. Anyone 
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else with an interest in their financial statements is purely out of curiosity as far as they 
see it. The bank and the Tax Authorities are recognized by the respondents as users who 
will place certain demands on the company’s financial statements. They express that 
they have never felt any explicit need to take them into consideration when it comes to 
accounting choices, as they experience that both the bank and the tax authorities are 
happy as long as they follow accepted accounting rules. 

6.3.3 Other factors that may influence the choice 
Except for seeing themselves and the bank as the primary users of the company’s 
financial statement, they point out that it is important for them to be able to present a 
good result each year, primarily in order to satisfy the various partner with who they 
cooperate. The bank, they say, is the most important of their partners. The importance 
of a good relation with the bank is something they believe is common in the real estate 
businesses, since it is an investment intensive industry that requires a lot of capital. Ben 
and Brian add that they think it is important for all companies working towards long-
term goals that the reported results are as accurate as possible, so that strategic decisions 
are based on realistic and relevant facts. Precision is a factor that comes up several 
times during the interview as something that Ben and Brian find important in the 
financial statements. They express a need for precision because it helps them to evaluate 
and to take good decisions regarding their company and its future. They clearly state 
that keeping the costs for accounting to a minimum is not their main priority, detailed 
and precise information is more important for them. 
 
Ben and Brian think that the accounting and the accounting choices available to 
companies working with real estate is quite straight forward. They base their opinion on 
that they perceive the company as having relatively few but large transactions. They are 
of the opinion that a store selling for example cosmetics, and thereby having a lot of 
small transactions, would be much more problematic from an accounting perspective. 

6.3.4 K2 and K3 
Company B has, in close cooperation with their accounting advisors, already decided 
which regulation to apply. They think they decided on K3, but neither Ben nor Brian 
can recall which of the regulations they decided on for sure. They are not under the 
impression that the implementation of the new regulations will lead to any significant 
differences in their accounting. Ben and Brian’s knowledge about the K2 and K3 is 
restricted to knowing that they are new regulations and that they will have to make a 
choice between the two. Ben and Brian are not interested in knowing anything else 
except the potential affect the introduction of the new regulations has on their financial 
statements. They are satisfied to know that the rules they will apply will continue to 
give them the same opportunity in the future as today to use the accounting information 
as a relevant and reliable information tool, and simultaneously please the bank and the 
tax authorities’ requirements for regular accounting procedures. 

6.4 Company C 
Company C builds and manages real estate, with a focus on building environmental 
friendly. The company is owned by holding companies that are in turn owned by the 
members of the board in Company C, persons that also work actively within the 
company. The respondent (from now referred as Curt) is one of the principal owners 
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and the person responsible for conducting all accounting related activities, as well as a 
lot of the administrative work in the company. Curt has a University degree but not in 
accounting. All his knowledge in accounting is self-taught, and he describes himself as 
having developed a personal interest for accounting. 

6.4.1 General thoughts on accounting 
Curt repeatedly expresses that his opinion is that accounting is an important tool for the 
Company, a tool that helps him to keep close track of all numbers in the company. He 
acknowledges that people in his position may often outsource the accounting 
procedures, but he finds that they benefit from not doing so. He says that he prefer to 
have control on all numbers surrounding the company. Curt highlights that the size of 
their company and their aggressive investment phase requires them to keep close track 
of every penny, because the consequence of not doing so could be devastating. 
 
Their internal accounting includes much more information than what is included in the 
external reports. This information is used internally for budgeting and planning but is 
also provided to the bank, in excess of the information they receive through the 
financial statements. Curt works internally with detailed tables through which costs can 
be traced and followed on how they are interrelated. All numbers, contracts and 
different costs are being tracked separately as well as combined to see how changes will 
affect the result. Important accounting decisions are discussed with the other principal 
owner, usually in a casual manner on a coffee break. His colleague is however not 
interested in accounting. Their auditor is used for advisory services when needed, 
mostly for bigger decisions such as the one at hand regarding whether to apply K2 or 
K3. 

6.4.2 Stakeholders 
Company C is currently investing heavily and is therefore dependent on having a good 
relation with the bank. Curt states that one can never trust the bank. Curt also mentions 
that his experience is that strong financial statements are something that can be used in 
negotiations with the bank, but that they have to be able to argue and present facts for 
why they are a strong company and an important low risk customer for the bank. He 
says that, used in the right way, the accounting information can be used as a means to 
receive lower interest rates on their long-term loans. The company also invites 
representatives from the bank to physically come visit their construction sites, to further 
decrease the knowledge-gap and information asymmetry between them and the bank. 
The interest expenses are such a large portion of the company’s costs that Curt claims 
that it is well worth spending time and effort on negotiating for good conditions. He 
explains that it his experience that detailed control over the company’s finances, which 
he thinks is most efficiently achieved through detailed and precise control over the 
accounting information, gives them direct financial benefits through becoming the tool 
with which they can negotiate a better interest rate, consequently leading to substantial 
cost savings for the company. 

6.4.3 Other factors that may influence the choice 
Last year, the company was aware that the company tax would be lowered from 26% to 
22%. They therefore chose to allocate costs to 2012 and were thereby able to report a 
lower result and thus lower tax that year. This choice and the motivations behind it was 
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something that Curt explained to the bank in order to prohibit the bank from believing 
that it had not been a successful year for the company. 

6.4.4 K2 and K3 
Curt knows that new accounting regulations K2 and K3 have been introduced in 
Sweden, and that they will have to make a choice between them within the year. He is 
well aware of the exact limits for when a company will be forced to apply K3, and 
mentions that they are not far way from being forced to choose K3. The respondent has 
understood that the rules regarding valuation and the possibility to adjust the book value 
of the company’s properties will differ between the two alternatives. The possible extra 
information that would be required to provide if the company is to choose to apply K3, 
such as the fair value of the properties, is information the company already knows but 
as of today don’t provide in the annual report. 
 
The main issue with K2 is in Curt’s opinion that K2 does not provide the possibility to 
adjust the book values of the companies’ properties, and he is afraid that this may 
become a disadvantage for them if they choose K2. He believes it could prove to be a 
disadvantage for them, especially in their relation to the bank, since property value has 
steadily increased within Umeå over the past years. He means that to be able to report 
this in the balance sheet, an option provided in K3, may gain the company advantages 
when negotiating the interest on their bank loans. In general, Curt has a positive attitude 
towards the new regulations, and simply says that he will just have to learn more about 
them. 
 
Curt says that the expansionary phase the company is in now and that is supposed to 
continue in the premeditated future has gotten him to think about that they may in a not 
so distant future be forced into choosing K3. He has not had time to conclude anything 
yet, but mentions that he has thought that it may be a significant factor in their choice 
between K2 and K3.This is something that Curt is well aware of but will discuss further 
with the company’s auditor in order to get advice on what the best choice is for them. 
At the moment he is not sure which of them they will end up choosing. 

6.5 Company D 
Company D was founded in 2007 as a spinout from a University. The main owners are 
the founders and key personnel in the company. The founders and researchers in the 
company are driven by the goal to create a great product other goals are secondary. 
However, they always strive to move forward and improve and have grown over the 
years since they started the company. The respondent (from now referred as David) is 
the finance manager of the company and performs all accounting and related 
administrative work tasks, including putting together the annual report. David has got a 
university degree in accounting. 

6.5.1 General thoughts on accounting 
David is provided with the freedom and responsibility to make decisions regarding the 
company’s accounting, since the CEO is more focused on other operational activities. 
To have this responsibility is much appreciated by him. David points out that the 
financial statement shall always present a true and fair view of the economic events in 
the company during the period. When a choice between two different accounting 
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methods is provided, the respondent and the company will always choose the method 
that presents the company in the most favourable way to the stakeholders. The financial 
statements are seen as a way of communication and what the company wants to 
communicate is then the factor that decides what accounting method or rule they will 
choose when there is more than one option. The decisions are to a large extent up to 
David to adjust after how he thinks the best way is for them to report the economic 
events of the company a specific year. 
 
When the company was started it inherited many routines from its sister company, due 
to the fact that the same person conducted all accounting activities for both the two 
companies. This has later been adjusted as issues have occurred, or as David, the 
company’s auditor or some other key person within the company has found that 
adjustment is necessary to better suit the specific activities of company D. As of today, 
the auditor rarely has anything to comment on regarding the accounting. Company D 
and David have settled into a routine regarding the accounting that works well for now. 

6.5.2 Stakeholders 
The main users of the company’s financial statements are according to the respondent 
the bank and other financiers, as well as the owners. Due to the nature of the company, 
and the fact that they are currently developing new products, the financiers are perhaps 
more interested in knowing the prognosis for the future than looking at the financial 
statements that only present what has happened in the past, he says. How far in the 
development process of the new products they have come is for instance something the 
financiers are interested in. Cash flow is also something the financiers are interested in. 
They want to know that the company can pay interest and amortization. The reported 
result is not a priority for the bank, he says, there are other factors that matter more to 
them as far as he has interpreted it. 
 
The significance of the financial statements is according to David limited in their case, 
mainly due to the small size of the company and the so far limited number of interested 
stakeholders. However, the extent to which the annual report is analysed by their 
stakeholders, and which stakeholders that look at it, is something that David does not 
know. When the annual report is finished it is distributed to the owners, who sometimes 
need further information from David regarding some of the accounting technicalities in 
order to fully understand the report. 

6.5.3 Other factors that may influence the choice 
Company D is a relatively young company that is still in one of the early stages of 
developing their products. This results in a need to be able to activate development costs 
for mainly two reasons. The first is that the company wants to communicate that they 
are spending money on development, so the financial statement shall communicate that 
they are an innovation company with new products on the way. The second reason is 
that in this phase, the company would simply not be able to report all development 
expenditures as costs, since the balance sheet would then be undermined and equity 
would be significantly negatively affected. The consequences of choosing one set of 
regulations over the other are thus significant and the choice of which accounting 
regulations to apply is of great importance for the company. The respondent states that 
for a young innovation company it is crucial to be able to capitalize development costs. 
Company D performs continuous follow ups and evaluations, but rarely using the 
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numbers presented in the annual report. This is due to the fact that the capitalizations of 
self-generated assets can confuse the internal follow up for income and also the labour 
costs. 

6.5.4 K2 and K3 
The respondent has attended a daylong course about K2 and K3 arranged by the 
company’s auditing firm. During this course David quickly learned that K2 does not 
provide the option to report development costs as an asset. This one fact resulted in that 
K2 was rejected immediately. Company D is a young company and in a phase of 
expanding, which leads David to the conclusion that to be able to reach the company’s 
long-term goals K3 is the only option. All other possible pros and cons of the two sets 
of regulations instantly became secondary. The respondent’s decision to choose K3 was 
reinforced further when he understood that applying K3 is very similar to the 
regulations the company applies today, and would not result in any big differences for 
the company. This is also something that the respondent got confirmed when asking the 
company’s auditor about the extent of consequences for them. 
 
One difference regarding previous regulations and K3 is that it will become mandatory 
to control the capitalizations in the end of every year. This is something the company 
has controlled previous years, but he acknowledges that the need to be able to present 
evidence to the auditor regarding the accuracy and grounds for the capitalizations will 
probably increase. 

6.6 Company E 
Company E is a research and development company.  The company is owned by other 
companies within the same industry and a few individuals working daily in the 
company. Company E is a young company that is growing. The respondent (from now 
referred as Ellen) is responsible for the company's accounting, including preparation of 
the financial statements. 

6.6.1 General thoughts on accounting 
Ellen says that it is important to her that the accounting reports should be as accurate 
and fair as possible. She believes that there is a trade-off that every company has to 
make to find a good balance between the benefits and the costs of accounting. She is 
therefore welcoming the new accounting regulations that give companies a better 
opportunity than ever to customize the choice of accounting. She thinks that the 
accounting information is most useful when it is reflective of the reality and thus can be 
used as a reliable tool for evaluation of projects and other analysis. 
 
Ellen does not believe, or rather that she does not want to believe, that the choice of 
accounting regulations will have any economic impact on a company. She believes it 
might appear to have an impact the specific year but that in reality these differences 
arise only as a consequence of technical accounting differences. She does however 
reflect upon the fact that it may affect how external stakeholders assess a company, as 
the choice of accounting rules may affect the figures communicated by financial 
statements. She says that she has not thought about what effect accounting choices 
might have on how external stakeholder’s evaluation of them, but while she is not sure, 
she thinks and hopes that it should not matter, at least not for their company. Ellen says 
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that this is because they do not have any external stakeholders other than the owners 
that they need to take into account when producing the annual report. Also since they 
communicate with the owners’ primarily through other channels than the financial 
reports, this is not an issue for Ellen and Company E at the moment. 
 
When it comes to strategic accounting-related decisions that are expected to have 
significant implications then facts of the issue are usually presented to the board at the 
next board meeting. Ellen says that the board usually is interested in one thing in such 
situations, and that is what the impact will be of the available alternatives. Her opinion 
is that the board, in addition to her opinion, will consider the auditors' opinions on 
which option that they think are best suited for them. 

6.6.2 Stakeholders 
Ellen believes that the board members and she are the only stakeholders that look at the 
company’s annual report. The owners will receive the annual report, but her 
understanding is that they do not look at it. She base this on the fact that when there has 
been general board meetings, she has offered that the participants of the meeting can 
contact her if they want access to the documents, but there has never been anyone who 
have taken her up on that. Ellen acknowledges that it is probably an unusual situation 
that neither the external nor the internal owners have the financial outcome of the 
company as their primary interest. The reason that this is the case in Company E is that 
the main goal for Company E is to do research and develop new products. The centre of 
attention for the owners is the liquidity of Company E and the question: “How much 
money is there left in the company?” Since the company is completely funded by 
owners’ equity, the bank is not involved, and the owners interest are central. 

6.6.3 Other factors that may influence the choice 
Ellen finds it important to apply accounting regulations that allow the company the 
opportunity to present the economic events in a way that is reflective of the underlying 
circumstances. For example, she strongly supports that K3 requires component 
depreciation of fixed assets. She says that the accounting information will be more 
correct that way, and thus gives access to more accurate information that is helpful in 
evaluating the company. It increases transparency and accuracy, which Ellen finds to be 
positive. She also thinks that more precise accounting information is helpful when this 
information is used internally in the company. One can, for example, in a more effective 
and accurate way evaluate the outcome of different projects. 
 
Ellen does not think the potential difference in workload to be a factor relevant to take 
into account when choosing between what accounting regulations to apply. She likes 
her job and her interest in accounting creates a motivation to present accounting 
information that the company is satisfied with. She says that factors related to how 
different accounting methods, such as capitalization or expensing of costs attributable to 
the development of products, may have influence on their accounting choices in the 
future. She says, however, that numerical differences in the financial statements due to 
accounting choice at the moment is not something that will steer them in the elections, 
since their economic focus right now revolves around how the company will get the 
available amount of money to be enough for the company to become self-sufficient. The 
amount of money left in the company is therefor the board’s primary interest at the 
moment, other matters is not excluded but is neither the main priority.  
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Further she states that they have never really discussed anything other than that such 
expenditures should be expensed, She describes that the Board applies a form of 
precautionary principle, which is evident in that they rather see that accounting conveys 
a more pessimistic view of the company than risking that the information becomes over 
optimistic. The factors that are likely to have influence on the choice of accounting 
methods, is that their most important stakeholders, the owners, puts little emphasis on 
the economic information communicated in the annual report. For instance the effect of 
the choice between different accounting rules are of secondary importance for most 
people with an interest in the company. 

6.6.4 K2 and K3 
Ellen says that she has not yet had time to reflect a lot on the new regulations. The 
information that she has had time to taken part of has given her a positive first 
impression. One positive aspect being that the structure of the new regulations will 
allow companies to choose the one best suited for them. She believes that that the new 
regulations will make it easier for companies to compare accounting information within 
an industry, which she has experienced to be a difficult task because of the many 
different accounting methods used by companies within an industry. The respondent has 
found that the accounting area that is the most important one for them to consider when 
deciding between K2 and K3, is the accounting for self-generated intangible assets. 

6.7 Company F 
Company F is an IT-company founded in the year 2000. The company has production 
in Asia and customers both in and out of Sweden. The company develops own products 
that are then produced and sold. The company is partly funded by a venture capital. 
Company F is a growth company that is planning to continue to expand. The company 
has got 19 employees, soon to be 23. The respondent (from referred as Frida) has got a 
university degree in accounting. She is responsible for all economic and administration 
within the company, including work tasks such as budgeting, follow-up and salaries. 
She conducts the current record of transactions and is also in charge of putting together 
the annual report. 

6.7.1 General thoughts on accounting 
Frida is of the opinion that the main purpose of accounting is to act as a control function 
internally in the company. She finds it very important to always be on top of things 
within the organisation and that accounting is an important tool in doing just that. Frida 
further says that the importance of keeping close track of the company’s numbers has 
been increased due to the company being non-profitable for a number of years. 
Company F uses the accounting information internally to a large extent, for example to 
evaluate what investments have paid of and what new investments the company has the 
possibility to make. Monthly reports are put together that are nearly as detailed as the 
annual reports. Frida states that the importance of the accounting is depending on whom 
the stakeholders are. If there are external stakeholders that are of importance to the 
company, accounting reports are a great tool to communicate, and the importance of 
detailed information and portraying a precise and true picture increases. Frida says that 
she reports primarily to the CEO and the owners. Frida tells us that she has always had a 
positive attitude to the company having an auditor, and sees the audit as an important 
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sign of quality. The respondent acknowledges that the importance of quality in 
accounting probably varies between different companies and that a sales company 
probably cares less than Company F does. A company with a strategy and a long-term 
plan will however always need to tend to its accounting according to Frida, the 
accounting is then important. 
 
Frida finds that the existence of current accounting regulation increases the 
comparability between companies. In the companies working in the IT business and 
with development, just like Company F does, the respondent finds this to be very 
important. The respondent says that comparing companies in their industry based on the 
annual reports is almost impossible, much due to the fact that many of them are 
financed by external investors. A company may appear to be profitable even though the 
turnover is very low. The comparability is decreased because the same event may be 
recorded in several different ways. Frida further thinks that the accounting regulation in 
Sweden helps to increase the level of accounting in Swedish companies. The regulations 
enforced primarily by the auditors, put pressure on companies, including small 
companies to act accordingly. This is something the respondent has reflected over when 
in contact with companies in other parts of Europe. She says that there is often some 
problem when dealing with customers in other countries and payments are rarely 
received on time. 

6.7.2 Stakeholders 
Company F’s most important stakeholders are the bank and the other financiers. They 
are interested in both the company’s financial statements and also the current budget. 
The bank pays them a visit twice a year for updates on how things are mowing forward. 
The main interest for the bank at the moment is if the company has succeeded in 
attracting customers. In other words how the company is expecting to do in the future 
rather than simply looking at the financial statements, which is a summary of the year 
past. Frida is of the opinion that people, for example creditors, have to understand the 
industry to be able to evaluate a company, to understand the accounting is not enough. 
Frida further tells us that their customers also ask to see the company’s annual report. 
Other important stakeholders for the company, aside from the customers, are the 
owners, and also the suppliers. Frida does not believe that the suppliers have got as 
much interest in Company F’s financial statements. The reason for this is probably that 
the company is not a high risk customer to the suppliers and also because most of the 
suppliers are located in china and may not have much use or understanding of a 
Swedish annual report. 
 
The respondent does not believe that the application of different accounting rules will 
mislead the informed, but potentially the uninformed. The respondent considers the 
bank and the company’s other financiers as “informed”, and therefor able to see trough 
any accounting technicalities. 

6.7.3 Other factors that may influence the choice 
Frida does not think of the company’s accounting as being complicated, as opposed to 
for example a real estate or production company. She further reflects over that 
depending on the type of company different accounting issues will be more or less 
relevant. The accounting matter that is most important for company F is according to 
Frida whether or not the company can and should activate the development costs. If 
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activation is allowed or not is therefore a key issue. Activation has to be supported by 
proof and arguments to the auditor, this particular area of regulation is therefore 
important for Frida to know well. Other relevant regulation for company F is valuation 
of stock and fixed-price projects. 
 
Frida expresses relief that the company for the first time has not had to deliberate 
whether or not to activate the development costs. The company has been performing 
well enough to able to report all costs directly in the income statement. She further 
states that it is important for the company to be able to present an accurate picture of the 
company and its situation. The company has adapted their contract and billing routines 
to facilitate the accounting and to better reflect the company’s turnover over time. Frida 
repeatedly points out that it is important for the company that the accounting is precise 
and displays a fair picture. This is motivated by, among other things, that Frida feels a 
responsibility to supply the users of the financial statements with correct information of 
the company’s situation. 

6.7.4 K2 and K3 
Frida has attended a daylong course on the new regulation arranged by the company’s 
auditing firm. The course was mainly focused on K3 but K2 was also presented and 
discussed how to make the transition into them. Frida had read a little about the new 
regulation in advance of the course as well, but claims to experience a need to read 
more after attending the course as well. More specifically on certain parts relevant to 
company F, for example accounting for stock and convertible loans. 
 
Frida was of the opinion that choosing K2 was almost given before the course, this 
because company F fits the qualifications for companies that can choose K2 and also 
because the respondent believed K2 to be simpler. This opinion changed when she 
learned that K2 is rule based and K3 is principle based. Principle-based regulations are 
something the Frida values and believes provide flexibility that is of importance for 
company F and it is also consistent with how Frida is used to working.. Frida states that 
with their type of company they have to have access to principle-based accounting 
regulation, this since being restricted in how various economic events can be recorder 
would be limiting. After discussing with the company’s auditor, Frida came to the 
conclusion the company will most likely choose K3. The course Frida attended and also 
the discussion with the auditor both implied that applying K3 would incur less changes 
in the accounting routines than applying K2 would. Frida is of the understanding that 
the K3 regulations are almost exactly the same as the regulations the company applies 
today. Frida is of the understanding that K3 isn’t difficult once the transition into them 
has been made. An overall sense of relief was experienced after participating in the 
course because the new regulations did no longer seem as difficult as she had imagined 
in advance to the course. 
 
Frida states that if the new regulations had been introduced 5 years ago, the company 
would have been forced to choose K3, in order to avoid an involuntary elimination of 
the company’s equity. She gives an example of a company that attended the same 
course, a young spinout company, that would have no other choice but to apply K3 due 
to the fact that their assets consisted mainly of self-generated intangible assets. The 
respondent says that company F would be able to remove all intangible assets from the 
balance sheet this year, without having the problem of to much equity being eliminated. 
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7 Analysis 

In order to fulfil our purpose we have chosen to divide the analysis into categories that 
we have found to be relevant in the empirical findings. This will help us to understand 
the motivations and what underlying factors influence decision-makers within smaller 
companies in their choice between alternative accounting regulations. In other words, 
why they prefer a particular set of accounting rules to another 

 

7.1 Ownership structure 
One underlying factor that we have found influence the reasoning about the choice 
between alternative accounting regulations in small companies is how the ownership is 
structured. Ownership structure refers to who is controlling the stocks and hence the 
voting rights in a limited company, in other words, ownership structure refers to who is 
the residual claimant (Demseth & Lehn, 1985, p. 1155; Fama & Jensen, 1983a, p. 328). 
PAT, which includes the ideas of agency theory, argues that companies’ accounting 
choices can be explained and predicted by having the knowledge of its agent-principal 
relationships. The assumption is that the accounting choices will be affected by the level 
of information asymmetry between parties interested in the company’s accounting 
information, where the most significant example is where a company has external 
owners who lack insight into the daily operations. The agent, that is the manager in this 
situation, according to the efficiency perspective of PAT in such situation assumed to be 
more active in his or her efforts to strategically choose the accounting alternative that 
minimize the contracting costs between the agent and the principal (Deegan, 2006, p. 
213; Watts & Zimmerman, 1990, p. 136). The other side of this assumption 
consequently is that companies’ where the owner is the same person as the decision 
maker will not have to consider other owners' interests in their accounting choices. 
 
We can discern a pattern from our empirical observations that in the companies where 
the ownership is completely internal (Company A, B, C, D), for three of them 
(Company A, B, C) the decision-makers worry less about the choice of accounting 
regulations and the effects it might have. In these companies, it has not proved to be an 
equally important factor in the choice of accounting rules that the alternative chosen 
will lead to the external accounting information being as precise and detailed as 
possible, as for the companies with an ownership structure that includes external 
shareholders. In other words, in the companies where all stockholders also works 
operationally in the company and therefore have insight into the company's real events 
independent of the information conveyed by the external accounting, less stress is put 
on the financial accounting information. Our interpretation is that choices between 
alternative accounting rules are not perceived as critical by those of our studied 
companies that have an internal ownership structure, since they are the only owners 
whose interests must be satisfied. These companies therefore do not need to consider 
the other owners' interests in the external accounting. 
 
As we will see later, however, the relationship between internal ownership and less 
worry about the effects that accounting choices have on the financial accounting 
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information is not waterproof. Company D consists only of internal owners, but despite 
its concentrated ownership structure they are very thorough in their accounting choices. 
The reason, which we think is important to acknowledge, is that the separation of 
owners is just one example of a stakeholder relationship creating information 
asymmetry and associative agency costs. Since the financial accounting information is 
the communication medium to not only the owners but to all stakeholders, the presence 
of other influential stakeholders seem to be a factor with the potential to override the 
information confidence that results of internal ownership. 
 
To compare with the companies with another ownership structure, Company E and F, 
who include external owners not working operationally in the company, one of them (F) 
explained that the information gap existent as a consequence of the disperse ownership 
influence them in their accounting choices. We have interpreted that Company F 
consider that the presence of external owners place higher demands on their financial 
accounting information being precise, because they feel a responsibility towards the 
external owners, and the accounting information is such an influential part of the 
communication between the company and the external owners. 
 
An interesting detail is that Company E, one of the two companies that have external 
shareholders, distinguished themselves in the discussion of how the presence of external 
owners affects them in their choice of accounting methods. The respondent from 
company E said that their external owners do not care primarily about the economic 
outcome of their ownership in the same way that owners usually do. The external 
owners in Company E has according to the respondent other interests as top priority, in 
their case the proprietary interest is in the company's research and development, which 
overrides the interest in the financial results. 
 
We think this is interesting, and an indicator that the presence of an agent-principal 
relationship between the owners and decision makers is not sufficient to draw definite 
conclusions about the impact that such an information gap will have on the accounting 
choices of that company. It also seems important to be aware of the interests that the 
external shareholders have in the company, and thus in the company's accounting 
information.  

7.2 Size and complexity  
Fama & Jensen (1983b, p. 305 f) argue that small and noncomplex companies are often 
simple in terms of agency structure, and that the factors of size and complexity have 
effect on their decision-making. The authors measure complexity by how scattered or 
concentrated specific knowledge necessary for effective decision-making is for a 
company. To clarify that size and complexity should be viewed together as influencing 
factors, they take the example of research-oriented organizations, which may be small 
in terms of size but which are often a complex business.  
 
They mean that small noncomplex companies have a centralised structure because 
knowledge necessary for decision making and control is usually concentrated to one or 
a few agents, which means that it is possible, and most efficient, for those companies to 
allocate both decision-making and control to the same persons (Fama & Jensen, 1983b, 
p. 304). The authors thus suggest that in small and noncomplex companies it is more 
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common that the owner is the same person as the decision-maker and the residual 
claimant, and therefor implying lower agency costs. 
 
If we accept that agency costs are lower in small, noncomplex firms because of a more 
concentrated ownership structure and hence less information asymmetry between 
parties with disperse interests, we would expect the small, noncomplex firms to be less 
motivated to chose the accounting alternative that will lead to the most precise picture 
of the company’s underlying economic reality. Our empirical findings are largely 
consistent with this reasoning. Company A, B and C are small and noncomplex 
according to Fama & Jensen’s reasoning (1983b, p. 304). We have interpreted that 
Company A do not put as much emphasis as company D, E and F about which 
accounting alternative that provides the most precise financial accounting information.  
 
Company D, E and F, which are considered as small but complex according to Fama & 
Jensen's (1983b, p. 304) reasoning, are also the companies that have the most complex 
agent-principal relationships. In two of these (D, F), it is also clear that the company's 
complex nature is influencing them in their accounting choices, since they believe it is 
more important for them to report according to accounting rules that allow them to 
communicate a detailed and transparent picture of their business. They suggest that they 
need to have flexible accounting rules that are compatible with the complexity of their 
business. Our interpretation of both companies D and F's reasoning is that they believe 
it is additionally important for them to be able to present a detailed and accurate 
accounting information because their business is relatively difficult to understand for an 
outsider, the annual report may look very different depending on which accounting 
methods they apply, and that the annual report is one of the few communication 
channels they have to external stakeholders. This reasoning can be understood in the 
context of the efficient market hypothesis and PAT and their inherent assumption that 
the market will be less affected by the accounting information presented financial 
reports when there are more complementary sources of information to take part of, 
leading to less dependence on accounting information in firm evaluation (Deegan, 2011, 
p. 260). 
 
We believe that Company A adds to this debate by bringing up an interesting factor they 
include in their reasoning regarding alternative accounting methods. They believe that 
their industry, the real estate industry, is much easy to understand, i.e. less complex, for 
outside observers, leading to that the dependence on precise accounting information is 
less important for them. Their idea is that for example the bank can see trough different 
real estate valuations and is therefore less dependent on how the valuations are prepared 
and communicated in the financial statements.  
 
We find it interesting that so many of our studied companies consider their company's 
specific nature, including how complex to understand they perceive their business to be, 
when faced with a choice between alternative accounting methods. We believe it shows 
a thoughtfulness, which in turn reveals a lack of confidence in the market's ability to 
evaluate the companies correctly.  
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7.3 The perceived relevance of accounting choice 
According to EMH, which is part of the positive accounting theory, companies 
accounting choices can be better understood by understanding their views on whether 
the market is efficient or not (Lee, 2001, p. 234; Beaver, 2002, p. 453). There is an 
assumption that companies that believe that the market is efficient implicitly believe 
that the market cannot be fooled by strategic accounting choices. Whilst companies that 
are of the opinion that markets are not efficient implicitly suggests that accounting 
choices matter and can have effect on how the market evaluates them (Fields et. al, 
2001, p. 264; Deegan, 2011, p. 260).  Our respondents have given us varying answered 
regarding whether they think the choice of accounting methods has a impact on how the 
market evaluates companies. Three of them (A, B, E) have said they believe and/or 
hope that those who have an interest in their company's annual report will understand 
and be able to see through the differences that arise only due to accounting 
technicalities. Three of our respondents (C, D, F), on the other hand, are according to 
our interpretations anticipating that the differences that arises as an effect of accounting 
choices may affect how stakeholders and evaluates the information in the annual report.  
 
Overall, we have found that how people outside the company interpret the accounting 
information, may be an important aspect for companies to consider when faced with 
choices between alternative accounting methods. The relevance of this particular issue 
dependent on the companies stakeholders how acquainted they are with the information 
received.  
 
This view, of how important the companies’ perceives that the information in their 
annual report is for actors who together constitute what we call the 'market', is 
according to positive accounting theory of great importance in the analysis of 
companies accounting choices (Malkiel & Fama, 1970, p. 383; Kothari, 2001, p. 114; 
Deegan, 2011, p. 259). Previous research on PAT investigates the assumption of EMH, 
and suggest that a company that predicts that the market is able see through the 
differences in accounting information does not have much interest in acting 
opportunistically in their accounting choices. The companies that are of the opinion that 
the choice of accounting method will not have any effect on the market's assessment of 
the company on the other hand is more likely to see incentives for making opportunistic 
accounting choice (Fields et. al 2001, p. 264; Kothari, 2001, p. 116). We find this 
reasoning both interesting and logic, and further supported by our empirical findings 
which indicate that the companies that lean mostly towards reasoning that the market is 
not efficient (C, D, F) are the companies that are most critical and considerate when it 
comes to accounting choices. These are also the companies that show the greatest 
appreciation for the accounting rules that gives the opportunity to communicate the 
company's financial situation as transparent as possible in its annual report. According 
to our interpretation this is partly because they are afraid that the market will not 
evaluate the company correctly otherwise. The exceptions to this reasoning can be 
found in companies B and E, both of who have indicated that it is important for them to 
that the accounting rules they choose to apply gives them the opportunity to present as 
accurate and detailed accounting information as possible. In those two cases, however, 
we have found that this preference is motivated by factors other than a concern about 
how the non-uniform accounting information is received and analysed by the market. 
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More specifically, the perceived usefulness is in the internal operations, that benefits 
from a more detailed and precise external accounting information. 

7.4 The internal use of the external accounting information 
One other factor that can influence decision-makers in a company regarding accounting 
choice is according to Hartwig (2012, p. 12) the lack of an internal accounting function. 
This results in a greater reliance on the external accounting information for decision-
making and as an evaluation tool. Hartwig (2012, p. 15) argues that decision makers in 
certain companies take investment decisions based primarily on their external 
accounting information. If investment decisions are made primarily based on the 
information revealed in the accounting reports, he suggests that it will be of high 
importance that this information is precise; otherwise he states that there is the risk that 
profitable projects become overridden for less profitable projects, in other words, 
impaired efficiency. 
 
The respondents in Company B says that the most important aspect for them regarding 
their accounting is that the accounting information contained in the annual report is 
precise and as detailed as possible, since the annual report is the only source of 
accounting information that they use. They say they want the financial statements to 
communicate a precise representation of the company's financial situation, whether this 
economic situation one year is as good as they hoped or not. They further mean that the 
option would only result in deceiving themselves. The financial information in the 
annual report is the information they use when evaluating a year. This has made the 
precision in the accounting information their top priority in terms of preferences in 
relation to accounting choice. Company E and F also mention that they use the external 
accounting information for internal purposes. They suggest that it is important for them 
that the accounting regulatory framework applied is flexible, and will allow them to 
report precise and relevant figures. For example, the respondent in Company E thinks it 
is positive that K3 place the requirement component depreciation of fixed assets. The 
benefit being that this requirement leads to more detailed and relevant information that 
will make accurate evaluation easier.  
 
We find this factor, which can be explained as the internal dependability of the external 
accounting information, particularly interesting to reflect upon when examining smaller 
companies’ reasoning and motivations behind their accounting choices. This because 
we believe that it is more common in small companies, than in large ones, to lack an 
internal accounting function. The reason being that an internal accounting function can 
regardless of what is communicated externally through the annual report, have a 
detailed picture of the company's true financial situation.  

7.5 Stakeholders  
We find it interesting that the companies we have studied have without exception had a 
clear picture of who the company’s stakeholders are. They have also been clear on 
which of them that they consider when accounting related decisions are made. Our 
respondents have confirmed the alleged consent of the managerial branch of ST, which 
suggest that companies take different stakeholders into account to a varying degree 
when taking decisions. The degree of consideration depending on the company’s 
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specific situation and the relationship with its stakeholders (Jahawar & McLaughlin, 
2001, p. 405; Wallace, 1995, p. 9; Deegan, 2006, p. 288; Gray et. al, 1996, p. 46).  
 
The idea is that the company’s relationship with the key stakeholder must be managed 
in order to promote the company’s own interests, and the key stakeholders are found 
through a subjective ranking of how important they are for the success of the company. 
The assumption is that the more important the company finds that a certain stakeholder 
is for them, the more the company will consider that stakeholder’s interests in their 
decision-making in order to manage that relationship (Gray et. al, 1996, p. 46). 
 
For example, we found that the companies (A, B, C, F) that were mostly exploited 
towards creditors were also the companies, with the exception of Company A, which 
were most likely to take into account their relationship with their creditors' when 
choosing between accounting alternatives. The exception, Company A, who despite 
their significant dependability of financing from the bank meant that they did not find it 
necessary to take any strategic accounting choices to adapt to the bank's interests. This 
because their perception is that their dialogue with their bank goes beyond the numbers 
communicated in annual report. We believe it can be explained by the fact that 
Company A has had a long lasting relationship with their bank, combined with the fact 
that, within the real estate industry, that the bank has insight to the company's finances, 
more specifically property valuation through other channels than just the annual report. 
 
We have in our study found that four out of six companies (B, C, D, F) take their key 
stakeholders' interests into consideration when reasoning about accounting choices. The 
two companies (A, E) do not include external stakeholders to the same extent in their 
accounting choices, with the reason that they currently do not have any stakeholder 
relationships requiring such adjustment. These two companies (A, E) feel that they 
already have a strong relationship with their key stakeholders, and that relationship with 
the stakeholders is not dependant on how the information in the financial statements is 
presented. The other four companies (B, C, D, F) clearly reflect upon, and take into 
consideration how their key stakeholders will respond to the accounting choices made, 
and they are careful to adjust their choice for what they think will be most appreciated 
by the key stakeholders. To understand why our respondents take into account not only 
their own interests but also the anticipated demands and expectations of key 
stakeholders, we can take the help of one of the two perspectives offered by PAT (Watts 
& Zimmerman, 1990, p. 135 f). 
 
The efficiency perspective of PAT assume that a company will take decisions that 
maximizes its utility, and that companies who have entered into contractual relations, 
informal or formal, with parties that they depend upon to maximize the company’s own 
utility will take decisions considering their own interests by also consider the other 
important contracting parties interests (Holthausen, 1990, p. 207; Watts & Zimmerman, 
1990, p. 136). We have complemented PAT with ST, and in particular the managerial 
branch of this theory, to further increase our understanding of what science has found to 
be motivations and underlying factors for companies in the reasoning regarding 
accounting choice. The managerial branch of ST can be seen as an extension of the 
efficiency perspective of PAT that offers a more in-depth explanation of how a 
company's reasoning can be understood trough understanding that each company in 
order to maximize their own opportunities for success will recognize and interact with 
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their most important stakeholders (Deegan, 2006, p. 285; Jones & Wicks 1998, p. 208; 
Jawahar & McLaughlin, 2001, p. 402).  
 
The efficiency perspective within PAT and the positive branch of ST maintains that 
accounting choices can be understood and interpreted by accepting that companies have 
certain stakeholders whose interests in the company’s annual report will be considered 
when companies choose between alternative accounting methods. The argument is that 
companies in order to maximize their own utility will consider the company's most 
important stakeholders' interests when taking decisions, where the degree of 
consideration towards a particular stakeholder is a function of the company's perception 
about its reliance on a particular stakeholder to achieve the company’s objectives. One 
can therefore infer that a company considers its utility to be maximized when the 
company achieves its goals. 
 
Several of our respondents (B, C, D, F) have explained to us, directly or indirectly, that 
an important factor for them when they reason about accounting choice is how well 
each available alternative offers the possibility to present information that is precise in 
its reflection of the company’s real economic situation. They stated that they prefer the 
accounting method that gives the most precise picture of the company's real financial 
situation. The most common reason (for company C, D, F) that it is an important factor 
is according to our interpretation that they take into account how they want to be 
considered by external stakeholders. First because by rendering a transparent picture of 
the company’s economic situation the respondents perceive that they experience greater 
benefits in its relations with external stakeholders than the increased cost in the form of 
an increased workload would entail. This is explained by Deegan (2006, p. 221) through 
that companies by being ‘honest’ in its communication to external stakeholders will 
reduce the information gap between them and simultaneously increase the trust, positive 
effects that will lead to cost savings for the company. Hartwig (2012, p. 15) also 
explains that companies that are transparent and respectful towards key external 
stakeholders' interests in its external accounting communication may take advantage of 
lower cost of capital, because the risk for the capital market risk is positively related 
with the level of uncertainty. 
 
PAT,s other perspective, the opportunistic perspective, argues that companies in 
reasoning regarding accounting choice will only focus on how to maximize their own 
utility, whether or not it is at the expense of their stakeholders utility (Deegan, 2011, p. 
274; Scott, 2011, p. 306; Watts & Zimmerman, 1990, p. 135). However, as Scott (2011, 
p. 315) observes, it can be difficult to discern whether companies’ adoption of 
accounting policies are driven by opportunism or efficiency reasons. This is especially 
true when investigating accounting choice in a quantitative manner, which is the most 
used research method. The problem is that it is the underlying factors behind the choice 
rather than the effects of is that determines whether an accounting choice is considered 
to be justified by efficiency reasons or by opportunism. 
 
For example, Company C considers its key stakeholder, the bank, when faced with the 
choice between accounting rules. They reflect on how they believe that the different 
effects of the various options will be considered by the bank, what impact the effects of 
the respective alternatives might have on their company in the relationship with their 
bank. The respondent in Company C says that his experience is that recognising high 
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asset values in the balance sheet is something that the bank prefers, and can help the 
company to negotiate better terms on the company’s loans. We think this is a good 
example of the difficulty of distinguishing between reasoning motivated by 
opportunistic motivations or efficiency reasons. Our interpretation is that they let the 
banks interests influence their choice of accounting regulations because they think the 
benefit of doing that, through lower interest rate, exceeds the costs. Hence we interpret 
it as that they are motivated in that reasoning by efficiency reasons. We have thus not 
interpreted it as any of our studied companies’ reason in accordance with the 
opportunistic perspective of PAT. 
 
We interpret that all six of our respondents consider the interests of their stakeholders in 
their decisions regarding accounting choices. The two companies (A, E) that say they do 
not adapt their accounting choices to the interests of any external stakeholders justify it 
with that they currently do not see that they have any such relationships must be 
considered. These companies have also conveyed in a broader context in the interviews 
that they would take into account external stakeholders' interests if their companies 
were to find themselves in such a situation, for example if they would enter into a 
relation with the bank who have specific preferences in relation to the company's 
accounting choices. 
 
The fact that the four companies that to the greatest extent take influential stakeholders 
into consideration in their accounting choices are also the same four companies with 
most agent-principal relationships, thereby implicitly also experiencing the largest 
information asymmetry problem, we interpret that the efficiency perspective of PAT, 
which is complemented well by the managerial perspective of ST, offers a good explain 
to their reasoning on accounting choices.  
 
The foundation of these two theories perspectives is that a company will always make 
the decisions that they perceive will maximize their own utility, which for a company 
often is the same as achieving their primary objectives, for example maximizing firm 
value (Watts & Zimmerman, 1978, p. 113). PAT claims that a company is a fictional 
creation that only exists as a nexus of contracts between parties, all of which strive for 
utility maximization. The efficiency perspective of PAT argues that companies must 
balance the conflicting objectives of the respective contracting parties into equilibrium 
in order to maximize the company’s’ own utility. This efficiency perspective argues that 
companies who are dependent on other parties in order to reach their objectives lose 
efficiency and thereby restrict their capacity to reach their objectives by only focusing 
on their own interests and ignoring the interests of important stakeholders. This is 
consistent with the interpretation that we have made of our respondents' active 
consideration of their key stakeholder interests when they reason regarding accounting 
choices. A commonly recurring reasoning among our respondents was that they take 
into consideration how their relationship with for example the bank may be affected by 
the different effects the choice between different accounting rules may have on the 
company. 

7.6 The external accounting advisor  
All of our respondents have told us that they make use of external advisors, i.e. auditors 
and /or accountants, when faced with accounting related issues. At times the 
respondents have not been aware that they have faced a choice, and that this knowledge 
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has reached them through their external accounting advisors. The external accounting 
advisor is often considered as very valuable by the respondents, which according to 
stakeholder theory implies that they are stakeholders with power to win support for their 
preferences, because companies feel they depend on their competence (Freeman, 2002, 
p. 42; Atkinson et al, 1997, p. 28) We have also found a correlation that suggests that 
the less security a respondent experience regarding accounting related issues, the greater 
responsibility in decision making is transferred to the external accounting advisor. We 
think it is an interesting pattern, since by knowing this one can understand and predict 
that the companies that feel they have the least knowledge of accounting related issues 
are the companies that will rely the most on the input from the external accounting 
advisor. The close relationship between small companies and their external accounting 
advisor is also confirmed by the two accounting experts we interviewed. They both 
confirmed that it is not unusual that it is more or less the accounting consultants who are 
the driving forces in accounting related decisions. 
 
In a report from The Association of Chartered Certified Accountants (Blackburn et al, 
2010, p. 30) it is concluded that SME’s tend to have a close relationship with their 
external accounting advisor. They find that a major factor that drives the demand for 
external advice is the personality of the SME’s owner, which they classify as either a 
self-directed individual or a validator. Our results can be explained by their findings. 
We can by taking help of their findings and underlying analyses interpret and 
understand why we have found a pattern in which the respondents with most experience 
in accounting and the corresponding increased self-reliance in accounting related issues 
are also the respondents who rely the most on their own preferences in accounting 
choices. 

7.7 Phase  
It has during the interviews been revealed that our studied companies have different 
ideas on what their ambitions and objectives are. For example, a majority of the 
companies (B, C, D, E F) think of themselves as being in a growth phase, with an 
explicit ambition to grow. Other of our respondents (Company A) exudes a more 
cautious approach about their business aspirations, where ambitions and objectives are 
less explicit about growing. Our interpretation of what our respondents told us is that all 
companies except Company A are in a growth phase. 
 
Jahawar & Mclaughlin (2001, p. 397) have developed a descriptive branch of ST in 
which they argue that the relative importance of primary stakeholders will vary over 
time, because a company’s relationship with and dependence on its primary 
stakeholders is likely to vary with phases of the company. We have found support 
consistent with this theory; for example, we interpreted that Company A, which is the 
most mature of our studied companies and that has the least explicit growth ambitions, 
is the company that have shown least concern about how their external stakeholders 
interpret their accounting information. Further, Company C is in a growth phase, and 
we find a relationship between how the phase affects their reasoning trough affecting 
their motivations regarding the accounting. The bank is a particularly important 
stakeholder for company C, something we interpreted was due to their expressed needs 
for external financing in the near future. Another example is that Company F showed 
apparent consideration to their owners and the bank, that is, their financiers, in their 
accounting choices. Company F was also in a distinct phase of expansion, which we 
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interpret motivated them to consider their financiers’ interests in their accounting extra 
carefully. 
 
Two of our studied companies (D, F) told us that they in relation to accounting choice 
have to consider if they, can survive choosing all available accounting alternatives, 
dependant on what phase they are currently in. They further expressed that in the 
earliest phases of starting and growing an innovation company, which Company F has 
moved on from and Company D find themselves currently in, they simply would have 
to choose K3. This because the K2, unlike the K3, does not allow capitalization of 
expenses attributable to the development of self-generated intangible assets. In these 
companies start-up phase, this had meant that, if they choose K2, all their equity had 
been consumed. This is something that Zeff (1978, p. 56) advances in an influential 
article that has been inspiring to Watts & Zimmerman in their development of PAT. In 
the article Zeff (1978) draws attention to the fact that the choice of accounting methods 
can get detrimental economic consequences for companies, and that this factor is 
something that standard setters cannot ignore when designing accounting regulations. 
We agree, and we also believe that it is especially important to consider when the 
regulations are aimed at smaller companies, whose margin of error often quite small, 
making them more fragile. 
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8. Conclusions 

After analysing the empirical findings from our study we have found seven factors that 
influence decision-makers within smaller companies in their choice between alternative 
accounting regulations. In other words, why they prefer a particular set of accounting 
rules over another. These factors help us to answer how small companies’ reason when 
faced with a choice between two alternative accounting regulatory frameworks K2 and 
K3  

 
Our research question developed into the purpose of our study, which is to increase the 
understanding of the motivations and underlying factors that influence decision-makers 
within smaller companies in their choice between alternative accounting regulations.  
 
Since K2 and K3 are new regulations and the knowledge about them therefor is limited, 
we have chosen to use a somewhat broader purpose to help us answer our research 
question. By increasing the understanding of the motivations and underlying factors that 
influence decision-makers in small companies in their choice between alternative 
accounting rules, we utilize that information to answer our research question, namely 
how small companies reason when faced with a choice between the two alternative 
accounting regulations K2 and K3. 
 
Through the support of our theoretical framework we have been able to transform our 
observations into a number of conclusions that together fulfil the purpose of our study 
and answer our research question. We have found seven motivations and underlying 
factors that influence our sample of decision-makers in small companies in a choice 
situation between alternative accounting regulations. 
 
We have found that the following are the seven factors that small companies reason 
about when faced with a choice between alternative accounting regulations, including 
the choice between accounting regulations K2 and K3: 

8.1 Ownership structure 
One factor that we have found to have influence on the reasoning regarding accounting 
choices in small companies is how the ownership is structured. What we have found is 
that for those companies that have a completely internal ownership, in other words, the 
companies in which the decision-maker is the same as the owner and the company has 
no external shareholders who do not work actively in the daily operations, it has not 
proved to be an equally important factor in the choice of accounting regulations that the 
alternative chosen will lead to the external accounting information being as precise and 
detailed as possible, as for the companies with an ownership structure that includes 
external shareholders.  
 
As we will see later, however, the relationship between internal ownership and a weaker 
preference for the accounting alternative that offers more precise and detailed financial 
accounting information is not waterproof. We have found that the presence of an agent-
principal relationship between the owners and decision makers per se is not sufficient to 
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draw definite conclusions about the impact that such an information gap will have on 
those companies' accounting choices. It also seems important to be aware of the 
economic interests that the external shareholders have in the company, and thus in the 
company's accounting information, because we have found that most but not all external 
owners are motivated in their ownership by economic incentives. 

8.2 Size and complexity 
Regarding size and complexity we found that small and noncomplex companies seem to 
be less motivated to choose to apply accounting regulations that provide a very precise 
picture of the economic events. For the more complex companies in our study however, 
the level of precision in the financial statements is prioritized. This is according to 
previous research and our findings related to the agency structure in the companies, and 
thus the level of information asymmetry. The empirical findings are strong but not 
unequivocal, this is however to be expected since size and complexity is only one of the 
seven factor we have found to influence the accounting choice, and none of the factors 
dominate all the others.  
 
The decision-makers own perception of the company’s s complexity is also something 
we have found to affect the choice. Consistent with the argument that the financial 
statements being a big proportions of the information available to the market for small 
companies, and opposing EMH, the small complex companies in our study do not have 
faith in that the outside stakeholders will be able to see through all accounting 
technicalities. The companies in our study that perceive themselves to be complex, also 
express that this is something they need to take into account adjust the level of precision 
in the financial statements accordingly, in order to not be incorrectly assessed by 
outside stakeholders. 

8.3 The perceived relevance of accounting choice 
Another factor that we have found to influence the reasoning in small companies 
regarding their accounting choices is their view of the markets efficiency. In other 
words, how they perceive the markets ability to see through differences in their 
financial accounting information that results only as a consequence of differences in the 
accounting methods applied. This includes a reasoning on how acquainted the 
information receiver is. 
 
We have found that the companies that predicts that the market is able see through the 
differences in accounting information does not have the same interest in strategic 
accounting choices compared to those companies that are of the opinion that the choice 
of accounting method will not have any effect on the market's assessment of the 
company.  
 
Our empirical findings have indicated that the companies that lean mostly towards 
reasoning that the market is not efficient are the companies that are most critical and 
considerate when it comes to accounting choices. They are also the companies that 
show the greatest appreciation for the accounting rules that gives the opportunity to 
communicate the company's true financial situation in its annual report. According to 
our interpretation this is partly because they are afraid that the market will not evaluate 
them correctly otherwise. 
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However, we have found that the preference towards choosing the accounting 
regulations that gives the best opportunity to communicate the company’s true financial 
situation in the annual report is not only motivated by a concern about how non-uniform 
accounting information is received and analysed by the market. We have found that 
other factors are also considered and hence influencing small companies in their 
reasoning. 

8.4 The internal use of the external accounting information 
The internal use of the external accounting information is also a factor that we have 
found to influence the choice between optional accounting regulations. Precision and 
transparency in the accounting is important for the companies that use the external 
accounting numbers for evaluation and decision-making. We have found this factor to 
matter in companies that perceive themselves as having both complex and rather simple 
accounting. 

8.5 Stakeholders 
All of our studied companies confirm that interests and expected interests of key 
external stakeholder are considered when preparing the financial statements with the 
motivation that it is in the company’s own interest, thus that the company will benefit 
from doing so. The majority of the companies also confirm that they make accounting 
choices with the external stakeholders in mind, because it is in the best interest of the 
firm. Two of our companies have however come to the conclusion that there are no 
benefits to be gained from taking external stakeholders into consideration in accounting 
choices. This conclusion from the companies is based on the fact that the companies 
find their relationship with their external stakeholders to be affected primarily by factors 
other than accounting choice. These two companies do however recognize that their 
situation is particular and that most companies have more outside stakeholders to 
consider.  
 
The degree to which a company will take specific stakeholders’ interests into 
consideration is thus a function of the decision-makers perception of how the particular 
stakeholder can contribute to the company achieving its goals. The more a stakeholder 
can contribute to the company’s success, the more attention will be paid to pleasing that 
stakeholder. 
 
The benefits that can be gained are often linked to transparency, and thereby reducing 
the information-gap and increasing trust between the company and the key external 
stakeholder. We have found that the companies that admit to take external stakeholders 
into account are also the companies with the most agent-principle issues. Agent-
principle situations entail information asymmetry problems and we therefor conclude 
that the more information asymmetry problems, the more benefits to be gained from 
overcoming those problems. 
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8.6 The external accounting advisor 
One other factor we have found to influence the decision-makers in small companies in 
their choice between alternative accounting regulations is their relation with external 
accounting advisors. Since small companies rarely possess internal accounting 
expertise, we have found that the opinions of the external accounting advisor become an 
influential input in the company’s reasoning process.  
 
We have found a correlation that suggests that the less security a respondent experience 
regarding accounting-related issues, the greater responsibility in decision making 
regarding accounting-related issues is submitted to the external accounting advisor. We 
have also found support for the other side of the same coin, namely that the companies 
with most internal knowledge in accounting and the corresponding increased self-
reliance in account-related issues are also the respondents who give their own 
preferences most room in accounting choices. 
 
He have found that by acknowledging this relationship, one can understand and predict 
certain companies, those companies that feel they have the least knowledge of 
accounting-related issues, accounting choices by finding out what information input 
their external accounting advisors provide them with.  

8.7 Phase 
One other factor that we have found is which phase in its organizational life-cycle the 
company is in. We have found that companies that are in a more explicit growth phase 
are more thoughtful in their accounting choices than firms that consider themselves to 
be in a more mature phase.  
 
Our interpretation is that the companies that are in a phase of growth sees their financial 
accounting information as a more important communication medium than companies in 
a mature phase, and that this affects their preferences regarding accounting choices. We 
have found that small companies in a growing phase more clearly include their key 
stakeholders in their reasoning regarding their selection between alternative accounting 
regulations. 
 
One persistent example is that the companies that are in a phase of growth have a 
greater need for external capital to finance their growth, and therefore they are more 
motivated to show consideration in how their accounting choices will be met and 
interpreted by its most important stakeholders. 
 
The fact that the phase that the company is in, affects their reasoning regarding the 
choice of accounting has also expressed itself by the innovative companies we talked to. 
They shared that they in their earliest phase, the start-up phase, had felt compelled to 
choose the K3. This because the K2, unlike the K3, does not allow capitalization of 
expenses attributable to the development of self-generated intangible assets. In these 
companies start-up phase, this had meant that, if they choose K2, all their equity had 
been consumed. This means that for certain companies the accounting choice can have 
serious consequences when they are in a start-up phase. 
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8.8 Final thoughts  
It is important to emphasize that none of the underlying factors that we have found 
affect how small companies’ reason should be isolated from the others to be most 
efficient. The most useful understanding of the motivations and underlying factors that 
influence decision-makers in small companies in their choices between alternative 
accounting regulations is obtained by analysing all of the seven factors together. 
 
The answer to our research question is thus that small companies reason differently 
dependent on what motivations and underlying factors that influence them in their 
specific situation. We have found the most common factors that have influence on how 
small companies reason in their decision between alternative accounting regulations, 
including between K2 and K3, are; ownership structure, size and complexity, the 
perceived relevance of accounting choice, internal use of external accounting 
information, stakeholders, external accounting advisor and phase. 
 
We have, in our study, found that when having to choose between optional accounting 
regulations small companies will take the seven factor presented above into 
consideration. However, an important conclusion is that non of the factor dominates the 
others, and the factors will be of varying importance in different companies. To 
understand how small companies reason when faced with a choice between two 
alternative accounting regulations, we can not consider the factors, we have found to be 
relevant, separately. The answer is found when looking at the factors together.  

 
Figure 5 - How small companies’ reason regarding accounting choice 
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9. Our contribution and suggestions for further 
research 
Last nut not least we will now present how we believe the findings in our study to 
contribute and also to who we believe the results to be relevant. We will also present 
suggestions for how further development of the knowledge can be extended.  

 

9.1 Our contribution 
The purpose of our study has been to increase the understanding of the motivations and 
underlying factors that influence decision-makers within small companies in their 
choice between alternative accounting regulations, including in their choice between K2 
and K3. Our qualitative research approach has given us the opportunity to get close to 
the views, beliefs and values of our respondents in their reasoning regarding accounting 
choice in a way that is otherwise unusual. 
 
Our study contributes to a better understanding of what factors that are considered and 
evaluated by the decision-makers within companies when they are faced with a choice 
between alternative accounting regulations. We believe that both other small 
companies, external accounting consultants who work with small companies, and not 
least the standard setters, can benefit from the contributions of our study. By increasing 
the understanding of how decision-makers within small companies reason regarding 
accounting choice small companies can better understand their competitors and see 
trough the accounting technicalities in other small companies financial statements. The 
accounting consultants can understand their clients better, which can help them to meet 
the clients needs and wishes. And last but not least standrard setters will be better 
equioed to predict how new regulations will be received and also how praxis will 
develop.  

9.2 Suggestions for further research 
During our study, we have encountered several interesting topics that we believe would 
be relevant to research further. The accounting regulatory frameworks K2 and K3 are 
still very new and soon to be mandatory for 98 percent of all companies in Sweden. We 
find that there is a societal need for further research with ambitions to increase the 
understanding about small companies and their relationship to accounting, including 
accounting choice. 
 
First, we think it would be interesting to investigate how the accounting competence of 
the decision-makers in small companies affects how they reason when faced with a 
choice between alternative accounting regulations. Second, we suggest a further 
investigation of how the relation between the decision-makers in small companies and 
their external accounting advisors influence how accounting choices are taken. Third, 
we think it would be interesting to, after K2 and K3 are implemented, investigate how 
the market responds to small companies' choice between the accounting regulatory 
frameworks K2 and K3. 
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10. Quality criteria  

In this chapter we, the authors, will argue for the credibility in our study and its results. 
This is an area where qualitative research is different from quantitative research. 
Quality criteria are not all together straight forward when it comes to qualitative 
research and suggestions on which quality criteria are applicable or not are provided 
in the literature. We have chosen to include two criteria that are frequently mentioned 
in the literature for both qualitative and quantitative research and also in studies at this 
level.  

 

10.1 Trustworthiness 
Reliability refers to the stability of the findings (Silverman, 2011, p. 360) and is 
established based on how the measurements are performed and processed. In qualitative 
research, the researcher often designs the instrument to measure, in our case the 
interview guides, themselves. Due to this fact there is a risk of the reliability of the 
measurements being low, compared to for example measuring the height of a person 
using a measuring tape. (Ejvegård, 1996, p. 68) Stenbacka (2001, p. 552) even argues 
that reliability is not a relevant or applicable quality criteria for qualitative research, but 
that it is rather to thoroughly describe all parts of the process that contributes to high 
quality. We have however chosen to not take such a strong standpoint, but have taken 
the importance of describing the process into account and have tried to do just that in 
the practical research chapter.  
 
In various methodological literature there are methods suggested to prevent and check 
for low reliability, some of which we will now present and explain how we have applied 
in our study. When conducting qualitative research it is important to do the interviews 
in the exact same way to the largest extent possible (Eliasson, 2010, p. 15). To ensure 
this we have conducted all interviews at the respondents’ office and provided them with 
the same information in advance of the interview. We have also used the same interview 
guide. Given that we have done semi-structured interviews the outcome of the 
interviews and the supplementary questions have however differed from one interview 
to another. One method of increasing reliability is by measuring the same variable in 
more than one way. When conducting qualitative interviews this can be accomplished 
by return to the same concepts several times during the interview (Eliasson, 2010, p. 
15). To revisit the same concepts, and discussed them from different angles, is 
something we have done in all interviews. Eventhough the Interview guide appear to be 
structured to divide the different topics, they are closely related and the questions give 
rise to discussion about the different factors from more than one angle. An other method 
of increasing reliability is to prepare well and to go trough the preperations together to 
keep the interviews as cohesive as possible (Eliasson, 2010, p. 15 f), this is also 
something we have strived to do. 
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10.2 Credibility 
The concept of validity, that refers to the truthfulness of the findings (Silverman, 2011, 
p. 360) can be considered the most important quality criteria (Bryman & Bell, 2005, p. 
48). It was first applied to quantitative research, where techniques to guard against the 
possibility of the existence of an unknown intervening variable have been developed 
(Silverman, 2011, p. 368). When conducting qualitative research however, there is no 
simple solution. The only way to test the validity is if you have access to another way of 
measuring to test against (Ejvegård, 1996 p. 71), which we have not. Thoughts and 
reasoning are rarely coherent and to quantify them would rather conceal than reveal 
information. Qualitative research has the benefit of allowing us to study a social 
phenomenon that would not be possible trough quantitative research (Silverman, 2011, 
p.17). To determine whether we have successfully measured how small companies’ 
reason is tricky; there is no method to control this.  
 
Applying the basic definition of validity on qualitative research have been questioned 
simply due to the fact that qualitative research does not attempt to measure anything, the 
goal is the qualities that describe the phenomena studied (Stenbacka, 2001, p. 551; 
Eneroth, 1984, p. 38). The question whether the data collected is valid can however be 
argued for. The interview is a forum well adapted to gather information needed to fulfil 
the purpose of the study. The researcher has the possibility to clarify statements and 
revisit topics that are important to the respondent, and less relevant issues can be 
shortened. When aiming to understand a phenomenon, validity can be claimed to be 
achieved by finding respondents that have a connection to the problem and then giving 
them the opportunity to speak freely about the issue. (Stenbacka, 2001, p. 552) We feel 
that our interviews has given the respondents the opportunity to think out loud, and we 
have let their of thought lead the interview in different directions, while staying within 
the problem area.  
 
A proposed way to increase validity, that we have applied in our study, is to ensure that 
the terminology used in the interviews, to as large extent as possible is consistent with 
the terminology in the theories (Eliasson, 2010, p. 16). Brinkmann & Kvale (2009, p. 
267 f) argue that validity in qualitative research validity is a question whether all the 
steps in the process are reasonable and defendable, or not. We have in our study, tried to 
reflect upon and revised our plan slightly a few times with the purpose of retaining a 
high level of validity trough the whole process.   
 
Validity in quantitative research also refers to whether the results can be generalized to 
apply to other environments than the one studied (Eliasson, 2010, p. 17). We have not 
found any indications that there would be differences in how companies reason 
depending on there geographical location, neither is this something that BFN has 
commented on nor have we found any other indication that there would be a reason for 
limitations of generalization to the rest of Sweden. The generalization is however 
restricted to Sweden, in other countries different regulations apply and other stakeholder 
may be of importance which would potentially result in very different results.  
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Appendix 1  

Interview guide Eva Törning 
 
In advance to the interview with Eva Törning we have sent her an email where we 
present the purpose of the study and the context in which we will conduct our study. We 
also explain that the interview is performed for preparatory reasons, and that we the 
objective is to extent our knowledge regarding K2 and K3, as well as receiving Eva’s 
thoughts and opinions on the subject. 
 

  
 

• What is your impression regarding how K2 and K3 have been received by the 
persons concerned? For example companies and accounting consultants 

 
• What is your opinion regarding what consequences the introduction of K2 and 

K3 will entail for the accounting consultants?  
 

• How important is the choice between optional accounting regulations, for a 
company?  

 
• That small companies that also are noncomplex will choose K2 can be read in 

several articles regarding the new regulatory frameworks. What is meant by 
these expressions?  

 
•  In your experience, how do you believe small companies to reason regarding 

optional accounting regulations?  
 

• There are theories that state that a company will make the accounting choice 
based on self-interest, and other theories that state that the companies 
stakeholders will be a determining factor. What are your thoughts on this in the 
context of the choice between K2 and K3? 

 
• According to EMH the accounting choice will not make a difference on the 

markets valuation of the company. What is you opinion on this statement? 
 

• In an article in Balans nr.8 2012, where your co-author Caisa Drefeldt 
participated, it is written that the accounting consultants will in many companies 
be the one to make the choice between K2 and K3. What is your experience 
regarding the dialogue between small companies and their accounting consultant 
regarding accounting choice? 

 
• In another article that Caisa Drefledt and you have written together, you write 

that K2 have been criticised for not being flexible enough. You and Caisa 
straighten out some misunderstandings regarding simplification rules being 
optional etc. Is your opinion that the general opinion on K2, have changed since 
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the article was published?  
• We will in our study interview different companies, some of them are real estate 

companies. The regulations regarding depreciation for components is something 
we have understood to be relevant for them to consider. What parts of a property 
will these regulations apply to? i.e. what will be considered a component? 
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Appendix 2   

Interview guide Accounting consultant 
 
In advance of the interview we have explained the purpose of our study and the context 
in which we will conduct our study. We also explain that the interview is performed 
primarily for preparatory reasons, and that we the objective is to extent our 
understanding of how the accounting consultants work with the implementation of the 
new accounting regulatory frameworks, as well as receiving an accounting consultants 
thoughts and opinions on the subject. 
 
 
 
 

• What are your primary responsibilities? 
 

• Who are your primary clients?   
 

• Can you please tell us about your thoughts and opinions on K2 and K3? 
 

o What is positive? 
o What is negative? 

 
• How will the introduction of the new accounting regulatory frameworks affect 

accounting consultants such as yourself? 
 

• How have your clients reacted to so far? 
 

• If a client lacks both knowledge and interest in the new accounting regulatory 
frameworks and how they will affect the client, how do you proceed?  

 
o To what extent are you obliged to inform the client regarding K2 and K3? 
o Will you recommend one of the regulations over the other to such clients?  
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Appendix 3  

Interview guide Company A-F 
 
 
Before  the interview we explain the purpose of our study and ask the respondents 
permission to record the interview.  
 
The  
 
---------------------------------------------------------------------------------------------------------- 
 
Position:  
 
Can you please describe the daily operations of the company?  
 
What are your primary responsibilities in the company?  
 
 
-------------------- 
 
 
What do you consider to be the purpose of accounting?  
 In what way? 
 Why not? 
 
What do you consider to be the primary benefit of existing accounting regulations?  
 And are there any negative aspects? 
 
Who do you consider to be the users of the annual report?  
 What parts of the annual report do you think the users focus on? 
 
How do you think that the choice between optional accounting rules affect your 
company? 
 To what extent? 
 
The numbers in the financial statements can be used for follow up and evaluation, 
to what extent do you implement this in your company? 
 
How do you think that the company’s stakeholders use the information in the 
annual report?  
 
How do you go about choosing between optional accounting rules?  
 External accounting advisor? 
 What factors are taken into account?  
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To what extent does your company rely on external accounting advisors? 
 
------------------ 
 
 
Are you familiar with the new accounting regulatory framework K2 and K3? 
 
If yes:  
In what context have you received the information?  
 
What’s your thoughts on the choice between K2 and K3?  
 What aspect are important? 
 Who will be involved in making the choice? 
 
Have you found any pros and cons of the two accounting regulatory frameworks? 
 
 
If no:  
Would you like to know more about K2 and K3? 
 Why not? 
 If yes, how do you plan to gain more information? 
 
 
--------------------- 
 
Finally we will discuss the posts in the financial statements that will differ 
significantly depending on if the company chooses to apply K2 or K3.  
 
For the real estate companies it is the accounting for values on fixed assets, depreciation 
and income reporting for long contracts that will differ the most. For innovation 
companies it is accounting for self-generated intangible assets.  
 
 
 


