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This study investigates the perspective of the owner–manager of a small or medium-sized enterprise (SME)
on the importance of mutual understanding with an external accountant. Mutual understanding means that
the owner–manager understands what the accountant is saying and feels understood by the accountant. The
results, based on 310 completed surveys of Belgian owner–managers, show that owner–managers who have a
high level of mutual understanding use the advice of their external accountant more extensively. This is in turn
positively linked to the financial health of an SME. Furthermore, several drivers that enable the establishment of
a high level of mutual understanding are explored. Owner–managers with a high level of mutual understanding
consider their accountant as a strategic partner, experience a high level of proactive behaviour with them, have
a higher frequency of formal contact, and perceive informal contact as important. External accountants should
consider these opportunities in their client management and training of internal staff. Education of clients and
openness also seem very important, as the level of a client’s accounting knowledge, the number of accounting
topics owner–managers deal with, and transparency towards the accountant are significantly positively related
to mutual understanding.

According to resource-based theory, owner–
managers of small and medium-sized enter-
prises (SMEs) often lack internal resources to

face various economic challenges and therefore rely on
external service providers (Bennett and Robson 2003,
2005; Blackburn and Jarvis 2010; Yusoff 2006). An ac-
countant seems to be one of the most important of
these (Bennett and Robson 1999, 2000; Blackburn and
Jarvis 2010). Most SMEs use an external accountant for
statutory services, in order to meet mandatory require-
ments (Marriott and Marriott 2000). However, more
and more owner–managers seek ‘business advice’, which
transcends the legal obligations of preparing annual ac-
counts and submitting tax files (Døving and Gooderham
2008). Accountants are able to offer tailor-made advice
and assist their SME clients in running their business.
They are no longer ‘bean counters’ who merely produce
figures and annual accounts, but become real ‘sparring
partners’ for owner–managers of SMEs. Through offer-
ing advice, an accountant is thus able to make a differ-
ence and add value to the (financial) performance of a
company (ACCA 2012).

The (potential) impact of business advice from an
external accountant on the performance of companies
has been explored in previous research (Barbera and
Hasso 2013; Berry et al. 2006; Kamyabi and Devi 2011;
Robson and Bennett 2000). Several studies show a pos-
itive relationship between business advice and financial
performance (Barbera and Hasso 2013; Berry et al. 2006;
Kamyabi and Devi 2011), while others conclude that
no unequivocal conclusion can be drawn concerning
this relationship (Bennett and Robson 2000; Blackburn
and Jarvis 2010; Devi and Samujh 2010; Kirby and King
1997). The question remains how external accountants
can optimise their service provision and subsequently
their (potential) impact on a company’s performance.

Previous research has analysed how the benefits of
external accountants can be maximised, by pointing to
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the importance of an effective collaboration. Barbera
and Hasso (2013) show that embedding the accountant
within the SME and fostering a close client–advisor rela-
tionship has a positive impact on sales growth and com-
pany survival. In a similar vein, Kirby and King (1997)
argue that in order to cooperate in an effective way, both
the owner–manager and the external accountant have to
clarify their expectations towards each other, on all levels
of the relationship. Preliminary interviews with owner–
managers of Belgian SMEs (see further) show that they
found it important to understand what the accountant
was talking about, but did not always feel understood
by the accountant in terms of their needs for business
advice. This study elaborates on the importance of effec-
tive communication between owner–managers of SMEs
and external accountants by introducing the concept of
mutual understanding. Mutual understanding has been
investigated in an information technology (IT) service
context, as well as in a doctor–patient context. A pa-
tient should feel understood by their doctor and has
to share all relevant information about their perceived
problem(s), in order to enable the doctor to monitor the
health situation. Therefore, the objective of a conversa-
tion between a patient and a doctor is to achieve a level
of mutual understanding that has the potential to lead to
new possible actions (e.g., therapy), which are expected
to ameliorate the health situation (Hantho et al. 2002).
Similarly, the basic knowledge and understanding of mu-
tual expectations, desires and needs between the Chief
Executive Officer (CEO) and Chief Information Officer
(CIO) (or IT service provider) have been found to be es-
sential for effective long-term service provision and for
a firm’s success (Johnson and Lederer 2010). Similar ef-
fects have been found in other service provision contexts
(Cornelius and Boos 2003; Hantho et al. 2002; Mohr
and Bitner 1991; Tan 1994) and are underpinned by the
concept of cognitive similarity in social psychology liter-
ature. By way of analogy, an external accountant has to
monitor the financial health of an SME. Effective com-
munication processes, which enable owner–managers
and external accountants to clearly share information
that is understood by both parties, can lead to the de-
sired business advice and to better decision making by
the owner–manager, resulting in the improved financial
health of an SME. Therefore, the purpose of this paper
is to analyse whether a high level of mutual understand-
ing results in a greater usage of the accountant to fulfil
business advice needs, and accordingly positively affects
a company’s financial health.

The contribution of this article is fivefold. First, it
adds to existing literature, as it provides evidence of a
significant and positive relationship between the use of
business advice and the performance of an SME. Previ-
ous studies measure the ‘performance of companies’ in
terms of sales growth (Barbera and Hasso 2013; Berry
et al. 2006), changes in employment, changes in turnover,

changes in profitability per employee (Robson and
Bennett 2000), or in terms of company survival
(Barbera and Hasso 2013). This study captures the finan-
cial health of a company by means of a multidimensional
measurement, which has been proven to successfully pre-
dict the survival of Belgian companies. Second, this study
contributes to the accounting literature by introducing
the concept of mutual understanding into the relation-
ship between an external accountant and an SME. It is
identified as an important characteristic for effective col-
laboration, and adds to earlier identified characteristics
of a good client–accountant relationship, such as trust,
empathy, and loyalty (Barbera and Hasso 2013; Bennett
and Robson 2005; Blackburn et al. 2010; Carter et al.
2013; Devi and Samujh 2010; Sarens and Everaert 2010).
Third, the empirical results show that a high level of mu-
tual understanding is positively related to a high usage
of business advice provided by an external accountant,
which is in turn positively related to the financial health
of a company. Fourth, different drivers are identified to
distinguish between high and low mutual understand-
ing, helping both owner–managers and accountants to
know which elements contribute to effective communi-
cation and collaboration. Lastly, a robust measurement
scale has been developed to capture the specificities of
mutual understanding in an accounting context. In a
sense, we add to the general service literature, where the
concept of mutual understanding has been used before
(in areas such as IT, marketing, and healthcare); however,
previous research has not always included full disclosure
on the measurement scale.

Literature Review and Hypotheses
Development

Resource-based view

Firms operate in highly competitive and dynamic envi-
ronments. In order to distinguish themselves from their
competitors, they seek strategies that enable them to
create competitive advantage and ensure their survival
(Barney 1991; Teece et al. 1997). However, developing
and implementing strategies to realise a competitive
advantage requires several resources, including physi-
cal capital resources (e.g., technology and equipment),
organisational capital resources (e.g., formal reporting
structure, formal and informal planning) and human
capital resources (e.g., the experience and intelligence
of individual workers) (Barney 1991). Human capi-
tal resources are intangible, often relatively difficult for
competitors to imitate and thereby most likely to pro-
vide a competitive advantage (Barney 1991). Because of
the rapidly evolving economic environment in which
firms operate, they need to apply resources and skills
that change at an equal pace in order to sustain their
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Statutory services Business advice

Entry of invoices and Value Added Tax Business advice1

financial documents (VAT declarations) concerning:
* financing
* corporate legislation
* acquisitions

Period end transactions * tax optimisation
* …

Annual accounts Company tax 
(balance sheet, declaration
income statement, notes)

Figure 1 Establishing mutual understanding in an accounting context

competitive advantage (Fiol 2001). Therefore, firms need
employees with the necessary (firm-specific) skills, but
often also a broad network of interim workers, service
providers, or other resources to respond quickly to mar-
ket changes (Carey and Tanewski 2016). Barney et al.
(2001: 631) state that ‘firms in a rapidly changing mar-
ket are more nimble, more able to change quickly, and
more alert to changes in their competitive environment,
and will be able to adapt to changing market conditions
more rapidly than competitors and thus gain competi-
tive advantage’.

SMEs are often founded and managed by individual
entrepreneurs. In order to create a competitive advan-
tage, manage their business goals, and ensure survival,
owner–managers of SMEs need a range of knowledge,
competencies and skills (Halabi et al. 2010; Kamyabi and
Devi 2012; Kirby and King 1997). However, it is almost
impossible for an individual to excel in every domain of
entrepreneurship and have all the necessary resources to
hand (Halabi et al. 2010; Yusoff 2006).

Resource-based theory argues that due to the lim-
ited in-house resources of SMEs, they must rely on
external advisors such as accountants, bankers and
lawyers who guide them in managing their business
(Alvarez and Busenitz 2001; Barbera and Hasso 2013;
Bennett and Robson 2005; Carey and Tanewski 2016;
Kamyabi and Devi 2011; Yusoff 2006). External accoun-
tants are the service providers most frequently consulted
by SMEs dealing with resource constraints (Bennett and
Robson 1999; Berry et al. 2006; Kirby and King 1997;
Scott and Irwin 2009). In particular, owner–managers of
SMEs depend on an external accountant to gain access
to the specialised knowledge and skills needed to tackle
several accounting and tax-related challenges (Blackburn
and Jarvis 2010; Everaert et al. 2007; Yusoff 2006). Most
SMEs use an external accountant in order to meet le-
gal requirements (Marriott and Mariott 2000). In the
Belgian context, these services comprise the entry of in-
voices and financial documents, period end account-
ing, the preparation of annual accounts, and submitting

different types of tax declarations to government agen-
cies, including VAT, company tax, and personal income
tax (Everaert et al. 2010; Sarens et al. 2015).

However, the so-called ‘traditional’ role of the exter-
nal accountant – in which statutory tasks are covered –
is shifting towards a business advisor role (Blackburn
and Jarvis 2010; Carey and Tanewski 2016; Sarens et al.
2015). Owner–managers of SMEs operate in a constantly
changing business environment, in which they need an
external accountant as a partner; someone with spe-
cialist knowledge and competencies who is able to assist
owner–managers in running their business. According to
the resource-based view, an external accountant capable
of responding to the ever-changing needs of the owner–
manager creates complementarity and added value for
an SME (Barney 1991; Barney et al. 2001; Carey and
Tanewski 2016). Accordingly, an external accountant is
able to help achieve and support the competitive advan-
tage and consequently the survival of their SME clients
(Carey and Tanewski 2016). In particular, the accoun-
tant provides tailor-made advice on financial issues, such
as calculating the returns for a new investment project,
exploring financing alternatives and suggesting how to
benefit from tax optimisation (see Figure 1). Tailor-made
advice supports owner–managers in their decision mak-
ing, in order to ensure the financial health of the com-
pany. It is in this relationship between the accountant
(delivering business advice) and the owner–manager
(seeking business advice) that mutual understanding be-
comes important.

Mutual understanding and business advice from
an accountant

Mutual understanding is a situation that arises from
effective communication processes between two par-
ties and results in the achievement of a mutual goal
(Churchman and Schainblatt 1965; Tan 1994). Tan
(1994) further explains that in an IT context, in order
to realise their mutual goals the partners (company and
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IT service provider) should be able to comprehend what
the other party is trying to do and why. Therefore, cog-
nitive similarity is needed, which implies that they have
to understand each other’s role, behaviour and expec-
tations (Cornelius and Boos 2003; Hantho et al. 2002;
Mohr and Bitner 1991; Rommetveit 1974; Tan 1994).
Cognitive similarity means that people share common
codes or rules in their communication, which enables
them to decode each other’s messages accurately (Runkel
1956; Tan 1994) so that misinterpretation and misin-
formation can be avoided (Tan 1994). When mutual
understanding is established, it enables both parties to
share information accurately and completely as the ba-
sis for making decisions (Tan 1994). If we translate this
to the accounting context (i.e., effective communication
between an owner–manager of an SME and an external
accountant), a high level of mutual understanding means
first, that they understand each other, and, second, that
they know what to expect from each other (in terms of
services provided as well as pricing issues).

In particular, the first element means that the owner–
manager understands what the accountant is saying and
feels understood by the accountant. Both parties have
to transfer information to each other, in order to pur-
sue the same goal (Bennett and Robson 2003; Reynolds
et al. 2006). When the financial information is trans-
lated into the annual accounts, the task of an accountant
is often – wrongly – considered as ‘finished’. The an-
nual accounts show the impact of decisions made by the
owner–manager, but in order to gain added value from
these accounts, the owner–manager has to understand
and interpret the content of them (Halabi et al. 2010).
Therefore, an accountant has to be able to explain com-
plicated matters in a transparent and accessible manner,
similar to the doctor in a doctor–patient relationship.

The second element of mutual understanding means
that the owner–manager and accountant know what to
expect from each other. Kirby and King (1997) found
an expectation gap between the owner–manager of a
company and its external accountant, suggesting that
they should work together as peers or partners. This gap
needs to disappear in order to reveal the full potential of
the accounting services (Kirby and King 1997). There-
fore, accountants should inform their clients about the
business advice (i.e., non-mandatory services) they can
offer (Devi and Samujh 2010). Many owner–managers
are not aware of the full range of services their accoun-
tant is able to provide (Gooderham et al. 2004; Carey and
Tanewski 2016). However, the owner–manager should
also be willing to share all necessary information. Dyer
and Ross (2007) state that an advisor has to be sensitive
to the needs of a client, whereas openness on behalf of
the client is also indispensable. Hence, owner–managers
have to clarify their needs in order to develop a high
level of mutual understanding. Lastly, Kirby and King
(1997: 301) state that ‘owner–managers use advice when

they consider it to be appropriate and when it is at a
reasonable cost’. Misunderstandings concerning the cost
of business advice should be avoided.

In sum, a high level of mutual understanding is estab-
lished when both parties comprehend each other and the
expectation gap has disappeared. We expect that owner–
managers who experience a high level of mutual under-
standing with their external accountant will seek more
business advice from them. This leads to the following
hypothesis:

H1: Owner–managers who perceive a high level of
mutual understanding with their accountant will
more extensively use business advice from their
accountant.

Business advice from the accountant and financial
health of the SME

Accountants are going beyond their traditional role of
fulfilling regulatory requirements to provide more and
more customised business advice (Blackburn and Jarvis
2010; Carey and Tanewski 2016; Sarens et al. 2015).
When translating complex business information into
clear tailor-made advice, accountants support their SME
clients to interpret the figures for the company and as-
sist them in making decisions that should lead to the
realisation of their mutual goal: good financial health
(Blackburn and Jarvis 2010; Carey and Tanewski 2016;
Devi and Samujh 2010). Evidence concerning the rela-
tionship between the use of an accountant for business
advice and the financial performance of an SME is, how-
ever, mixed (Strike 2012). On the one hand, previous
research shows no clear evidence concerning the rela-
tionship between the two (Bennett and Robson 2000;
Blackburn and Jarvis 2010; Devi and Samujh 2010; Kirby
and King 1997). On the other hand, several studies indi-
cate that the degree in which an owner–manager uses an
external accountant for business advice has a positive in-
fluence on the financial performance of an SME (Barbera
and Hasso 2013; Berry et al. 2006; Carey 2015; Kamyabi
and Devi 2011). Barbera and Hasso (2013) discussed the
concept of ‘embeddedness’ in relation to potential per-
formance benefits for SMEs. Embeddedness was mea-
sured as the frequency of seeking business information
from an external accountant, and the results show a posi-
tive impact on sales growth and survival. Consistent with
this previous research (Barbera and Hasso 2013; Berry
et al. 2006; Kamyabi and Devi 2011), and taking the
increasing importance of business advice in the service
package of the accountant into consideration, we expect
a positive link between business advice and financial
health.

H2: The extent of business advice from an external ac-
countant is positively linked to the financial health
of an SME.
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H3 (+)

Mutual Understanding Financial Health

H1 (+) H2 (+)

Business Advice

Figure 2 Overview of the hypotheses and expected sign

Mutual understanding and financial health

Previous research in the service provision industry shows
that mutual understanding is essential in order to coop-
erate effectively and realise a mutual goal (Cornelius and
Boos 2003; Hantho et al. 2002; Mohr and Bitner 1991;
Tan 1994). A basic knowledge and understanding of mu-
tual expectations, desires, and needs is crucial for effec-
tive long-term service provision (Johnson and Lederer
2010).

The relationship between mutual understanding in an
accounting context and the financial health of the SME
has not yet been studied. Similar to doctors in the medical
context and CIOs in the IT context, external accountants
often need to explain complicated and confidential mat-
ters in an accessible way. Furthermore, external accoun-
tants need to take the personal values and motivations
of the owner–manager of an SME into account. Their
entrepreneurial vision often plays an important role in
the corporate mission and goals they pursue (Blackburn
et al. 2010; Dyer and Ross 2008). For example, not ev-
ery owner–manager wants to maximise profits and/or
revenues. Therefore, it is crucial to cooperate with an ac-
countant who listens and understands and respects the
owner–manager’s personal values and entrepreneurial
vision (Deakins et al. 2001; Bulukin et al. 2005). Mon-
itoring the prevailing financial situation is fundamental
to making the correct management decisions and guar-
anteeing the continuation of the company. During their
ongoing relationship, owner–managers of SMEs and ex-
ternal accountants work towards a mutual objective: the
financial health of the company. In order to ensure good
corporate financial health, both parties need to under-
stand each other and know what to expect. Therefore,
we expect a positive correlation between mutual under-
standing and the financial health of an SME.

H3: The higher the level of mutual understanding, the
better the financial health of the SME.

In sum, we expect that mutual understanding will
be positively linked to the provision of business advice.

Owner–managers and external accountants with a high
level of mutual understanding are expected to cooperate
more intensely (H1). Furthermore, we analyse the rela-
tionship between the provision of business advice and
the financial health of the SME. We expect that tailor-
made business advice adds value for the owner–manager
and will therefore be positively linked to the financial
health of the SME (H2). In addition, the link between
mutual understanding and the financial health of the
SME is studied (H3). Figure 2 shows an overview of the
hypotheses.

Methodology

Definition of an SME

In previous research, varying definitions have been used
to describe an SME, but they all tend to use the same
three metrics: employment, turnover, and total assets
(Blackburn and Jarvis 2010). We use the criteria for-
mulated in Belgian Corporation Law at the time of the
study (art. 15 W.VenB.). A company is considered as an
SME: (1) if it does not exceed more than one of the
following criteria – 50 FTE employees, 7 300 000 euro
annual turnover, 3 650 000 euro total assets; and (2) does
not have more than 100 FTE employees. Furthermore,
since financial performance data is used, unlimited lia-
bility companies (no mandatory publication of annual
accounts) as well as start-ups (no publication of financial
data within the first two years) are excluded.

Data collection

Preliminary interviews

First, preliminary interviews were held with three
owner–managers of SMEs and three external accoun-
tants to translate the concept of mutual understanding in
an accounting context and identify drivers for the estab-
lishment of mutual understanding. For reasons of profes-
sional ethics, it was not possible to interview the owner–
managers and their external accountant in a one-to-one
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setting. Owner–managers indicated that they would not
be prepared to answer questions in an open and transpar-
ent manner if they had to provide the identity of their
external accountant. The external accountants in turn
also refused to cooperate with the research if they had
to reveal the names or specific data of their SME clients.
Furthermore, information concerning the identity of ex-
ternal accountants is not publicly available in Belgium.
Because of these confidential and ethical barriers and the
explorative purpose of the interviews, a random selec-
tion of owner–managers and external accountants was
interviewed. All had 10–15 years’ experience in their cur-
rent function. The interviews each lasted approximately
one-and-a-half hours and took place at the premises of
the relevant SME or accounting office. Broadly, we asked
the owner–managers three main questions.

1. How would you describe your cooperation with your
external accountant?

2. Which aspects of your cooperation with your exter-
nal accountant are important to you when evaluating
service provision?

3. How could your external accountant optimise service
provision in order to maximise the added value for
your company?

We asked the accountants three main questions.

1. How would you describe your approach in providing
business advice to an SME client?

2. Which aspects are important to you in order to ensure
successful cooperation with an SME client?

3. How do you try to optimise your service provision
in order to maximise the added value for your SME
clients?

Two researchers administered the interviews simul-
taneously. Afterwards, the interviews were transcribed
and analysed. Insights from the preliminary interviews
were used to develop the measurement scale for mu-
tual understanding. In certain situations, a low level of
mutual understanding was identified, while others in-
dicated a high level. Based on these interviews, several
drivers for the establishment of mutual understanding
were derived and included in the survey (see Section 5,
Additional analysis).

Online survey

The hypotheses were tested using an online survey for
owner–managers. This means that the findings are a
reflection of their perspective. It was not possible to in-
vestigate pairings of owner–managers and accountants
for the reasons already stated. The questionnaire was
developed in cooperation with representatives of Bel-
gian business organisations (UNIZO and Agentschap
Ondernemen) and representatives from the Belgian

Institute for Accountants and Tax Consultants. Inten-
sive consultations with these parties and interviews with
seven owner–managers of SMEs (different from those
in the preliminary interviews) guaranteed a thorough
understanding of the interests, needs, and views of
them regarding an external accountant. Additionally, the
questionnaire was pretested with four (again, different)
owner–managers to make sure all the questions were
clear and easy to answer. Personal email addresses of
owner–managers were purchased from Bisnode by ran-
domly selecting 5000 SMEs complying with the selection
criteria. Bisnode has the largest reference database of
companies in Belgium. The questionnaire was admin-
istered by Qualtrics and sent at the beginning of May
2014 to the email address of each owner–manager. Two
reminders were sent after respectively four weeks and
six weeks. At the end of June 2014, the questionnaire
was closed. In total, 347 owner–managers completed the
questionnaire, resulting in a response rate of 6.94%, sim-
ilar to previous studies in this field (Everaert et al. 2010;
Sarens and Everaert 2010). The data show that 89% of
the respondents (N = 310) used an external accountant.
The respondents provided their VAT number in the sur-
vey, enabling us to link the responses to the financial
statements for the SMEs.

Measurement scale

Mutual understanding

The measurement scale for mutual understanding is
based on work by Cornelius and Boos (2003), who mea-
sured mutual understanding between clients and service
providers in an IT context. Preliminary interviews with
owner–managers of SMEs and external accountants pro-
vided support to translate the relevant five items to the
accounting context (Table 1, Panel A).

First, it is important for owner–managers to be aware
of the range of (potential) services an accountant is able
to offer in order for effective communication to be pos-
sible: ‘During a first meeting we explain to our clients
what services are suitable for their situation, we illus-
trate how we work . . . We hope that clients contact us if
they have further questions concerning additional top-
ics’ (Accountant 3). This awareness might however be
(partially) absent with some owner–managers: ‘I do not
know which services I need . . . It is the accountant’s job
to support me and provide accurate advice when needed’
(Owner–manager 1).

Second, the expectation gap needs to disappear: ‘Dur-
ing a first meeting we explain . . . what we expect from
our client. Clients know in advance what they can expect
from our services’ (Accountant 3). ‘We are aware of the
fact that our clients do not always know very thoroughly
what we do. So it is important to tell them what we
will do, when we will do this and what they have to do’

C© 2018 CPA Australia Australian Accounting Review 9
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Table 1 Variable measurement

Panel A: Mutual understanding, relative use, financial health, size, and age

Variable name Measurement scale

Mutual Understanding Means based on the following items (1 = totally not; 5 = very well): Factor loadings
1. To what extent are you aware of the range of (potential) services offered by your

accountant?
0.649

2. To what extent do you clarify your expectations towards your accountant? 0.646
3. To what extent do you understand the explanation of the figures by your accountant? 0.635
4. To what extent do you feel understood by your accountant? 0.818
5. To what extent do you feel heard by your accountant? 0.628
6. To what extent are you aware of the costs/fees your accountant charges? 0.758
7. To what extent are you aware of the invoice terms your accountant applies?

(rate/hour, rate/service, etc.)
0.692

Business Advice Calculated as a percentage based on a list of 21 business advice needs (see appendix):
Business advice received from accountant/business advice needed by SME

Financial Health Multidimensional score model Ooghe and Van Wymeersch (2006), based on Annual Accounts 2013,
downloaded from Bel-first Database Bureau Vandijk

Financial Health = 0.2324 + 4.3178 ∗ X1−11.6782 ∗ X2 + 3.1676 ∗ X3 −1.6200 ∗ X4 −0.8353 ∗ X5

X1 = (Accumulated profits or losses + Retained earnings)/(Equity + Liabilities)
→ Can positively and negatively influence financial health, depending on past profits or losses

respectively
X2 = (Overdue taxes and Social security charges)/Short-term liabilities
→ Negatively influences financial health. Because of severe financial punishments if you do not pay

obligations to the government: this is a strong indicator of financial distress in a company.
X3 = Cash/Currents assets
→ Positively influences financial health. Cash is generated by successful companies and cash creates a

buffer against fallbacks
X4 = (Inventories and Contracts in progress)/Current working assets
→ Negatively influences financial health. An increase in inventories is often an indicator of reduced

sales and inventories are often overvalued
X5 = Short-term financial debts/Short-term liabilities
→ Negatively influences financial health. Larger short-term obligations increase the risk of financial

distress in a company.
The higher the multidimensional score, the better the financial performance

Size SME Total number of employees (survey)
Age SME Number of years the company has operated (Annual Accounts 2013, downloaded from Bel-first Database

Bureau Vandijk)

Panel B: Drivers of mutual understanding (additional analysis)

Variable name Measurement Scale Scale explanation

Mutual Understanding HL Mean split on Mutual Understanding: see Panel A 0/1 0 = low mutual understanding;
1 = high mutual understanding

Accounting Knowledge How would you rate your own accounting knowledge? 1–5 1 = very poor; 5 = very good
Strategic Partner To what extent do you agree with the following . . . °

1 = I contact my external accountant in order to fulfil
legal obligations; versus 5 = My external accountant
is a partner, who thinks strategically in order to help
me in making policy decisions

1–5 1 = legal obligation; 5 = strategic
partner

Proactive Accountant To what extent do you agree with the following . . . °

1 = I contact my external accountant when changes in
tax legislation could have an impact on my situation;
versus 5 = My external accountant contacts me when
recent changes in tax legislation could have an impact
on my company

1–5 1 = low proactive behaviour; 5 =
high proactive behaviour

Transp Towards Accountant To what extent do you agree with the following . . . °

1 = I only hand in information and documents my
external accountant specifically requested; versus 5 =
I spontaneously hand in all documents and
information my external accountant might need.

1–5 1 = little transparency; 5 = very
transparent

(Continued)

10 Australian Accounting Review C© 2018 CPA Australia



S. De Bruyckere et al. Mutual Understanding Between Accountants and Owners of SMEs

Table 1 Continued

Panel B: Drivers of mutual understanding (additional analysis)

Variable name Measurement Scale Scale explanation

No Important KPIs Which KPIs are very important to you in a discussion
with your accountant?

0–25 KPIs such as investments, cash
management, financial needs
(see Appendix for 25 topics
provided)

No Topics Self Which topics do you deal with yourself? 0–11 Topics such as turnover, supplier
debts (see Appendix)

Importance Tools How important are tools to analyse the financial
performance of the company?

1–5 1 = not important; 5 = very
important

Frequency Contact How often do you discuss the figures of the company
with your accountant, in normal circumstances?

0/1 Number rescaled to 0 = fewer
than three formal discussions
per year; 1 = at least three
formal discussions per year

Informal Contact How important are informal meetings with your
accountant?

1–5 1 = not important; 5 = very
important

Relationship Friendship To what extent do you agree with the following . . . °

1 = My relationship with my external accountant is
purely professional; versus 5 = My relationship with
my external accountant is based on friendship.

1–5 1 = professional; 5 = friendship

Length Cooperation How many years have you worked together with your
current accountant?

1–5 1 = less than 1 year; 2 = 1–2
years; 3 = 3–5 years; 4 = 6–10
years; 5 = more than 10 years

°full sentence: To what extent do you agree with the following statement concerning your relationship with your external accountant?

(Accountant 2). ‘It is difficult to actually tell my accoun-
tant what I expect . . . I hope that he will carry out all
the regulatory requirements adequately and help me to
make good decisions, based on the resulting figures. I
think this is what an accountant does; these are more
implicit expectations’ (Owner–manager 3).

Third, some owner–managers pointed out that they
would appreciate more explanation and clarification
about their company’s figures in order to make well-
grounded decisions: ‘When I see my figures . . . I do not
understand them in detail. But during our discussion,
my accountant translates them, which enables me to
comprehend the consequences of my decisions. I under-
stand the big picture, but my accountant has to guide me
through the (specialised) financial issues of my business’
(Owner–manager 2).

‘I would actually like to have more explanation of the
figures for the company. I do not understand the implica-
tion of every topic in the financial statement. A thorough
explanation might improve my understanding of the fi-
nancial situation. The figures are the basis to make crucial
decisions, decisions that may have far-reaching conse-
quences’ (Owner–manager 1). Accountants also pointed
out that this is very important:

We have to explain the figures and educate them, in order
to enable them to make the right decisions. When you
repeat the key performance indicators every meeting,
clients will be able to interpret and control for these
figures on their own. I often use metaphors to explain the
figures and the financial situation in a clear manner. The
best accountant is not the one who knows the accounting

principles most thoroughly. The best accountant is the
one who is able to explain these principles clearly to
clients (Accountant 2).

Fourth, mutual understanding is more than just un-
derstanding what the accountant is saying. The owner–
manager must also feel understood; that is, the feeling
that the accountant shows interest in the owner–manager
taking operational and strategic decisions: ‘An accoun-
tant has to understand me as an owner–manager, my
strategic vision, and should guide me through the dif-
ferent life cycles of my company. He or she should really
understand what I am aiming for’ (Owner–manager 1).

A fifth item comprises the importance of feeling heard
by the external accountant. It is essential for the accoun-
tant to actually listen to their clients: ‘A good external
accountant cannot perceive his client as a number. An ac-
countant should visit the company, should listen, which
creates an opportunity to discuss the daily activities and
future plans on a regularly basis’ (Owner–manager 1).
‘Clients often call me to tell they have made an invest-
ment . . . afterwards . . . They should call me in ad-
vance and say, I am planning an investment, will I be
able to incorporate this into my financial statement? I
try to educate all my clients in this respect . . . They
have to learn and understand what is needed to co-
operate in an effective way. If you can manage to do
that, you prove a great deal to your client and yourself ’
(Accountant 2).

During the preliminary interviews, as well as during
the discussions with representatives of the Belgian Insti-
tute for Accountants and Tax Consultants, accountants
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also stated that misunderstandings frequently occur con-
cerning the cost of business advice. Some accountants
work on an all-in fee, including a given number of hours
of business advice, whereas others charge the client each
time the owner–manager wants to know something that
is outside the scope of the mandatory tasks.

In the past, we noted that clients were not aware of the
price, they did not know what an accountant actually
did and they did not know when they would receive an
invoice for the services provided (in other words, they
were not aware of the invoice terms). Therefore, now we
always put together an assignment letter at the beginning
of our collaboration, to clearly communicate our range
of services, our prices, and invoice terms (Accountant 2).

We always budget our price for the client. The price
depends on the tasks we will perform and services we
will provide during the following year. Every year, we
make and evaluate a written agreement and adjust our
price if necessary. Accordingly, our clients know exactly
what tasks we will fulfil and how much this will cost
(Accountant 3).

As we aim to capture all relevant items to measure
mutual understanding in an accounting context, we in-
cluded these two items on pricing and invoice terms in
the analysis. A summary of the items is given in Table 1,
Panel A.

Respondents were asked to score the seven items of
mutual understanding on a 5-point Likert scale. A prin-
cipal component analysis (PCA) was conducted on these
seven items. Factor analysis provided one factor, with
factor loadings all above 0.6 (see Table 1, Panel A). A
Kaiser-Meyer-Olkin (0.788) and Barlett’s test (0.000) il-
lustrate that the data are adequate for factor analysis. The
analysis shows a Cronbach’s Alpha of 0.81, which is in
line with the original scale (Cronbach’s Alpha of 0.84)
designed by Cornelius and Boos (2003). The Cronbach’s
Alpha did not improve when deleting an item. The av-
erage of the seven items was calculated per respondent
to obtain a measurement for Mutual Understanding (1–
5 scale). In order to distinguish low and high levels of
mutual understanding (Mutual Understanding LH) we
performed a mean split (mean = 3.83).

Business advice provided by an accountant

The relative usage of an accountant for business advice
captures the extent to which the company asks an ac-
countant for business advice. First, we listed 21 exam-
ples of business advice (based on the preliminary inter-
views), and asked the respondents which pieces of advice
they needed in 2013. Examples include advice related to
investments, financing, cost accounting, risk manage-
ment, company law changes and tax declaration (see
Appendix). Then, for each of these, we asked whether
they had sought advice from their accountant or from

another advisor. Accordingly, we were able to calculate
the relative use of the accountant (%) by dividing the
number of pieces of advice from the accountant by the
total need for business advice.

Financial health

Financial health is measured by a multidimensional
score, which contains elements of profitability, liquidity,
and solvency of the firm (Ooghe et al. 1999; Balcaen and
Ooghe 2004; Ooghe and Van Wymeersch 2006; Ooghe
et al. 2009). The formula is shown in Table 1, Panel A.
The higher the value, the better the financial health of the
company. The measurement is comparable to the inter-
nationally well-known Altman Z-score (Altman 1968)
but has, however, been developed within the Belgian
economic environment. The main characteristic of the
Belgian environment is that all limited liability compa-
nies are required to submit their annual accounts to the
National Bank of Belgium, using exactly the same for-
mat. This standard format includes detailed information
about the company’s balance sheet, income statement,
and social capital. This allows us to calculate the mul-
tidimensional score and compare the different firms in
our database with regard to their financial health.

Previous research concerning the prediction of finan-
cial distress of companies in Belgium has validated this
measurement (Balcaen and Ooghe 2004; Ooghe and Van
Wymeersch 2006; Ooghe et al. 1995, 1999, 2009). Ooghe
and Van Wymeersch (2006) conclude that their finan-
cial distress model can be used as an efficient screen-
ing device. Therefore, this multidimensional measure-
ment is a good proxy to assess the financial health of the
Belgian companies included in this study (Ooghe and
Van Wymeersch 2006). Details on the composition of
the measurement are provided in Table 1, Panel A.

The financial information used to calculate the mul-
tidimensional score is found in the annual accounts of
2013. The annual accounts were downloaded from the
Bel-first database of Bureau Vandijk.

Control variables: Size and age

Size was measured as the number of full-time equivalent
employees (survey). Age refers to the age of the company,
as found in the Bureau Vandijk Bel-first database.

Results

Descriptive statistics

The descriptive statistics are shown in Table 2. The mean
for mutual understanding is 3.83 on a 1–5 scale. On
average, owner–managers use an accountant for business
advice for 63% of their needs. The respondents have on
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Table 2 Descriptive statistics

Panel A: Hypotheses testing N Min. Max. Mean SD

Mutual Understanding 310 2.14 5.00 3.83 0.59
Business Advice 310 0.00 1.00 0.63 0.33
Financial Health 310 −22.00 6.43 1.28 2.54
Size SME 310 0.00 175 13.73 19.63
Age SME 310 2.00 64.00 19.63 11.03

Panel B: Additional analysis N Min. Max. Mean SD

Accounting Knowledge 310 1.00 5.00 3.30 0.85
Strategic Partner 310 1.00 5.00 3.14 1.31
Proactive Accountant 310 1.00 5.00 3.99 1.17
Transp Towards Accountant 310 1.00 5.00 3.98 1.22
No Important KPIs 310 0.00 25.00 10.65 5.50
No Topics Self 310 0.00 11.00 7.23 2.17
Importance Tools 310 1.00 5.00 3.99 1.12
Informal Contact 310 1.00 5.00 1.85 1.13
Relationship Friendship 310 1.00 5.00 2.88 1.20

Panel C: Frequency table N % Cum. %

Length Cooperation
1 = less than 1 year 10 3 3
2 = 1–2 years 18 6 9
3 = 3–5 years 36 12 21
4 = 6–10 years 63 20 41
5 = more than 10 years 183 59 100
Total 310 100

Frequency Contact
1 = not 7 2 2
2 = once per year 90 29 31
3 = twice per year 97 32 63
4 = three to four times per year 72 23 86
5 = five to 12 times per year 28 9 95
6 = more than 12 times per year 7 2 97
7 = less than once per year 9 3 100
Total 310 100

Mutual Understanding LH
0 = low 127 41 41
1 = high 183 59 100
Total 310 100

average a financial health of 1.28, employ approximately
13 people and have existed for between two and 64 years,
with an average of 19.63 years.

Table 3 shows the correlations. In Panel A, mutual
understanding is significantly and positively correlated
with business advice provided by an accountant. Busi-
ness advice is significantly and positively correlated with
the financial health of the company.

Hypotheses testing

The results of the different regression analyses (ordi-
nary least squares: OLS) are shown in Table 4. Because
of heteroscedasticity, OLS with robust standard errors
was applied (White 1980). Hypothesis 1 is supported
by the data, as mutual understanding is significantly
and positively related to the use of an accountant for
business advice (p = .001). This finding suggests that Ta
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Table 4 Hypotheses testinga

(1) (2) (3)

VARIABLES
Model 1 Dependent

variable: Business Adviceb
Model 2 Dependent

variable: Financial Health
Model 3 Dependent

variable: Financial Health

Mutual Understanding 0.114∗∗∗ 0.277
(3.425) (0.976)

Size SME –0.030 –0.211 –0.253
(–1.300) (–1.372) (–1.500)

Age SME –0.051∗ 0.195 0.177
(–1.751) (0.493) (0.437)

Business Advice 1.395∗∗ 1.297∗∗
(2.464) (2.238)

Constant 0.402∗∗∗ 0.308 –0.547
(2.834) (0.202) (–0.365)

Observations 305 305 305
Adjusted R-squared 0.040 0.029 0.029
F-test 5.159 3.123 2.425
Prob > F 0.00172 0.0262 0.0482

Non-standard coefficients are displayed, robust t-statistics in parentheses.
∗∗∗p<.01, ∗∗p<.05, ∗p<.1.
aThe models were tested using OLS regressions with Huber-Eicker-White standard errors, because of heteroscedasticity.
bWe came to the same conclusions, using a Tobit regression.

owner–managers with a high level of mutual under-
standing seek more business advice from an accountant.

In terms of the relationship between business advice
and the financial health of the company, the regression
analysis in model 2 confirms Hypothesis 2, showing a
positive and significant relationship between business
advice and financial health (p = .014). In other words,
when owner–managers rely more intensely on their ac-
countant for business advice, they realise better corpo-
rate financial health.

We found no evidence to support Hypothesis 3, which
means that the data do not show a direct relationship be-
tween mutual understanding and financial health. The
results of the full model, where both the impact of mutual
understanding and business advice on financial health
are tested, show that business advice still has an effect on
the financial health of the company (p = .026). Mutual
understanding, however, has no direct impact. Consid-
ering all the models, the results indicate that mutual
understanding is positively linked with the use of busi-
ness advice provided by an external accountant. Owner–
managers with high mutual understanding tend to use
more business advice from their accountant, which in
turn results in better financial health.

In addition, we tested for a mediation effect of busi-
ness advice using the bootstrap procedure as suggested
by Preacher and Hayes (2008), see Table 5. Two direct
effects were found: mutual understanding has a signif-
icant direct effect on business advice (p = .0004), and
business advice has a significant direct effect on financial
health (p = .0042). The results of the mediation analy-
sis confirm the mediating role of business advice in the
relationship between mutual understanding and finan-
cial health (LCI = .036; UCI = .361). In other words,

Table 5 Bootstrap results for indirect effects (mediator
business advice)

Financial Health
(Dependent variable) Effect Lower CI Upper CI

Mutual Understanding
(Independent variable)

.1487 .0362 .3613 Indirect
effect

mutual understanding between an external accountant
and an owner–manager indirectly influences the finan-
cial health of the SME, through the provision of business
advice delivered by the external accountant.

To conclude, as high mutual understanding leads
to a more intense use of business advice and ulti-
mately to better financial health, it is important for both
owner–managers and accountants to establish mutual
understanding.

Additional Analysis

Identification of drivers of mutual understanding

As the results show that mutual understanding is im-
portant in an accounting context, it is also interesting to
explore why some owner–managers of SMEs experience
a high level of mutual understanding with their accoun-
tant, while others experience low mutual understanding.
Preliminary interviews with both owner–managers and
external accountants provided information to identify
drivers of mutual understanding. These are classified
into three categories: personal drivers, subject of coop-
eration and setting of cooperation. This classification is
based on the work of Hantho et al. (2002), who studied
mutual understanding in a medical context.
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Personal drivers

Several personal characteristics seem important regard-
ing cooperation between an owner–manager and an ex-
ternal accountant. First, some owner–managers do not
have sufficient accounting knowledge and may not be
able to interpret financial statements and monitor the
figures. Therefore, it is important that the accountant
explains and discusses the financial situation thoroughly,
in a clear and accessible manner. In the context of busi-
ness advice, a low level of accounting knowledge of the
owner–manager might hinder the establishment of mu-
tual understanding. For example, Accountant 1 noted
that ‘some clients are capable of monitoring and inter-
preting their figures, but we cannot expect this from
every client. It is important to adjust our approach to
the level of the client’.

Second, the extent to which owner–managers perceive
their accountant as a strategic partner – as a coach they
involve in every step they take – might have an influ-
ence on the establishment of mutual understanding. An
owner–manager who perceives the accountant solely as
someone fulfilling legal obligations will not be able to
gain the full potential of the relationship. The owner–
manager has to tell the accountant about future plans and
upcoming investments. ‘Clients do not always involve us
in every strategic decision they make. Often we have to
tell our clients “if you had told us this in advance, we
could have advised you to pay attention to this and that
aspect” . . . It is the responsibility of the client to inform
us about situations we are not aware of’ (Accountant 3).

Third, anticipating potential threats, identifying op-
portunities, or in general acting in a proactive way is
necessary for an accountant, and might characterise a
high mutual understanding with the owner–manager.
‘When a change in the legislation might have an impact
for clients, we will contact them personally and schedule
an appointment to talk about this and to discuss differ-
ent possibilities and/or opportunities’ (Accountant 2).
‘Someone who thinks proactively . . . An accountant
who notifies me in advance, that is very important! Af-
terwards, if the figures are known, an accountant should
not say “your figures are bad”. The figures are there, in
fact, at that moment everyone knows it is bad. If I had
known that before, I might have taken a different deci-
sion’ (Owner–manager 1).

Fourth, preliminary interviews clarified that accoun-
tants also expect a high level of transparency from
owner–managers. If owner–managers hide information
from their accountant, the latter cannot execute his or
her tasks in an appropriate way, which can hinder the
development of mutual understanding.

We are never sure about having a complete overview of
the financial situation of our clients . . . Some clients
have difficulties in sharing all the relevant information.

For example, real estate. Some clients think that the
government does not know the existence of this real
estate and the fact that they own it. They also refuse to
communicate that information to us, as their external
accountant, because they are afraid they will have to pay
additional taxes. But then the government – which has a
full overview of all real estate and its owners – contacts
us to notify that our tax declarations are not correct.
Then we have to contact our clients and only then they
tell us that they bought a new apartment for example
(Accountant 1).

Subject

There is a lot of variation in how owner–managers keep
track of the financial situation of their company. Some
find a long list of key performance indicators (KPIs)
important in discussions with their accountant, while
others keep track of a list of KPIs themselves. For some
it is also important to use tools to keep track of their
financial situation throughout the year. It is not clear
whether these differences in the way the financial situ-
ation is monitored are linked to differences in mutual
understanding. However, we found a certain drive with
some accountants to educate their client in terms of fi-
nancial literacy, as a way to increase understanding of
the company’s financial situation:

During every meeting, key performance indicators are
discussed with the client; turnover, costs, the evolution
of items on the balance sheet such as stock, VAT, the po-
sition of the bank account . . . These key performance
indicators are determined together with the client, dur-
ing our first meeting. For each client, I discuss the same
thing every meeting; tailor-made indicators. In this re-
spect, we create a personalised dashboard for our clients,
which enables them to understand and interpret their
figures. During these meetings, it is very important to
discuss future plans, in order to anticipate threats and
identify opportunities. We also produce an Excel sheet
with pre-programmed formulas for our clients. This en-
ables them to deal with their figures whenever they want
to. They can make comparisons with previous years, es-
timate their profit/loss (Accountant 2).

We created a tool for our clients to monitor their figures
themselves. As a result, we are able to focus on the inter-
pretation and explanation of the figures for our clients
(Accountant 3).

Setting

Several aspects concerning the setting of the coopera-
tion seem important for it to be effective. First, in terms
of frequency of contact, owner–managers remarked in
the interviews that they perceive regular contact with
their accountant as important. An accountant has to be
aware of changes in the company, but also of personal
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matters that could have an impact on the business. A
high frequency of formal contact is therefore of great
importance. However, the importance of informal con-
tacts was also considered as creating an opportunity for
owner–managers to empathise with their advisor and
build a meaningful long-term relationship. For exam-
ple, owner–manager 1 stated:

Initially, I did not discuss the figures with my external
accountant. We met once a year, when I had to put my
signature on the financial statement produced, and that
was it. Then I asked him to meet quarterly, to monitor
the evolution of the figures. Furthermore, I think it is
important that the accountant visits the company at
least once a year. In doing so, he can visualise the figures
by observing the real business activity.

Accountants confirmed the importance of these meet-
ings: ‘Frequent contact is very important in our profes-
sion. You have to meet your clients four to five times per
year to listen to them and discuss the figures. It is im-
portant to empathise with your client’ (Accountant 2).
‘We expect our clients to meet us at least twice a year
to discuss their figures. These meetings take about two
hours. This is necessary to steer our clients, to know
about their future plans, to be able to provide strategic
advice’ (Accountant 3).

The question remains whether friendship and the
length of the relationship between an owner–manager
of the SME and their accountant differ between those
who experience a low versus a high mutual understand-
ing. The following quote suggests a positive relationship:

I have already known my external accountant for a very
long time. We met in high school and became friends.
Actually, I visit his office only once a year to fulfil all
legal obligations and put my signature on several official
documents. In addition to that, I meet my accountant –
and friend – every month. We have a drink in a bar, or
meet in a restaurant for lunch. During those meetings
we always discuss my company. Sometimes very briefly,
but he is definitely engaged with my company (Owner–
manager 2).

The identified drivers of mutual understanding in an
accounting context were measured by single items and
operationalised by the survey (details are provided in
Table 1, Panel B).

Results drivers of mutual understanding

Descriptive statistics

The descriptive statistics are shown in Table 2, Panel B.
The respondents rate their own accounting knowledge
on average at 3.30, but do not clearly elucidate whether
the accountant should be considered as merely fulfilling
legal obligations or as a strategic partner (mean = 3.14).
The accountant is considered on average as proactive

(mean = 3.99) and the respondents tend to act in a rela-
tively transparent way towards their accountant (mean =
3.98). On average, 10 topics (out of 25) are found to be
important in discussions with the accountant (standard
deviation = 5.50). Tools to analyse the financial per-
formance of the company are considered as important
(mean = 3.99). Respondents deal with seven topics (out
of 11) themselves. The relationship between the owner–
managers and their external accountant is considered as
more professional than based on friendship (mean =
2.88). Furthermore, a large proportion of the respon-
dents (59%) had cooperated for more than 10 years with
their current accountant.

Table 3, Panel B shows that mutual understanding
is significantly and positively correlated with the per-
ception of the accountant as a strategic partner, their
proactive behaviour, the frequency of formal contact,
and the importance of informal contact. This indicates
that the more the external accountant is engaged with
the company, the higher the level of perceived mutual
understanding. In addition, the accounting knowledge
of owner–managers, the number of topics they deal with
themselves, and their transparency towards the exter-
nal accountant are significantly and positively correlated
with mutual understanding.

Test results

The results of the t-test (see Table 6) reveal that perceived
accounting knowledge is greater for the high mutual un-
derstanding group than for the low one (p = .000). In ad-
dition, owner–managers with a high level of mutual un-
derstanding consider their accountant more as a strategic
partner (mean = 3.32), whereas owner–managers in the
low mutual understanding group consider their accoun-
tant more as someone who merely fulfils legal obliga-
tions (mean = 2.88; p = .003). A significant difference
is also found for the experienced proactive behaviour of
the accountant. Owner–managers with a high level of
mutual understanding experience higher proactive be-
haviour by their accountant (mean = 4.17; p = .001)
than owner–managers in the low mutual understanding
group (mean = 3.72). Similarly, owner–managers with a
high level of mutual understanding spontaneously share
all information with their accountant (mean = 4.12; p =
.018), which is significantly lower in the low mutual
understanding group (mean = 3.79). This finding con-
firms the statements from the preliminary interviews;
that transparency is absolutely necessary to cooperate in
an effective way.

At the level of the subject, the statistical analysis shows
that the number of important KPIs discussed with the
accountant and the importance of tools to analyse the
financial performance are not significantly different be-
tween the high and the low mutual understanding group.
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Table 6 Test results t-test additional analysis

Low Mutual Understanding High Mutual Understanding

N Mean N Mean p-value

Person
Accounting Knowledge OM 127 3.04 183 3.48 .000
Strategic Partner 127 2.88 183 3.32 .003
Proactive Accountant 127 3.72 183 4.17 .001
Transp Towards Accountant 127 3.79 183 4.12 .018

Subject
No Important KPIs 127 10.91 183 10.46 .481
No Topics Self 127 6.90 183 7.46 .025
Importance Tools 127 3.97 183 4.00 .808

Setting
Frequency Contact† 127 0.20 183 0.44 .000
Informal Contact 127 1.70 183 1.96 .049
Relationship Friendship 127 2.82 183 2.93 .426
Length Cooperation‡ 127 4.17 183 4.33 .056

†Categorical variable (Chi-square used as test statistics).
‡Categorical variable (Mann-Whitney used as test statistics).

The owner–manager needs a sufficient and true under-
standing of the explanation of the figures by the accoun-
tant. Explaining the figures for the company, with the
support of tools ‘as such’ makes no significant differ-
ence to the establishment of mutual understanding. By
contrast, owner–managers with a high level of mutual
understanding keep track of more KPIs (mean = 7.46;
p = .025) than those with a low level of mutual under-
standing (mean = 6.90).

With regard to the setting of the cooperation, the
results of the t-test show that owner–managers in the
high mutual understanding group report a significantly
higher frequency of formal contact than in the low mu-
tual understanding group (p = .000). In addition, for
the high level of mutual understanding group, informal
contacts are considered more important (mean = 1.96;
p = .049) than for the low mutual understanding group
(mean = 1.70). It is interesting – and not expected from
the preliminary interviews – that the extent to which the
relationship is based on friendship is not significantly
different between the high and low mutual understand-
ing group. In addition, the length of the cooperation
is not significantly related to mutual understanding. A
high level of mutual understanding does not automati-
cally appear with long-term cooperation.

Discussion and Conclusion

This study explores the importance of mutual under-
standing between the owner–manager of an SME and
an external accountant. In an accounting context, mu-
tual understanding means first that the owner–manager
and the accountant understand each other. The owner–
manager should feel understood by the accountant,
and the accountant has to show an interest in the

owner–manager as the manager of a business, taking
operational and strategic decisions. Second, the two par-
ties need to know what to expect from each other in
order to work together as partners.

The concept of mutual understanding is expected to
further increase in importance, as the service provision
of external accountants is changing substantially due to
digitalisation. Providing tailor-made advice that adds
value to the company gains importance. Understanding
each other at all levels of the relationship will there-
fore be more important than ever. The findings reveal
several opportunities and implications for accounting
practice.

When mutual understanding is established, the
owner–manager is more inclined to use business ad-
vice from the accountant. If the owner–manager feels
understood by the accountant and the accountant un-
derstands the needs of the owner–manager, more busi-
ness advice is bought from the accountant for all sorts of
non-mandatory tasks in the broad areas of finance and
taxation. Furthermore, in line with previous research,
more intensive use of business advice from an accoun-
tant leads to better corporate financial health (Barbera
and Hasso 2013; Berry et al. 2006; Carey 2015; Kamyabi
and Devi 2011). In sum, the results indicate that mutual
understanding indirectly influences the financial health
of the SME, through the provision of business advice.
When owner–managers feel understood by the accoun-
tant and understand what the accountant is suggesting,
they tend to rely more intensely on the accountant’s ad-
vice. Consequently, owner–managers seem to be better
capable of monitoring the SME and make better deci-
sions, leading to a positive effect on the company’s fi-
nancial health. This finding emphasises the importance
of establishing mutual understanding in an account-
ing context. Owner–managers of SMEs and external

C© 2018 CPA Australia Australian Accounting Review 17



Mutual Understanding Between Accountants and Owners of SMEs S. De Bruyckere et al.

accountants that establish mutual understanding are bet-
ter able of reaching their mutual goal: ensuring good
corporate financial health.

As mutual understanding is proven to be important,
several drivers of mutual understanding were analysed.
We found evidence that owner–managers with high mu-
tual understanding consider their accountant as a strate-
gic partner, instead of someone just helping with legal
obligations. When owner–managers of SMEs and ac-
countants perceive each other as peers, and work together
as partners, a high level of mutual understanding can be
established. SMEs might consequently be inclined to use
more business advice as they consider the accountant
someone who is capable of adding value to the com-
pany. When high mutual understanding is established,
SMEs also seem to share spontaneously all potentially
relevant information. Openness is a necessity to avoid
miscommunication and ameliorate cooperation. In this
respect, accountants should also increase their clients’
awareness of the full range of services they can offer, in-
cluding the corresponding costs and invoice terms. High
mutual understanding actually enables accountants to
act proactively and guide the SME accurately through
different milestones and life cycles. External accountants
might need to actively adjust their client management
and increase the awareness of clients with regard to the
importance of transparency and an intense cooperation
based on mutual understanding.

Furthermore, owner–managers with high mutual un-
derstanding perceive having greater accounting knowl-
edge compared with the low mutual understanding
group. These owner–managers also deal with more KPIs
themselves. This finding emphasises the importance of
accessible explanations of the figures and KPIs towards
the owner–managers, which creates a true understanding
of their business. Previous research also stresses the im-
portance of understanding and interpreting accounting
reports and advice provided by accountants in order to
take advantage of that valuable information (Halabi et al.
2010). In order to establish high mutual understanding,
owner–managers should be empowered to work actively
with their accountant and realise good corporate finan-
cial health. The use of tools to explain the figures ‘as such’
makes no significant difference in the establishment of
mutual understanding. The following quote (mentioned
by an accountant during the preliminary interviews)
illustrates this:

We contribute to the performance of the company, as
we suggest possibilities, we give advice concerning ac-
counting and tax matters. But at the end, it is still the
owner–manager who has to make the final decisions.
In many cases, the owner–manager is unfortunately too
little aware of accounting and tax principles. The added
value does not consist of the mere production of the
financial statements, but of the interpretation of the
figures (Accountant 1).

Owner–managers in the high mutual understand-
ing group emphasise the importance of informal con-
tacts and a high frequency of formal contact. The ex-
tent to which the relationship is based on friendship
is, however, not significantly different between owner–
managers with high versus low mutual understanding.
This means that owner–managers with high mutual un-
derstanding do not necessarily have a relationship based
on friendship. In addition, a high level of mutual under-
standing will not automatically appear with long-term
cooperation. Even when the relationship is established
over a long time, it is still important to communicate
effectively. Mutual understanding is therefore a contin-
uous process.

When considering the findings as a whole, this study
points to the importance of mutual understanding be-
tween owner–managers of SMEs and external accoun-
tants, and opens avenues for further research. First, lon-
gitudinal research could further explore the elements
that contribute to the establishment of mutual under-
standing in an ongoing cooperation between external
accountants and owner–managers of SMEs. Second, the
specific relationship between an owner–manager and
an accountant could be investigated in detail, measur-
ing mutual understanding from both sides in a one-to-
one setting. This study includes preliminary interviews
with both owner–managers of SMEs and external ac-
countants to translate mutual understanding in an ac-
counting context and identify drivers of mutual under-
standing. However, we were not able to execute our
study in a one-to-one setting. In the Belgian context,
it is not possible to identify the specific accountant for
each respondent, since this information is not publicly
available. In addition, owner–managers were not pre-
pared to share valuable information concerning their
cooperation with their accountant if they had to re-
veal names or other personal information. Third, it
would be interesting to analyse whether mutual un-
derstanding is also of importance in the relationship
between owner–managers of SMEs and other service
providers, such as bankers, lawyers and entrepreneurial
organisations.

Endnote

The role of trust in relation to mutual understanding,
business advice and financial health was also analysed,
in order to ensure the robustness of the results. When
‘trust’ was incorporated into the OLS analysis, the re-
sults remained the same. The data provide evidence that
trust is not significantly related to the use of business
advice, or to the financial health of the company. Trust is
a characteristic that has been studied in previous re-
search and is (based on these results) obviously dif-
ferent from the concept of mutual understanding. We
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wanted to underline this difference in this endnote to
highlight the added value of these results to the existing
literature.
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Appendix

Business advice concerning . . . Important KPIs discussed with the accountant Topics owner–manager deals with

1. corporate legislation 1. analysis of the cash flow 1. analysis of the cash flow
2. cost accounting 2. balance of the bank account 2. balance of the bank account
3. business transfers 3. budgeting wage for accountant 3. current account owner–manager
4. company in distress 4. cash management 4. customer claims
5. corporate social responsibility 5. current account of the owner–manager 5. inventory management
6. financing 6. customer claims, supplier debts 6. overall cost structure
7. inheritance and succession 7. depreciation, amortisations (linear,

decreasing method, etc.)
7. profit or loss account

8. pension planning 8. inventory management 8. ratios
9. risk management 9. distribution of profits 9. supplier debts

10. staffing 10. financing needs 10. turnover
11. subsidies 11. impairments 11. other
12. the organisation of business (e.g.,

automation)
12. discussion of financial health of the company

13. purchase of software or hardware 13. continuity of the company (restructuring,
divestments . . . )

14. internal control systems 14. prognosis figures of the company for the
next fiscal year

15. administrative tasks 15. investments
16. changes in legislation and impact on

company
16. obligations to the tax authorities

17. internal audit 17. need for capital
18. legal affairs (e.g., contracts) 18. overall cost structure
19. marketing 19. provisions
20. personal tax declaration 20. ratios
21. strategic advice 21. revaluations

22. strategic vision
23. tax deductible expenses
24. tax optimisation
25. turnover
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