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Research on Accounting in Family 
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Abstract

Accounting practices in family firms, although displaying evident unique features, have received relatively 
little attention as distinct from their equivalents in publicly held firms. This may have hampered conceptual 
advancements in both the accounting and the family business literatures. In this article the authors first assess 
accounting areas in which the “family entity” plays a distinct role and elaborate on important characteristics 
of these phenomena. They also report evidence suggesting that additional research efforts may illuminate both 
unresolved issues in the accounting literature and so-far-neglected dimensions of the family business entity. 
Finally, the authors examine several different avenues for research at the accounting–family business interface 
and identify common themes among them.
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The matching of “accounting” and “family firms” does 
not have a familiar ring in either field. To accounting 
scholars, family firms have been little more than one of 
the many empirical contexts in which basic accounting 
generalizations could be drawn, with priority given to 
public companies and, sporadically, private or closely 
held ones (e.g., Hutton, 2007; Wang, 2006). To family 
business scholars, accounting has simply been an issue 
of comparatively limited relevance, as the exemplar 
problems that have been the focus of much attention, 
and on which beginning students familiarize themselves 
with the terminology of the discipline, have been con-
centrated on succession issues (Moores, 2009; Sharma, 
Hoy, Astrachan, & Koiranen, 2007).

The two scientific disciplines are also characterized 
by different developmental stages, which may keep them 
from easily finding common ground. The presence of a 
resilient, dominant paradigm and the historical evolu-
tion of accounting from approximately the 16th century 
resemble the normal science of Kuhn’s theory (Cushing, 
1989). Family business has a much shorter intellectual 

history (Sharma et al., 2007). Although it has evolved 
into a scientific discipline, family business has only 
recently started to assemble a scientific community 
focused on a subject matter about which there is some 
consensus, well characterized in terms of shared com-
mitments, shared values, exemplars, and symbolic gen-
eralizations (Moores, 2009).

The key symbolic generalization of the prevailing 
family business discipline paradigm is the three-circle 
diagram, which models the family firm as composing 
the three overlapping, interdependent subsystems of 
family, managers, and owners (Heck, Hoy, Poutziouris, 
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& Steier, 2008). This dominant paradigm implies that 
unless a potentially interesting issue involves overlap 
between the fundamental “controlling family” entity 
and one or both the other entities (owners and manag-
ers), it is simply not relevant for the family business 
discipline. In other words, the involvement of “family” 
is a necessary condition for the problem to be deemed 
a family business one. In particular, the separation 
between owners and managers has historically been 
central to the accounting field yet regarded as outside 
of the family business discipline core. In essence, 
although an “accounting” entity is easily recognized, 
the question is open whether such entity differs when 
connected with a “controlling family” entity (Moores 
& Steadman, 1986).

Yet the presence of concentrated ownership in the 
hands of a controlling family—which is the most 
commonly adopted operationalization of family firm 
definitions—has clear implications on that “body of 
phenomena associated with the economic performance 
of individuals or groups responsible for the utilization of 
economic resources” (Moores, 2009, p. 169)—a defining 
subject matter of accounting. Conversely, the purpose of 
accounting “to provide owners with measures of and 
changes in wealth” takes on a special meaning when own-
ership is concentrated in the hands of a founding and 
controlling family (Moores, 2009, p. 169).

Two alternative scenarios have been conventionally 
tested in addressing the interplay of “controlling fam-
ily” and “accounting” (Miller & Le Breton-Miller, 
2006). In the first scenario, the founding or controlling 
family interest in the long-term viability of the firm, 
its concerns over family and firm reputation, and its 
enhanced power to better monitor managers are hypoth-
esized as resulting in higher quality accounting, plan-
ning, and auditing choices by family firms. In the 
second scenario, attempts to mislead other stakeholders 
about the actual financial performance of the firm and 
to conceal the extent of wealth expropriation by found-
ing or controlling families are hypothesized to lower 
the quality of accounting, planning, and auditing. These 
two broad alternative views of how the “accounting” 
and “controlling family” entities may interact have 
been conceptually addressed and empirically tested 
either in conjunction or in isolation over the past three 
decades, yielding rich yet sparse and often contradic-
tory insights. The purpose of this special issue is to take 

stock of existing works and to promote further efforts at 
solving controversies and extending thinking at the 
accounting–family firm interface.

This article is hence devoted to taking steps toward 
developing a comprehensive understanding of the spe-
cific features of accounting practices in family firms and 
an agenda for future research. No effort in this direction 
has been attempted in the extant literature. Yet a signifi-
cant number of relevant articles at the intersection of 
accounting and family firms have been published since 
the early 1980s, suggesting that a thoughtful review to 
assess what progress has been made and what remains to 
be done is timely and warranted.

In response, we first provide an overview of extant 
conceptual and empirical works categorized under the 
three broad labels of financial accounting, management 
accounting, and auditing within a family business con-
text. In doing so we seek to add clarity both in terms of 
the investigated “objects” (What accounting practices 
may significantly differ across family and nonfamily 
firms?) and in terms of emerging “outcomes” (What are 
the regularities in accounting practices in family 
firms?). Several emerging regularities seem to effec-
tively discriminate between family and nonfamily 
firms. However, divergent results and potentially fruit-
ful yet neglected issues point to as many needs for fur-
ther investigation. Next, we develop future research 
ideas aimed not only at refining current thinking at 
the intersection of accounting and family firms but also 
at extending it through overlooked theoretical frame-
works, methodologies, dimensions of the “family” and 
of “business” entities (Corbetta & Salvato, 2004). The 
aim is to increase the explanatory power and attractive-
ness of this research to both accounting and family 
business scholars.

Three Decades of Research on 
Accounting in Family Firms
To capture the state of knowledge within research at the 
intersection of accounting and family firms, this section 
analyzes the relevant inquiries reported in academic 
journals over the past three decades. This time period 
allows for an inclusion of the earliest works we could 
track up to articles forthcoming in accounting or family 
business journals. The two following criteria were used 
to determine an article’s inclusion.
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First, article titles had to include terms referring to 
both accounting and family firms. The terms used to 
capture the “accounting entity” were accruals (e.g., 
discretionary accruals, or management of accruals); 
accounting (e.g., accounting systems or accounting 
methods); audit, auditing, auditor(s); control (e.g., 
management control); disclosure(s); earnings (e.g., earn-
ings management, quality, informativeness); financial 
characteristics; financial reporting, information, 
management; income (e.g., income smoothing, man-
agement); planning; and reporting. The terms used to 
capture the “family business entity” were family (e.g., 
family business(es) or family firm(s)); founder(s), 
founding; generation(s); governance; owner(ship) (e.g., 
ownership concentration); private; and privately held 
(e.g., private firms, businesses, companies).

Second, an article had to either provide conceptual 
advancements in the understanding of accounting issues 
in family firms or empirically test or develop accounting-
related propositions within a family business context. 
Through this more subjective criterion we excluded, for 
instance, normative and prescriptive articles as well as 
articles that were not focused on accounting issues in 
family firms, such as works addressing purely financial 
issues or accounting for the family entity.

In line with the boundaries of the call for papers of 
this special issue of Family Business Review, we explic-
itly excluded works entirely devoted to topics that—
although highly relevant to family business research—are 
only indirectly related to accounting: agency costs (e.g., 
Anderson, Mansi, & Reeb, 2003; Chrisman, Chua, & 
Litz, 2004; Lubatkin, Ling, & Schulze, 2007; Steijvers & 
Voordeckers, 2009), corporate governance (e.g., Anderson, 
Duru, & Reeb, 2009; Mishra, Randøy, & Jenssen, 2001), 
cost of capital (e.g., Fortin & Pittman, 2007; McConaughy, 
1999; Zellweger, 2007), the vast and growing body of 
research on performance (e.g., Anderson & Reeb, 2003; 
Dyer, 2006; Lee, 2006; Miller & Le Breton-Miller, 
2006; Perez-Gonzalez, 2006; Sciascia & Mazzola, 
2008), risk (e.g., Gómez-Mejía, Haynes, Núñez-Nickel, 
Jacobson, & Moyano-Fuentes, 2007; Zahra, 2005), and 
valuation (e.g., Astrachan & Jaskiewicz, 2008; Barontini 
& Caprio, 2006; Villalonga & Amit, 2006).

We conducted an initial search in the EBSCOhost, 
ABI/INFORM, and Business Source Complete data-
bases using the relevant terms. From this initial list, we 
examined each article for its appropriateness as well as 

for leads to other related articles. This search resulted in 
47 relevant articles, which are displayed in the appendix. 
Although some works may be missing, we are confident 
our list includes the most relevant research over the 
period of interest.

In terms of topics covered, of the 47 articles, 35 are 
focused on financial accounting (of which 14 focused 
mainly on earnings management strategies, 9 on assess-
ment of earnings quality and informativeness, 5 on vol-
untary disclosure, 4 on earnings management and 
corporate governance, 2 on choice of accounting meth-
ods, 1 on capital markets research, i.e., the role of capital 
markets and financial and regulatory institutions in 
determining incentives for management earnings), 3 are 
focused on management accounting (2 on strategic 
planning, 1 on management control systems), and 9 are 
focused on auditing.

In terms of covered time span, with the exception of 
three works published in the 1980s (Chow, 1982; Dhaliwal, 
Salamon, & Smith, 1982; Niehaus, 1989) and three in 
the 1990s (Beatty & Harris, 1999; Carlson & Bathala, 
1997; Warfield, Wild, & Wild, 1995), research attention 
on accounting in family and privately held firms esca-
lated in the 2000s (47 articles), probably reflecting a 
parallel trend observed in family business studies in 
general (Craig, Moores, Howorth, & Poutziouris, 2009). 
No clear trend in terms of emerging or declining topics 
seems to emerge over time.

With three exceptions (Cohen, Krishnamoorthy, 
& Wright, 2004, 2008; Trotman & Trotman, 2010), 
all articles are empirical and quantitative. The vast 
majority of the empirical articles adopt an agency 
theoretical framework, sometimes complemented with 
information asymmetry, corporate governance, capi-
tal markets, property rights, or shareholder theories. 
We could not unearth a single instance of qualitative 
field research.

In terms of outlets, 8 articles were published in 
Family Business Review (5 in this issue), 6 in Journal 
of Accounting and Economics, 5 in Accounting Review, 
3 in both Contemporary Accounting Research and 
Journal of Business Finance and Accounting, and 2 in 
both Journal of Accounting Research and Auditing: 
A Journal of Practice & Theory. The remaining
18 articles were all published in different journals 
(accounting journals, with 3 exceptions) or were work-
ing papers (3). 
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Two contrasting effects on accounting practices have 
been tested in this dominantly empirical literature: the 
higher risk of minority expropriation by family control-
ling shareholders and a more long-term concern with the 
survival of the company and greater commitment with 
the reputation of the family and the business. By far the 
dominant paradigm adopted in the reviewed studies has 
been agency theory (Jensen & Meckling, 1976). From 
this theoretical standpoint, family firms offer accounting 
scholars a particularly appealing empirical setting.

The relevance of family firms is not limited to their 
quantitative significance. They are also a unique setting 
to analyze the impact of power distribution on account-
ing choices. These firms are affected less severely by 
Agency Problem I, which arises from the separation of 
ownership and management, as ownership and manage-
ment overlap to a significant extent. Yet they are often 
characterized by Agency Problem II, resulting from the 
conflict between controlling and minority, or noncontrol-
ling, shareholders—the latter including members of the 
funding family without controlling shares (Ali, Chen, & 
Radhakrishnan, 2007; Villalonga & Amit, 2006). When 
ownership structure is concentrated, controlling share-
holders may have incentives to expropriate the small 
minority shareholders by entrenching themselves in key 
positions and appropriating resources from the business 
to pursue private benefits. This problem is enhanced by 
family ownership because family members have more 
incentives and opportunities to extract private benefits 
than other types of investors. Again this highlights the 
difficulty with defining the “family entity” in the case of 
family-controlled businesses.

These views of the potential impact of family con-
trol have been applied to the three main areas of 
research in accounting: financial accounting, manage-
ment accounting, and auditing. In the reminder of this 
section, the main contributions are synthesized and 
critically considered.

Financial Accounting: Earnings Management 
and Earnings Quality in Family Firms

Assessment of earnings quality in family firms. Account-
ing information is essential in allowing firms to access 
equity and debt markets. Earnings quality refers to the 
relevance of earnings in measuring firm performance, and 
it is generally gauged by assessing the informativeness 

of reported numbers, the level of disclosure, and the 
degree of compliance with accepted accounting stan-
dards. High-quality accounting information reduces the 
cost of both debt and equity capital, and it increases the 
attractiveness of stocks to outside investors by increas-
ing market liquidity. Attributes of earnings that are usu-
ally considered as proxies for high quality of earnings 
are accrual quality, persistence, predictability, smooth-
ness, value relevance, timeliness, and conservatism 
(Subramanyam & Wild, 2008). Determinants of 
accounting quality include a company business and reg-
ulatory environment—which is the focus of capital mar-
ket research—and its selection and application of 
accounting principles, on which financial accounting 
research surveyed in this section is focused.

Existing evidence is consistent with theoretical views 
positing both higher and lower quality of the earnings 
reported by family firms. According to an alignment 
hypothesis family ownership is positively related to 
financial reporting quality as the reduction of Type I 
agency conflicts between owners and managers reduces 
managers’ incentives to report accounting information 
that deviates from underlying firm economic performance. 
With some exceptions, supporting evidence for the align-
ment hypothesis is usually reported by studies based on 
evidence from contexts—such as the United States and 
the United Kingdom—where the mean and median 
ownership concentration is lower. Chen, Chen, and Cheng 
(2008), for instance, report that family-controlled S&P 
1500 firms provide more earnings warnings, consistent 
with family owners being more concerned with the 
litigation-related and reputation costs of withholding bad 
news. Similar results are reported by Warfield et al. 
(1995) for S&P 1500 firms and by Wan (2006), who 
reports lower abnormal accruals, greater earnings infor-
mativeness, and lower persistence of transitory compo-
nents for S&P 500 firms. Jung and Kwon (2002) and 
Cascino, Pugliese, Mussolino, and Sansone (2010) also 
found support for the alignment hypothesis in Korean 
and Italian family firms, respectively, finding that the 
convergence of interest of the owner–manager structure 
increases the informativeness of earnings.

According to the opposing entrenchment hypothesis 
family ownership is negatively related to earnings qual-
ity because concentrated ownership, beyond a certain 
threshold, increases Type II agency costs, hence increas-
ing the risk of wealth expropriation by controlling 
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owners at the expense of minority shareholders. Again 
with exceptions, the entrenchment hypothesis is usually 
supported by studies conducted in national contexts 
where ownership concentration is higher or legal sys-
tems weaker, such as the European Union (EU), France, 
Korea, China, and East Asia. According to Ball and 
Shivakumar (2005), earnings quality is lower in pri-
vate companies because of different market demand 
and notwithstanding equivalent regulation on auditing, 
accounting standards, and taxes. In particular, timely 
loss recognition is substantially less prevalent in pri-
vate companies than in public companies. Beuselinck 
and Manigart (2007) found that EU unquoted compa-
nies in which private equity investors have a high 
equity stake produce lower quality accounting infor-
mation than companies in which private equity inves-
tors have a low equity stake. In an East Asian sample 
of firms, Fan and Wong (2002) found that earnings 
quality is negatively related to the control level of the 
ultimate owner. Similarly, Chinese firms with highly 
concentrated share ownership were found by Firth, 
Fung, and Rui (2007) to have lower earnings informa-
tiveness because of an entrenchment effect, whereas 
foreign shareholders and the percentage of tradable 
shares appear to enhance earnings quality.

An interesting study addressing both alignment 
and entrenchment hypotheses was performed by Yoe, 
Tan, Ho, and Chen (2002) on a sample of firms listed 
on the Singapore stock exchange. According to this 
study, at low levels of management ownership the 
informativeness of earnings has a positive relation-
ship with management ownership, as suggested by 
the alignment hypothesis. Yet at higher levels of man-
agement ownership the relationship reverses, sug-
gesting that the entrenchment effect may set in.

Given such contradictory evidence, more research is 
clearly needed to capture determinants of earnings qual-
ity through ownership, governance, and capital market 
effects. For instance, it may be interesting to further 
explore under what conditions the interest-alignment 
effect prevails over the entrenchment hypothesis. Addi-
tional effects may also be tested, related to family-specific 
variables such as family involvement and the family life 
cycle stage, as discussed in the final section. A more radi-
cal question raised from the inconsistent empirical results 
may be, Does earnings management take on different 
meanings in family versus nonfamily firms?

Voluntary disclosure by family firms. Literature on vol-
untary disclosure tends to treat shareholders as a homo-
geneous group and to assume that shareholders prefer 
more voluntary disclosure to less. However, not all share-
holders are alike. Investors with concentrated owner-
ship, for instance, and owner families in particular may 
reasonably have different preferences for disclosure. 
First, family owners have longer investment horizons 
than other shareholders (e.g., Anderson & Reeb, 2003; 
Villalonga & Amit, 2006). This implies that the benefits 
of accelerating timely information, such as trading profits, 
are less important to family owners. Second, the active 
involvement of family in firms’ management results in 
lower information asymmetry between themselves and 
managers and consequently lower demand for informa-
tion from nonfamily owners to monitor managers 
because of the substitutive relation between direct moni-
toring and public disclosure.

These arguments imply that family owners may 
prefer less public voluntary disclosure. Yet evidence is 
mixed in this respect. In line with the above theoretical 
expectations, Ho and Wong (2001) report a negative 
relationship between the percentage of family members 
on the board and disclosure in listed firms in Hong Kong. 
Similarly, Lakhal (2005) reports a significant negative 
association between voluntary disclosure of earnings and 
ownership concentration in French listed firms and 
between disclosure and unitary leadership structure.

In contrast, Ali et al. (2007) report evidence that fam-
ily firms in the S&P 500 are more likely to provide quar-
terly forecasts, although only when firm performance is 
poor. Similarly, Hutton (2007) reports that family firms 
in the S&P 500 provide higher quality corporate disclo-
sure, although the author suggests that this evidence 
may be spurious if controlling families retain control of 
only successful firms, which tend to provide better dis-
closure. Finally, Chen et al. (2008) report that family-
controlled firms in the S&P 1500 prefer less voluntary 
disclosure as they provide fewer earnings forecasts and 
fewer conference calls. However, they provide more 
earnings warnings, consistent with family owners being 
more concerned with the litigation-related costs and 
reputation costs of withholding bad news.

This recent study suggests that a more fine-grained 
understanding of different disclosure practices and under-
lying motives is necessary to address current inconsis-
tencies in empirical results. Do different types of family 
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firms favor different disclosure practices? Moreover, 
inconsistent results may be because of national differ-
ences: Do different features of capital markets differen-
tially affect disclosure practices by family firms?

Earnings management strategies performed by family 
firms. Earnings management can be defined as the “pur-
poseful intervention by management in the earnings 
determination process, usually to satisfy selfish objec-
tives” (Schipper, 1989, p. 91). Earnings management is 
defined as cosmetic when managers manipulate accruals 
without any cash flows consequences and real when 
managers take actions with cash flow consequences for 
purposes of managing earnings (e.g., increasing or 
decreasing product prices). Reflecting a tendency in the 
broader accounting literature, the totality of works on 
earnings management in family firms focuses exclu-
sively on cosmetic manipulations.

Although earnings management uses acceptable 
accounting reporting principles for purposes of report-
ing specific results, it is usually viewed as negatively 
related to earnings quality. Therefore, it almost always 
has a negative connotation in accounting literature. A 
relevant research question is hence whether family firms 
are more or less prone to earnings management. This 
question has been addressed by testing the different like-
lihood of adoption of earnings management strategies in 
family versus nonfamily firms. There are three main 
strategies: (a) increasing income (i.e., increasing a peri-
od’s reported income to portray a company more favor-
ably), for example through delaying expense recognition 
by capitalizing expenses and amortizing them over 
future periods, or shifting expenses to later periods by 
adopting the first-in, first-out (FIFO) method for inven-
tory valuation or the straight-line (vs. accelerated) depre-
ciation; (b) big bath (i.e., taking as many write-offs as 
possible in one period, hence making subsequent earn-
ings look better), for example by taking large one-time 
charges such as asset impairments and restructuring 
charges on an intermittent basis; (c) and income smooth-
ing (i.e., decreasing or increasing reported income with 
the aim of reducing its volatility), for example by not 
reporting a portion of earnings in good years through cre-
ating reserves and reporting them in bad years.

Two features of family firms can determine the extent 
of earnings management: ownership concentration and 
chance for executive entrenchment. First, ownership 
concentration can have both a positive and a negative 

impact on the likelihood of earnings management. On 
one hand, less separation between ownership and control 
leads to less manipulation of earnings for opportunistic 
reasons and, therefore, to better quality of earnings fore-
casts. On the other hand, family ownership can lead to 
the development of informal relationships that may harm 
the credibility of or access to earnings information.

Empirical evidence on these opposing effects is 
mixed. The high managerial stake so common in family 
firms may provide managers with incentives to engage 
in earnings management to increase the value of the 
shares (Cheng & Warfield, 2005). Conversely, Ali et al. 
(2007) show that, compared to their nonfamily coun-
terparts, family firms manipulate discretionary accruals 
less and are more skilled at interpreting earnings 
components to predict future cash flows. In the same 
vein, Wang (2006) reports a positive influence of the 
founding family ownership on earnings quality, which 
is consistent with the alignment effect of family 
ownership.

Second, high ownership concentration in the hands of 
a small number of shareholders can result in executive 
entrenchment. Fan and Wong (2002) discuss two ways 
through which concentrated ownership reduces earnings 
informativeness. First, outside investors may perceive 
the accounting information reported by controlling own-
ers to be self-interested, causing the reported earnings to 
lose credibility. Second, ownership concentration pre-
vents leakage of proprietary information about the firms’ 
possible rent-seeking activities. This loss of informa-
tiveness of earnings is exacerbated when cash flow 
rights are separated from voting rights (Francis et al., 
2005). Consistent with the theory of entrenchment, 
Sánchez-Ballesta and García-Meca (2007) show that 
the relation among insider ownership, discretionary 
accruals, and the informativeness of earnings is nonlin-
ear, so that insiders’ attitude depends on their ability to 
control the firm and on the cost of extracting private 
benefits. Taken together, these results show a diverse 
portrait of the impact of family ownership on corpo-
rate disclosure, hence calling for additional research 
efforts placing the “controlling family” entity at center 
stage. For instance, do different types of family firms 
favor different earnings management strategies? If so, 
why? Is the extent of cosmetic versus real earnings 
management different in family firms relative to their 
nonfamily counterparts?
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Choice of accounting methods by family firms. Evidence 
about family firms is very limited and dated in this area. 
According to Dhaliwal et al. (1982), owner-managed 
firms are less likely to choose income-increasing depre-
ciation methods such as FIFO and straight-line depre-
ciation, as managerial opportunism decreases with 
managerial ownership. Similarly, Niehaus (1989) found 
that in Fortune 500 firms the likelihood of last-in, 
first-out (LIFO)—an income-reducing method—is pos-
itively related to managerial ownership, although only 
when managerial ownership is high, as is typical in 
founder-family-controlled firms.

This research area was probably more attractive in 
past decades, when accounting methods were less homo-
geneous and more voluntary than in today’s global capital 
markets. Yet given the very limited evidence on choices 
of accounting methods in family versus nonfamily firms, 
it may be interesting to investigate the following: To 
what extent do family firms in different countries differ 
from nonfamily firms in exercising the limited available 
flexibility in the adoption of accounting methods? Why 
do family firms make different choices in terms of 
accounting methods?

Management Accounting in Family Firms
Management accounting is “the process of identification, 
measurement, accumulation, analysis, preparation, inter-
pretation and communication of information used by 
management to plan, evaluate and control within an 
entity and to assure appropriate use of and accountability 
for its resources” (Chartered Institute of Management 
Accountants). It includes strategic and business plan-
ning, management control systems, and cost control 
mechanisms.

Despite the potential relevance of management 
accounting to a theory of strategic management in family 
firms (Chrisman, Chua, & Sharma, 2005), very few works 
were developed with a specific focus on this issue. A 
descriptive aspect addressed by Upton, Teal, and Felan 
(2001) was related to the description of management 
accounting tools adopted by family firms. In their study, 
out of 65 fast-growth family firms surveyed, the majority 
prepared written formal plans. Business plans were con-
sidered by the authors as sufficiently detailed to tie plan-
ning to actual performance and to adjust management 
compensation accordingly. The majority of surveyed firms 

regularly shared information with employees regarding 
comparisons between actual company performance results 
and goals or planned performance. Moores and Mula 
(2000) establish that family firms rely on both formal and 
informal controls and that the salience of these varies 
according to the life cycle stage of the family firm. Spe-
cifically they found that family firms used various combi-
nations of clan, bureaucratic, and market-based control 
that became more reliant on management accounting sys-
tem (MAS) type controls as firms mature. It was only 
when family firms moved beyond the collectivity stage to 
formalization and control and elaboration of structure and 
adaption stages that they began to utilize accounting-
based controls such as budgets, cost, quality and inven-
tory standards, and profit and investment centers.

Beside the mere description of tools provided in these 
works, it may be interesting to address research questions 
such as the following: How are management accounting 
tools related to specific features of strategic manage-
ment in family firms? Do management accounting tools 
adopted by family firms differ across generations of the 
controlling family?

The other two studies we analyzed in our review 
focus on governance-related aspects. Blumentritt (2006), 
for instance, found that the presence of advisory boards 
in family firms (but not of boards of directors) is posi-
tively related to formal strategic planning and succession 
planning. CEO tenure is negatively related to strategic 
planning but positively related to succession planning. 
We are aware that on-going research in Italy is revealing 
that owner-family involvement in management is posi-
tively related to the adoption of cost control mechanisms 
(i.e., board of directors, strategic planning, management 
control systems), whereas its involvement in governance 
has a negative impact on such mechanisms. These studies 
trigger additional interest in the process and motives guid-
ing choices of management accounting in family firms. 
It may hence be interesting to investigate the following: 
How does family involvement in management and in gov-
ernance influence the choice of management accounting 
practices? Are management control systems introduced 
for purposes different from agency cost control?

Auditing in Family Firms
Financial statements of a company are the representa-
tions of its management. Preparers bear the primary 
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responsibility for the fairness of presentation and the 
information disclosed. Because of the importance of 
financial statements, however, there is demand for 
their independent verification. This demand is partic-
ularly strong in firms characterized by concentrated 
ownership—such as family firms—where there is a 
higher risk of misrepresentations aimed at the expro-
priation of minority shareholders. Public accounting 
meets this demand for independent verification through 
auditing services. The limited research on auditing in 
family firms has hence focused on understanding the 
extent to which family firms hire external or internal 
auditors, the type of auditors more frequently hired by 
family firms—that is, large multinational auditing firms 
versus smaller and local auditing services—and the 
special features of the relationship between the audi-
tor and the family firm.

The issue of the adoption of auditing services by fam-
ily firms is relevant only in unregulated markets, where 
some types of firms have no obligation to hire an audi-
tor, whereas they are given a free choice to hire either an 
external or an internal auditor. An early attempt (Chow, 
1982) could not test the hypothesis that firm managers’ 
ownership share decreases the probability that a firm 
will voluntarily hire an external auditor because of data 
problems. Later, Carey, Simnett, and Tanewski (2000) 
showed that in an unregulated environment the demand 
for external auditing in family firms is positively corre-
lated with agency conflicts and with the level of firm 
debt and that family firms engaging internal auditors are 
less likely to engage external auditors, and vice versa. 
The increasing extent of regulation in capital markets, 
however, significantly reduced the interest in this type 
of research over time.

As a consequence of the increasing obligations to hire 
auditors, attention turned to the type of auditor hired by 
family versus nonfamily firms, moving from the widely 
held assumption that “Big 4” multinational auditors pro-
vide better attestation services. Three studies show that 
family ownership and control decrease the demand for 
audit quality: Family firms are less likely to use Big 4 
auditors, probably because of lower agency costs 
(Chaney, Jeter, & Shivakumar, 2004; Fortin & Pittman, 
2007; Niskanen, Karjalainen, & Niskanen, 2010). In line 
with these results, Lennox (2005) found a nonlinear rela-
tion between management ownership and audit firm 
size. Within low and high regions of ownership, there 

are significant negative associations between manage-
ment ownership and audit firm size, consistent with a 
divergence-of-interests effect. Within intermediate regions 
of ownership, the association between management own-
ership and audit firm size is flatter and slightly positive, 
consistent with an entrenchment effect.

Khalil, Cohen, and Trompeter (2010) offer the only 
instance of research focused on the possible peculiari-
ties of the relationship between auditors and family 
firms. They found that audit firms are less likely to 
resign in family firms and that auditor resignations 
result in a weaker (i.e., less negative) market reaction in 
family firms. More effort is clearly needed along this 
promising line of research.

The limited and partially contradictory evidence on 
auditing in family firms raises many intriguing research 
questions that may direct future research efforts: Do 
family firms interpret the role of auditing differently 
than nonfamily firms? As in closely held and private 
family firms, auditing is not enforced to reduce agency 
costs: Do auditors interpret their role vis-à-vis the fam-
ily firm differently? Given the apparent longer tenure of 
auditors in family firms, how does the relationship with 
auditors unfold over generations of the founding fam-
ily? Cohen et al. (2008) suggested the adoption of 
resource dependence, managerial hegemony, and insti-
tutional theory to provide a useful basis for reconciling 
conflicting findings in the existing agency-based audit-
related governance literature. In this issue, Trotman and 
Trotman (2010) propose an explicit focus on some 
specific family-related aspects to address open ques-
tions. In particular, they suggest that specific aspects of 
the people, tasks, and environment that differ across 
family and nonfamily firms may have an impact not just 
on auditor choice but also on auditor judgments and 
their impact.

Extending Research at the Interface 
of Accounting and Family Business
The past three decades have involved significant prog-
ress in research on accounting practices in family firms, 
generated empirical controversies, and unearthed narrow 
views. The vast majority of scholarly efforts to date have 
adopted an agency theoretical framework, quantitative 
methods applied to publicly available data, or a focus on 
a limited set of accounting topics or on broadly defined 
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closely held firms. We see much fertile ground for a 
broader coverage of accounting topics, an extension of 
theoretical frameworks and methodological approaches, 
a similar focus on the difference between family owner-
ship and concentrated ownership, and a similar explicit 
focus on family-specific determinants of accounting 
choices by family firms.

In the following sections we propose avenues to 
advance research via the application of this broader 
approach, as also illustrated by articles in this special 
issue of Family Business Review. Table 1 summarizes 
our suggestions by reporting the main research ques-
tions that emerged from our review of relevant litera-
ture; these suggestions are explained below.

Broader Coverage of Accounting Topics
One of the striking features emerging from our review is 
the unbalanced coverage of accounting topics in family 
firms. It seems like only a subset of all possible accounting-
related choices have been considered as worthy of 
extensive investigation—earnings quality, earnings man-
agement, and disclosure. Issues such as choice of account-
ing methods, corporate governance and accounting 
choices, capital markets, management accounting, and 
auditing have received significantly less attention. It is 
hence interesting to ask why these topics have received 
less attention and research efforts, whether it is interest-
ing or not to cover them, and, if yes, through which 
approaches and methodologies.

The evolution of MASs in family firms is a first 
example of overlooked topics. Explaining variations in 
MASs in terms of a range of contextual elements such 
as environmental, organizational, and decision-making 
style factors has been a central issue of research in man-
agement accounting since Gordon and Miller (1976) 
first encouraged this contingency-based line of inquiry. 
With few exceptions, however (e.g., Moores & Yuen, 
2001), these factors have been investigated as separate 
or, at most, interactive variables in explaining variations 
in MAS. Yet as Gordon and Miller posited, many of the 
contextual variables cluster together as “commonly occur-
ring configurations” or “archetypes.” One such configu-
ration is based on organizational life cycles that have 
been found to be systematically associated with varia-
tions in MAS (Moores & Yuen, 2001). In a similar vein, 
scholars may investigate whether owner-family life 

cycles and generations of the founder’s family help in 
explaining variation in family firms’ MAS. The underly-
ing logic is that as family firms develop across life cycle 
stages of the founding or controlling family, adapting 
the MAS may become part of the adaptation processes. 
With increasing levels of family and stakeholder com-
plexity, family firms tend to escalate their information 
processing efforts. In particular, it would be interesting 
to investigate if and how family firms expand their use 
of MAS to improve their effectiveness in scanning the 
environment and controlling and communicating with 
an increasing number of stakeholders both within an 
outside of the family and the firm.

A second example of this limited coverage is the 
inattention to “real activities.” Accounting research 
has accumulated substantial evidence that executives 
engage in earnings management by manipulation of 
accruals with no direct cash flow consequences (i.e., 
cosmetic earnings management). However, managers 
may also have incentives to manipulate real activities 
to meet certain earnings targets. Real activities manipu-
lation adversely affects cash flows and, in some cases, 
accruals. Such real earnings management is more trou-
bling than cosmetic earnings management because it 
reflects business decisions that often reduce shareholder 
wealth. There are two types of real activities manipula-
tion: manipulation of investment activities—such as 
reductions in expenditures on research and development 
(e.g., Bens, Nagar, & Franco Wong, 2002)—and man-
agement of operational activities, which has received 
little attention to date. Real activities manipulation can 
be defined as “departures from normal operational 
practices, motivated by managers’ desire to mislead at 
least some stakeholders into believing certain financial 
reporting goals have been met in the normal course of 
operations” (Roychowdhury, 2006, p. 351). Certain 
real activities manipulation methods, such as price 
discounts and reduction of discretionary expenditures, 
may be optimal actions under certain economic contin-
gencies. However, if managers engage in these activi-
ties more extensively than is normal given economic 
circumstances, with the objective of meeting reporting 
goals, they are engaging in real activities manipula-
tion. Roychowdhury (2006) found evidence consis-
tent with managers manipulating real activities to 
avoid reporting annual losses. Specifically, empirical 
evidence suggested price discounts to temporarily 
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increase sales, overproduction to report lower cost of 
goods sold, and reduction of discretionary expendi-
tures to improve reported margins. These activities are 
less prevalent in the presence of sophisticated inves-
tors, suggesting a role of ownership-related variables in 
affecting this type of earnings management. Despite its 
potential relevance to firms with concentrated owner-
ship and family firms in particular, manipulation of 
earnings through real activities in family firms has 
received no attention.

A third example of topics that have received limited 
attention is research on capital markets. Although some 
scholars use “capital market research” as a broad label 
including all research on earnings management and earn-
ings quality, capital market research is focused on 
explaining the role of capital markets and financial and 
regulatory institutions in determining incentives for 
management earnings and in determining company value 
and valuation issues in acquisitions (Beaver, 2002). 
Although a number of studies have addressed acquisi-
tions within a family business context (see Feito-Ruiz & 
Menéndez-Requejo, 2010, for a recent overview), no 
attention has been paid so far to the impact of capital 
markets on the differential evaluation of family versus 
nonfamily firms. What is the prevalent view held by 
financial markets of family firms? Are they valued 
more—as a stewardship approach would imply—or less 
than their nonfamily counterparts—whether a stagna-
tion view would prevail? If the quality of accounting 
information differs across family and nonfamily firms, 
what is the impact on valuation? As these issues are rel-
evant from both a conceptual and an empirical and 
managerial standpoint, future research is needed in 
addressing this evident gap.

Adoption of Qualitative Methodologies
None of the reviewed articles, which are all empirical 
with the exception of a handful of conceptual works, 
is based on qualitative research. Accounting is not known 
for an extensive use of field studies. The main reason 
is that ethnographic research is usually performed to 
develop a familiarity with an unknown field. Account-
ing researchers do not typically need such prelimi-
nary understanding because of their involvement 
in the field as educators, consultants, advisers, and 
commentators.

Yet many of the research questions emerging from 
our assessment of extant literature lend themselves 
to being addressed through this type of approach. All 
questions focused on understanding why and how cer-
tain accounting phenomena occur and unfold over time 
are especially suitable to be addressed through case 
studies (Yin, 1984). Questions such as “Why do differ-
ent types of family firms perform earnings management 
strategies?” “Why do family firms make different 
choices in terms of accounting methods?” “How does 
family involvement in management and in governance 
influence the choice of management accounting prac-
tices?” and “How does the relationship with auditors 
unfold over generations of the founding family?” are not 
easily addressed through the traditional quantitative 
methods used in accounting research (see Table 1). 
Rather, they are better investigated by means of rich, 
in-depth, and longitudinal studies of single-family firms, 
possibly compared with each other.

All research questions that require capturing the 
meaning assigned by specific actors to given phe-
nomena will also require adoption of qualitative field 
studies. Questions such as “Does earnings management 
take on different meanings in family versus nonfamily 
firms?” and “Do family firms interpret the role of audit-
ing differently than nonfamily firms?” all call for less 
traditional approaches (see Table 1). In particular, when 
capturing “meaning” and “interpretation” is required, 
qualitative field studies are particularly suitable as they

have often been associated with a quest for 
meaning. . . . Management accounting practices 
can be characterized by highly context specific 
interpretations and functionings . . . and the 
unearthing of local meanings and uses of manage-
ment accounting has often been regarded as central 
to the task of the qualitative field researcher. (Ahrens 
& Chapman, 2006, p. 832)

Practices of actors in the field need not be limited to 
specific family firms, as fields may be defined as national 
practices of specific accounting techniques, where impor-
tant actors are institutions such as governments, profes-
sional accounting institutes, trade unions, and so on. 
Hence, qualitative field studies may also allow scholars to 
address broader research questions, such as “Do different 
features of capital markets differentially affect disclosure 
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Table 1. Examples of Research Opportunities at the Intersection of Accounting and Family Firms

Field Research questions
Possible approaches, methods, empirical 
contexts for exploring each opportunity

Financial 
accounting

Under what conditions does the interest-alignment effect prevail 
over the entrenchment hypothesis in determining earnings 
quality?

 • Focusing on family vs. concentrated 
ownership

 • Adoption of alternative theories (e.g., 
stewardship)

Does earnings management take on different meanings in family vs. 
nonfamily firms?

 • Qualitative field studies

Do different types of family firms favor different disclosure 
practices?

 • Focusing on family vs. concentrated 
ownership

Do different features of capital markets differentially affect 
disclosure practices by family firms?

 • Broader coverage of accounting 
topics

 • Cross-country comparisons
 • Qualitative field studies

Why do different types of family firms perform earnings 
management strategies?

 • Qualitative field studies

 • Focusing on family vs. concentrated 
ownership

Do different types of family firms favor different earnings 
management strategies?

 • Focusing on family vs. concentrated 
ownership

Is the extent of cosmetic vs. real earnings management different in 
family firms relative to their nonfamily counterparts?

 • Broader coverage of accounting 
topics

 • Focusing on family vs. concentrated 
ownership

If the quality of accounting information differs across family and 
nonfamily firms, what is the impact on valuation?

 • Broader coverage of accounting 
topics

To what extent family firms in different countries differ from 
nonfamily firms in exercising the limited available flexibility in the 
adoption of accounting methods?

 • Cross-country comparisons

 • Focusing on family vs. concentrated 
ownership

 • Qualitative field studies
Why do family firms make different choices in terms of accounting 

methods?
 • Qualitative field studies

Managerial 
accounting

How are management accounting tools related to specific features 
of strategic management in family firms?

 • Broader coverage of accounting 
topics

 • Qualitative field studies
Do management accounting tools adopted by family firms differ 

across generations of the controlling family and family life cycles?
 • Broader coverage of accounting topics

 • Focusing on family-specific determinants
How does family involvement in management and in governance 

influence the choice of management accounting practices?
 • Qualitative field studies

Are management control systems introduced for purposes 
different from agency cost control?

 • Adoption of alternative theories (e.g., 
stewardship)

Auditing Do family firms interpret the role of auditing differently than 
nonfamily firms?

 • Qualitative field studies

Do auditors interpret their role vis-à-vis the family firm differently 
than in nonfamily firms?

 • Adoption of alternative theories (e.g., 
stewardship)

How does the relationship with auditors unfold over generations 
of the founding family?

 • Longitudinal field studies

 • Focusing on family-specific determinants
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practices by family firms?” and “To what extent do family 
firms in different countries differ from nonfamily firms in 
exercising the limited available flexibility in the adoption 
of accounting methods?” (see Table 1).

Some scholars who draw on notions of research 
validity that are typical of positivistic studies require 
qualitative field studies to justify their findings in terms 
of research protocols designed to eliminate researcher 
bias. However, scholars interested in this approach 
should understand that there is no single methodological 
approach to developing theory. It is usually the logic of 
a specific research project that raises specific method-
ological questions and theoretically valid possibilities 
(Ahrens & Chapman, 2006). The same applies to the 
specific methods adopted by the investigator. Any given 
method (e.g., interviews, focus groups, diaries) might be 
used for different methodological approaches (positiv-
istic or interpretive). The important point to note is that 
the validity of any particular use of methods will be 
strictly related to the underlying research questions and 
methodological and theoretical approaches. Examples 
of qualitative accounting studies that may illuminate 
research at the accounting–family business interface 
from different epistemological perspectives are Ditillo 
(2004), Dekker (2004), and Kakkuri-Knuuttila, Lukka, 
and Kuorikoski (2008).

A central feature of qualitative research is that it sup-
ports theory building. As suggested by Ahrens and 
Chapman (2006),

Doing qualitative field studies is not simply empir-
ical but a profoundly theoretical activity. . . . The 
practice of doing qualitative field studies involves 
an ongoing reflection on data and its positioning 
against different theories such that the data can 
contribute to and develop further the chosen 
research questions. (p. 820)

As suggested in the next section, theory adoption and 
development is one of the possible avenues for advanc-
ing research on accounting in family firms given the 
narrow perspective adopted to date.

Adoption of Alternative Theories
Our literature review has clearly evidenced that agency 
theory is by far the predominant theoretical approach 

to studying accounting in family firms, in line with the 
prevailing tendency in the accounting field. However, 
the adoption of agency theory alone may significantly 
limit the chance to interpret the multifaceted realities 
inherent in family firms. For example, Eisenhardt (1989) 
suggests,

The recommendation here is to use agency the-
ory with complementary theories. Agency the-
ory presents a partial view of the world that, 
although it is valid, also ignores a good bit of the 
complexity of organizations. Additional per-
spectives can help to capture the greater com-
plexity. (p. 71)

This call for complementing agency theory with 
additional perspectives has not been answered by 
many scholars to date. Recent examples are the study 
by Prencipe, Markarian, and Pozza (2008), comple-
menting agency and stewardship theory in studying 
earnings management of Italian family firms, and, in 
this issue, Cascino et al. (2010), also adopting stew-
ardship, and Stockmans, Lybaert, and Voordeckers 
(2010), complementing agency with behavioral the-
ory in understanding earnings management as a 
way to preserve socioemotional wealth of control-
ling families.

As these sparse examples suggest, the limitations of 
the application of agency theoretical arguments have 
suggested to several scholars to include stewardship theory. 
Stewardship theory defines relationships (e.g., steward–
agent) based on behavioral assumptions that are not 
based on the principal–agent interest divergence central 
to agency theory. According to stewardship theory, the 
objectives of agents can be aligned with those of the 
organization (e.g., sales growth, innovation, or profit-
ability). As a result, the utility obtained through pro-
organizational behaviors is higher than that obtained 
through individualistic, self-serving behaviors. Agents 
can hence maximize multiple, often conflicting goals, 
by maximizing the agents’ personal utility functions 
(Moores, 2009, p. 173) .

The stewardship concept had dominated financial 
accounting for years. From this perspective, the man-
ager is seen as a steward entrusted with the responsibil-
ity of safeguarding assets, enhancing the wealth of 
equity investors, and protecting creditors. Stewardship 
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is premised on a backward-looking approach that uti-
lizes the balance sheet and the income statement to 
assess the extent to which managers have been effec-
tive stewards of invested capital. Although steward-
ship remains an important dimension of financial 
accounting, its importance has declined in favor of a 
more practical “information perspective” that empha-
sizes relevant information for business decisions. This 
more recent perspective—on which the vast majority 
of works surveyed in this article are premised—increases 
the emphasis of accounting standards on predictability 
and decision usefulness rather than on accountability 
and performance measurement.

However, disregarding the stewardship approach 
and focusing on agency theory only overlooks the fact 
that

the emerging discipline of family business has 
evolved thus far with the application of various 
theories to its context. These include most particu-
larly agency theory (and latterly stewardship the-
ory), the resource-based view, learning theory, 
contingency theory, and life cycle theory. (Moores, 
2009, p. 171)

Incorporating stewardship and, possibly, other theories 
may allow scholars to convincingly address open 
research questions such as the following: “Under what 
conditions does the interest-alignment effect prevail 
over the entrenchment hypothesis in determining earn-
ings quality?” “Are management control systems intro-
duced for purposes different from agency cost control?” 
and “Do auditors interpret their role vis-à-vis the family 
firm differently than in nonfamily firms?” More research 
is hence needed to understand the relevance of the stew-
ardship approach to the adoption of various accounting 
practices in family firms.

Focusing on Family Versus 
Concentrated Ownership
So far we have broadly referred to research on account-
ing in family firms. The underlying assumption is that 
the presence of a controlling family has deep and inter-
esting effects on accounting choices. Yet “family firm” 
is usually operationalized as “concentrated owner-
ship” in the literature we surveyed. The vast majority of 

studies of accounting in family firms are U.S. based. 
These studies almost invariably try to capture the “fam-
ily” nature of investigated firms by measuring the 
degree of ownership concentration or the presence of 
block holders. The often tacitly held assumption is that 
in the majority of cases these concentrated owners will 
be members of the founding or controlling family. This 
is obviously not always the case, as—especially in large 
listed firms—concentrated owners are often institutional 
investors such as pension funds or hedge funds, if not 
governmental bodies.

Yet family firms differ significantly from firms with 
major block holders, and these differences are likely 
to have significant effects on the choice of accounting 
practices. Future research efforts aimed at capturing 
the essence of the family influence on accounting 
practices should hence strive to single out firms in 
which families—versus other types of concentrated 
owners—play a central role in the ownership, man-
agement, and governance of firms, possibly with an 
active role played by more than one family member, 
belonging to different generations of the controlling 
family.

Some recent studies have tried to proceed along 
this difficult path. In this issue, for instance, Cascino 
et al. (2010) leverage the peculiar features of the 
Italian equity market characterized by high ownership 
concentration across all types of companies to untan-
gle the specific effects of family ownership on earn-
ings informativeness from the effects determined by 
other categories of major nonfamily block holders. 
Interestingly, their results differ markedly from those 
reported by studies that do not provide such a fine-
grained distinction between family control and control 
by other concentrated owners, highlighting the higher 
quality of financial information provided by family 
firms.

Also in this issue, Niskanen et al. (2010) significantly 
advance knowledge on auditor choice by contrast-
ing the prevalent operationalization of family firm— 
founding family ownership, without any threshold—to 
one focused on governance control by family mem-
bers. Their results offer a more nuanced understand-
ing of the role of family ownership concentration, 
hence contributing to scholars more fully understand-
ing the role of family influence in this specific set of 
accounting choices.
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Focus on Family-Specific Determinants

The vast majority of the studies we surveyed apply to 
family firms the same mechanisms and underlying moti-
vations adopted to understand accounting choices in any 
type of firm, and in public companies in particular. The 
previously noted prevalence of studies based on an 
agency approach is a sign of the limited attention that 
has been paid so far to most of the specificities charac-
terizing family firms. The risk is to track differences in 
accounting behavior between family and nonfamily 
firms without capturing the reasons behind such differ-
ences, hence misinterpreting results.

Attempts at capturing family-related specificities are, 
however, emerging. In this issue, for instance, Stockmans 
et al. (2010) go beyond traditional agency explana-
tions that are arguably less relevant in many private 
family firms and build on the concept of socioemotional 
wealth—grounded in behavioral theory—to develop a 
radically new explanation for earnings management in 
family firms. Their empirical results clearly show that when 
firm performance is poor, first-generation and founder-
led private family firms tend to influence firm perfor-
mance through upward earnings management to avoid a 
decline in their socioemotional wealth. This important 
result suggests that when investigating family firms, their 
heterogeneity—for example, first- versus subsequent-
generation family firms, founder-led versus non-
founder-led firms—should be taken into account.

The role different individuals play in accounting choices 
in family firms and the underlying motivations should also 
be carefully addressed. Excessive focus on ownership 
variables in operationalizing family firms so far may have 
concealed some important mechanisms behind emerging 
differences in accounting practices in family versus non-
family firms. In this issue Yang (2010) shows that not all 
family-owned firms are alike in terms of earnings man-
agement. By addressing the impact of family versus non-
family CEOs on earnings management, this study makes 
an important contribution, suggesting that within an often 
noted positive correlation between the level of insider 

ownership and the extent of earnings management, non-
family CEOs exhibit a greater tendency to manage earn-
ings than do family CEOs. A focus on unique aspects 
characterizing people, tasks, and environment in family 
versus nonfamily firms is also suggested as essential to 
understanding other accounting-related phenomena, such 
as auditor judgments (Trotman & Trotman, 2010). Here, 
too, a trend in recent research seems to emerge toward a 
more detailed understanding of family-specific features 
affecting accounting phenomena, which may gradually 
yield a richer understanding of the nature and behavior of 
family firms.

Conclusion
The controlling family dimension has important conse-
quences for accounting practices, and vice versa. Overall, 
it is clear from our review that the literature on account-
ing in family firms has been systematically growing over 
the past three decades and that this literature has impor-
tant achievements to its credit. Nevertheless, accounting 
fails to receive attention as a phenomenon that merits 
distinct consideration in family firms. We hence contend 
that research at the accounting–family firm interface has 
yet to realize its potential. We documented accomplish-
ments and struggles of research in this area as a starting 
point for future research. We also detailed five specific 
emphases for future inquiry—a broader coverage of 
accounting topics, an extension of theoretical frame-
works, an extension of methodological approaches, an 
explicit focus on the difference between family owner-
ship and concentrated ownership, and an explicit focus 
on family-specific determinants of accounting choices 
by family firms.

Therefore, research on accounting in family firms is 
likely to benefit from using multiple lenses and litera-
tures and complementary methodological and empirical 
approaches. In addition, investigation of accounting in 
family firms can inform a number of literatures, within 
the accounting and the family business fields, with the 
potential to yield new insights.
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Appendix
Reviewed Research at the Intersection of Accounting and Family Firms (1982–2010)

Reviewed work Focal topic area
Methodological and 
theoretical approach Main results and contributions

Ali, Chen, and 
Radhakrishnan 
(2007)

Financial accounting 
(voluntary 
disclosure)

Empirical. Agency. 
S&P 500

Family firms report better quality earnings and are more 
likely to warn for a given magnitude of bad news. 
However, they make fewer disclosures about their 
corporate governance practices.

Ball and 
Shivakumar 
(2005)

Financial accounting 
(earnings quality)

Empirical. Capital 
market. U.K. 
private firms

Earnings quality is lower in private companies because of 
different market demand and notwithstanding equivalent 
regulation on auditing, accounting standards, and taxes. 
In particular, timely loss recognition is substantially less 
prevalent in private companies than in public companies. 
Tax minimization may render earnings less informative for 
private firms.

Beatty and Harris 
(1999)

Financial accounting 
(earnings 
management 
strategies)

Empirical. Agency 
and information 
asymmetry. U.S. 
banks

Public banks consistently engage in more earnings 
management than private banks, consistent with earnings 
management occurring because of greater information 
asymmetry in public firms.

Beatty, Ke, and 
Petroni (2002)

Financial accounting 
(earnings 
management 
strategies)

Empirical. Agency 
and information 
asymmetry. U.S. 
banks

Relative to private banks, public banks engage in more 
earnings management by reporting fewer small earnings 
declines and longer strings of consecutive earnings 
increases.

Beuselinck and 
Manigart 
(2007)

Financial accounting 
(earnings quality)

Empirical. Agency. 
EU unquoted 
companies

Unquoted companies in which private equity (PE) investors 
have a high equity stake produce lower quality accounting 
information than companies in which PE investors have a 
low equity stake.

Blumentritt 
(2006)

Management 
accounting, 
strategic planning

Empirical. 
Corporate 
governance. U.S. 
private family 
firms

The presence of advisory boards in family firms (but not 
of boards of directors) is positively related to formal 
strategic planning and succession planning. CEO tenure 
is negatively related to strategic planning but positively 
related to succession planning.

Burgstahler, 
Hail, and Leuz 
(2006)

Financial accounting 
(capital markets 
research)

Empirical. Capital 
market. Private 
firms in 13 EU 
countries

Earnings management is more pervasive in privately held 
firms, whereas capital market forces and institutional 
factors—which influence public companies—improve 
earnings quality.

Carey, Simnett, 
and Tanewski 
(2000)

Auditing Empirical. Agency. 
Australian private 
family firms

In an unregulated environment, the demand for external 
auditing in family firms is positively correlated with agency 
conflicts and with the level of firm debt. Family firms 
engaging internal audit are less likely to engage external 
audit, and vice versa.

Carlson and 
Bathala (1997)

Financial accounting 
(earnings 
management 
strategies)

Empirical. Agency 
and information 
asymmetry. 
Forbes firms

Inside ownership is negatively related to income smoothing. 
Institutional ownership and debt financing are positively 
related to income smoothing.

Cascino, Pugliese, 
Mussolino, and 
Sansone (2010)

Financial accounting 
(earnings quality)

Empirical. Agency 
and stewardship. 
Italian listed firms

Family firms—vs. nonfamily firms, including firms with major 
block holders—report earnings of higher quality. Earnings 
quality is influenced by governance structures, investment 
policies, and auditor quality.

(continued)
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Appendix (continued)

Reviewed work Focal topic area
Methodological and 
theoretical approach Main results and contributions

Chaney, Jeter, and 
Shivakumar 
(2004)

Auditing Empirical. Agency. 
Private U.K. firms

Private firms do not pay a Big 4 premium in pricing, and 
they do not feel compelled by market pressures to hire 
a brand-name auditor, but face a more balanced choice. 
Perceived audit quality among private firms is hence not 
higher for brand-name auditors. Agency costs may be 
lower in private firms, leading to lesser demand for high-
quality auditors.

Chen, Chen, and 
Cheng (2008)

Financial accounting 
(voluntary 
disclosure)

Empirical. 
Shareholder. S&P 
1500

Family-controlled firms prefer less voluntary disclosure: 
They provide fewer earnings forecasts and fewer 
conference calls. However, they provide more earnings 
warnings, consistent with family owners being more 
concerned with the litigation-related costs and 
reputation costs of withholding bad news.

Chow (1982) Auditing Empirical. Agency. 
Publicly traded 
U.S. firms

The hypothesis that firm managers’ ownership share 
decreases the probability that a firm will voluntarily hire 
an external auditor in an unregulated system could not 
be tested.

Cohen, 
Krishnamoorthy, 
and Wright 
(2004)

Financial accounting 
(earnings 
management 
and corporate 
governance)

Conceptual Stronger boards and audit committees are associated with 
a demand for higher quality audits. In addition, stronger 
governance structures are associated with higher audit 
fees.

Cohen, 
Krishnamoorthy, 
and Wright 
(2008)

Auditing Conceptual. Resource 
dependence. 
Managerial 
hegemony. 
Institutional theory

Adoption of resource dependence, managerial hegemony 
and institutional theory (besides agency) provides 
a useful basis for reconciling conflicting findings in 
the existing agency-based audit-related governance 
literature.

Collis and Jarvis 
(2002)

Financial accounting 
(earnings 
management 
strategies)

Empirical. 
Management 
control. Small 
U.K. firms

The majority of small companies adopt practices that 
include formal methods of planning and control. There 
is a strong emphasis on controlling cash and monitoring 
performance in the context of maintaining relationships 
with the bank. The most widely used and most useful 
sources of financial information are the monthly 
or quarterly management accounts and cash flow 
information in various forms.

Dhaliwal, Salamon, 
and Smith 
(1982)

Financial accounting 
(choice of 
accounting 
methods)

Empirical. Agency Owner-managed firms are less likely to choose income-
increasing depreciation methods, as managerial 
opportunism decreases with managerial ownership.

Fan and Wong 
(2002)

Financial accounting 
(Earnings quality)

Empirical. Agency. 
Firms from 7 East 
Asian countries

Earnings quality is negatively related to the ultimate 
owner’s control level. Earnings informativeness is also 
negatively related to the degree of divergence between 
the ultimate owner’s control and the equity ownership 
level (through stock pyramids or cross-shareholdings)

Filbeck and Lee 
(2000)

Financial accounting 
(earnings 
management 
strategies)

Empirical. U.S. firms More established, larger family businesses that have either 
an outside board of directors or a nonfamily member 
in the financial decision-making role are more likely 
than their smaller counterparts to employ sophisticated 
financial management techniques (capital budgeting, risk 
adjustment, and working capital management).

(continued)
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Reviewed work Focal topic area
Methodological and 
theoretical approach Main results and contributions

Firth, Fung, and Rui 
(2007)

Financial accounting 
(earnings quality)

Empirical. Agency. 
Chinese firms

Firms with highly concentrated share ownership 
have lower earnings informativeness because of an 
entrenchment effect. Foreign shareholders and the 
percentage of tradable shares appear to enhance 
earnings quality.

Fortin and Pittman 
(2007)

Auditing Empirical. Agency. 
U.S. private firms

Private firms are not willing to bear audit fee premiums 
for a Big 4 auditor because it does not lead to more 
informative financial statements, better ratings, greater 
implicit insurance, lower cost of debt.

Gabrielsen, 
Gramlich, and 
Plenborg (2002)

Financial accounting 
(earnings 
management 
strategies)

Empirical. Property 
rights and agency. 
Danish firms

In contrast to Warfield et al. (1995), managerial ownership 
is negatively related to the information content 
of earnings in Danish firms. There is no significant 
relationship between managerial ownership and 
discretionary accruals.

Ho and Wong 
(2001)

Financial accounting 
(voluntary 
disclosure)

Empirical. Agency. 
Listed firms in 
Hong Kong

The presence of an audit committee is positively related 
to the extent of voluntary disclosure, whereas the 
percentage of family members on the board is negatively 
related to disclosure.

Hutton (2007) Financial accounting 
(voluntary 
disclosure)

Empirical. Agency. 
S&P 500

Family firms face lower overall agency costs and provide 
higher quality corporate disclosure. This evidence may 
be spurious if controlling families only retain control 
of successful firms and if disclosure quality is positively 
related to firm performance.

Jara-Bertin and 
Lopez-Iturriaga 
(2008)

Financial accounting 
(earnings 
management 
strategies)

Empirical. Agency. 
Firms from 11 EU 
countries

Increased contestability of the control of the largest 
shareholder reduces earnings management in family 
owned firms. In firms in which the largest shareholder is 
a family, a second or third family shareholder increases 
discretionary accruals.

Jiraporn and 
Dadalt (2009)

Financial accounting 
(earnings 
management 
strategies)

Empirical. Agency. 
Fortune 1500

Family firms are significantly less likely to manage earnings.

Jung and Kwon 
(2002)

Financial accounting 
(earnings quality)

Empirical. Agency. 
Korean firms listed 
on the Korean 
Stock Exchange

Earnings are more informative as holdings of the owner 
increase, supporting the convergence of interest 
explanation for the owner–manager structure.

Khalil, Cohen, 
and Trompeter 
(2010)

Auditing Empirical. Agency. 
U.S. firms

Audit firms are less likely to resign in family firms, and 
auditor resignations result in a weaker (less negative) 
market reaction in family firms.

Kim and Yi (2006) Financial accounting 
(earnings 
management 
strategies)

Empirical. Public and 
private firms in 
South-Korea

Controlling shareholders tend to engage more in 
opportunistic earnings management to hide their 
behavior and avoid adverse consequences such as 
disciplinary action, when the control–ownership disparity 
becomes larger. The magnitude of discretionary accruals 
is greater for publicly traded firms than for privately held 
firms, supporting the notion that stock markets create 
incentives for public firms to manage reported earnings 
to satisfy the expectations of various market participants 
that are often expressed in earnings numbers.

(continued)
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Reviewed work Focal topic area
Methodological and 
theoretical approach Main results and contributions

Lakhal (2005) Financial accounting 
(voluntary 
disclosure)

Empirical. Agency. 
French listed 
firms

There is a significant negative association between earning 
voluntary disclosures and ownership concentration and 
between earning voluntary disclosures and a unitary 
leadership structure. Firms providing earning voluntary 
disclosures are more inclined to have increasing 
institutional ownership and to offer stock option plans 
for their executives.

Lennox (2005) Auditing Empirical. Agency. 
Large. Unlisted 
U.K. firms

The relation between management ownership and audit 
firm size is found to be highly nonlinear. Within low and 
high regions of ownership, there are significant negative 
associations between management ownership and audit 
firm size, consistent with a divergence-of-interests 
effect. Within intermediate regions of ownership, the 
association between management ownership and audit 
firm size is flatter and slightly positive, consistent with 
an entrenchment effect. Hence, auditing has a valuable 
monitoring role in unlisted companies.

Moores and Mula 
(2000)

Management 
accounting

Empirical. 
Organizational 
life cycle and clan. 
Bureaucratic and 
market controls. 
Australian private 
firms involving 
at least second-
generation family 
members.

Family firms rely on both formal and informal controls 
to varying degrees and the salience of these clan, 
bureaucratic, and market based controls varies according 
to the firm’s organizational life cycle stage. Family firms 
used various combinations of these control types 
becoming more reliant on management accounting 
systems of control as they mature.

Niehaus (1989) Financial accounting 
(choice of 
accounting 
methods)

Empirical. Capital 
markets. Fortune 
500

When managerial ownership is low, the likelihood of LIFO 
is negatively related to managerial ownership. When 
managerial ownership is high, the likelihood of LIFO is 
positively related to managerial ownership.

Niskanen, 
Karjalainen, and 
Niskanen (2010)

Auditing Empirical. Agency. 
Small. Private 
Finnish firms

Family ownership and control decrease the demand for 
audit quality: Family firms are less likely to use Big 4 
auditors, probably because of lower agency costs.

Prencipe and Bar-
Yosef (in press)

Financial accounting 
(earnings 
management 
and corporate 
governance)

Empirical. Agency 
Italian listed firms

Board independence and CEO duality have a weaker effect 
on earnings management in family firms. This effect is 
even stronger when the CEO is a member of the family 
firm.

Prencipe, 
Markarian, and 
Pozza (2008)

Financial accounting 
(earnings 
management 
and corporate 
governance)

Empirical. Agency 
and stewardship. 
Italian listed firms

Family firms are less sensitive to income-smoothing 
motivations than are nonfamily firms, whereas they are 
similarly motivated to manage earnings to avoid debt-
covenant violations.

Sánchez-Ballesta 
and García-Meca 
(2007)

Financial accounting 
(earnings 
management 
strategies)

Spanish listed firms The relation between insider ownership, on one hand, 
and discretionary accruals and the informativeness of 
earnings, on the other, is nonlinear. In particular, insider 
ownership contributes both to the informativeness of 
earnings and to constraining earnings management

(continued)
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Reviewed work Focal topic area
Methodological and 
theoretical approach Main results and contributions

when the proportion of shares held by insiders is not 
too high. When insiders own a large percentage of shares, 
however, the relationship takes on the opposite sign.

Stockmans, 
Lybaert, and 
Voordeckers 
(2010)

Financial accounting 
(earnings 
management 
strategies)

Empirical. 
Behavioral theory. 
Flemish private 
SMEs

Family firms that attach more importance to nonpecuniary 
goals and to the preservation of socioemotional 
wealth—first-generation and founder-led firms, in 
particular—perform more upward earnings management 
when firm performance is poor.

Tong (2008) Financial accounting 
(earnings 
management 
strategies)

Empirical. Agency. 
S&P 500

Financial reporting practices of family firms are of better 
quality, consistent with a long-run investment horizon, 
reputation concerns, better monitoring of managers, 
and less opportunistic rent extraction. In particular, 
family firms have lower absolute discretionary accruals, 
report fewer small positive earnings surprises, have 
more informative earnings, and have fewer earnings 
restatements.

Trotman and 
Trotman (2010)

Auditing Conceptual. Audit 
JDM approach

Some aspects of the people, tasks, and environment that 
differ across family and nonfamily firms affect auditor 
judgments.

Upton, Teal, and 
Felan (2001)

Management 
accounting—
strategic planning

Empirical. 65 U.S. 
fast-growth firms

Of the 65 fast-growth family firms surveyed, the majority 
prepare written formal plans. The business plans are in 
sufficient detail to enable the business to tie planning 
to actual performance and to adjust management 
compensation accordingly. The majority of the firms 
regularly share information with employees regarding 
comparisons between actual company performance 
results and goals or planned performance.

Wang (2006) Financial accounting 
(earnings quality)

Empirical. Agency. 
S&P 500

Founding family ownership is associated with higher 
earnings quality: lower abnormal accruals, greater 
earnings informativeness, lower persistence of transitory 
loss components. The relation is nonlinear.

Warfield, Wild, and 
Wild (1995)

Financial accounting 
(earnings 
management 
strategies)

Empirical. Property 
rights and agency. 
S&P 1500

Managerial ownership is positively associated with the 
quality of earnings and negatively associated with the 
magnitude of discretionary accruals.

Yang (2010) Financial accounting 
(earnings 
management 
strategies)

Empirical. Agency. 
Firms listed in 
the Taiwan stock 
exchange

In firms with controlling families, insider ownership is 
positively related to earnings management, with the 
possible aim of expropriating minority shareholders. 
However, nonfamily CEOs show a higher tendency to 
manipulate earnings than family CEOs at a given level of 
insider ownership.

Yoe, Tan, Ho, and 
Chen (2002)

Financial accounting 
(earnings quality)

Empirical. Firms 
listed on 
Singapore stock 
exchange

The informativeness of earnings does not always increase 
with managerial ownership as suggested in Warfield  
et al. (1995). At low levels of management ownership the 
informativeness of earnings has a positive relationship 
with management ownership. At higher levels of 
management ownership the relationship reverses, 
suggesting that the entrenchment effect might have set in.

LIFO = last-in, first-out; SME = small and medium enterprises; JDM = judgment and decision-making.
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