[BAPORTO

FE P FACULDADE DE ECONOMIA
UNIVERSIDADE DO PORTO

Evolution of Management Control Systems
and increased importance of the controller
role in a multinational company

A Case Study of Amorim Revestimentos

José Pedro Machado Moreira de Andrade

(jose.andrade@outlook.pt)

Master in Management

Supervisor:

Professor Vasco Viana

September 2016



Abstract

This project has the intention of analysing hovweinational-focus shaped and impacted the
systems and processes of Management Control anbkheof the controller itself in the

company Amorim Revestimentos.

With the collaboration of company, it was createthae study to analyse different strategies
and changes that took place inside the businessalimed to access how these changes and
vicissitudes affected the role of the controlleside the business and the outcomes to the

Management Control Department of those changes.

Currently, different studies exist analysing sonfighe impacts of an international-driven
company on its Management Control, but there isc bf studies relating this relationship

with the increased responsibility of the role o ttontroller.

Based on this project we can suggest that theabtbe controller has changed inside the
company throughout the latest events. The focust@mnational markets and international
subsidiaries has increasingly influenced the Mamegge Control Department with different

routine processes and systems and individual déersohave now a more important role

inside the business.

Keywords: Management Control Systems, internationalisaticontroller, management

control

Jel Codes:M10, M40, F23, L22



Acknowledgements

Firstly, I would like express my earnest gratitadd’rofessor Jodo Ribeiro for the paramount

motivation, knowledge and guidance given me througimy entire journey at FEP.

| want to also thank my advisor Professor Vascon¥idor the support given to the
elaboration of this specific project even though libng distance turned out to be challenging.

Also, | want to thank Amorim Revestimentos and @iy colleagues for the help in

elaborating this project and for receiving me sdl wmethe company.

Finally, I would like to thank my friends and famihat gave me the necessary motivation to
never give up throughout this journey, even wheofgasional reasons made this project

almost impossible to achieve.



Biographic Reference

José Pedro Machado Moreira de Andrade was borilanNdva de Famalicao in 1992.

Entered FEP - School of Economics and Managemebiiversity of Porto, where he
enrolled on the Bachelor Degree in Management ibh028nd concluded those studies in
2014.

In 2014 enrolled on the Master in Management instmae school with a partnership with the
QTEM program for a double degree in HEC Lausanmetz8rland. This project is aimed to

complete the master studies.

Since March 2016 he is the business controller mifoAm Revestimentos’ subsidiary in
Switzerland, where he is responsible for all theaficial and accounting aspects of the

company.



Table of Contents

1.0 INErOQUCTION . ...ttt b e bbb a e b e bbb e b nnen 7
1.1 Research BaCKgrOUNd..........cceoiiriieiiniinienieeieseeie sttt st sbe s 7
1.2 RESEAICH CONEEXL.....cviiiiiierieriestesterte ettt nne e 7
1.3 STTUCTUTE ...t st b e e bbb sbe b eae s 8

2.0 LILEIAtUI® FEVIBW.....c.eieiiiiiiieteeieeie ettt sttt sttt sttt b et s b e st sbesbe s b et e sbe st e st e sbesbesbenaeeas 9
2.1 INternNatioNAlISALIAN........cc.eiiiiiirieeeee ettt nae 9
2.2 Management Control System (MCS).......coiriiirinirerererese e 9
2.3 Control of the SUDSIAIALY........ccooiiiii e 11
2.4 Internationalisation and importance of MCS..........cocooiiiiininineneeeeee e 11
2.5 SIMOoNS CoNtrol FramMEWOIK........cc.ooiriririrerireresiesesese e 11
2.6 DEefiNING CONIIOIBL.......coiiiiiieeieeeee ettt st beeaees 14
2.7 Controller Role and reSpoNnSIDIlIIES.........cooiviiriiriierieeceeee e 14

3.0 Research MethodolOgy.........ccceviiiiriiiirieieeese et 18
3.1 PUIPOSE Of FESEAICHL. ...ttt st st beeaees 18
3.2 Introduction and Advantage of Case StUIES.........cccoererereneneneneeeee e 18
3.3 Reliability and validity of Case study for tBgIdY...........cccovererireneniereeereeee 19
3.4 Motivation and Data Collection - Amorim Revasintos (AR)........ccccevevererererenennenn 19

4.0 Case study: How internationalization impacted3/hat Amorim Revestimentas.............. 20
4.1 Amorim Revestimentos — Company profile andvahee for case study...........ccceun.e. 20

4.2 Evolution of Management Control Systems and tleesimsed responsibility of controller eak

4.2.1 2003 and first waves Of ChANQGE.........ccovveiiriiiinieieeeeee e 22
4.2.2 Increased importance of the CONtroller..........cocovviiieieninciine e 22
4.2.3 Impact of the 2009 global financial CriSIS..........ceceviriiriniiereeiereeereee e 23
4.2.4 MCS and restructuring of 20Q9.........ccceiiiiriieninieeeeee e 24
4.2.5 Contribution of the CONIOIBL..........cooiiiii e 25
4.2.6 Conflicts and controller increased respaliiib...............ccocovevenenenienenieneneneene 26
4.2.7 Evolution of the management control androdlet's...............cccooererenenenenencnne 27
5.0 CONCIUSION... .ottt sttt st b e b st st s b et e s b e sbe st e sbesbesbesaesbesbenbens 29

5.0 RETIEIEINCES. ..o e e e e e e e e e e e e e e e e eeeeeeeeeeaasseeeeaeeeseeaaaseeneaaeeseeaan 31



List of Figures

Figure 1: SIimons Control FrameWOrK ... 12
Figure 2: Controller Role and Responsabilities...............uuiiiiiieeeeeeeceeeiees 16
Figure 3: Organigram Of COrtiCeira AMOIIM ....ccccee oo eeeeeeeeeeeeieees e e e e e e e e e eeeeeaaeeeees 20

Figure 4: Cork Oak Forest distribution.......ccccc.eoioiiiiii e 21



1.0 Introduction

1.1 Research Background

Globalisation has changed the business environm@uht today, organisations are facing a
global socio-economic context through increased p=iimion and constant change. The
complex and dynamic operating environment havaianited management control systems
because of changes in structure, size and procestes organisation (Chetty, Johanson and
Martin, 2014). Moreover, Fletcher, Harris and Righ€013) added that company

administrative complexities increase with the ing&ionalisation of its operations and the
new geographical scope demands new-sophisticatattotesystems. Internationalisation

prompts the need to expand the scope of financidl ruman resources control system at

home as well as in the subsidiary.

Hitt, Ireland and Hoskisson (2012) stated thatiternationaization of a company affects its
management control systems (MCS). In a globalisedtext, organisation’s operating
challenges and complexities increases and thus,systems are required to deal with the
new scope of business. To achieve the objectivéseoEompany and success in the foreign
market, it is imperative for the international cang to manage control systems and respond
to a global strategy. The effect of internatioretien makes it difficult for an organisation to
forecast the future accurately and therefore, the of MCS is to evaluate the outcome of
alternatives and develop the capacity to managedhsequences of changes (Hitt, Ireland,
& Hoskisson, 2012).

1.2 Research Context

The goal of this research is to explore the impHcinternationalisation on Management
control systems and the contribution of the colgroin the design and implementation of
MCS in an organisation. This project is based endbmpany Amorim Revestimentos (AR)
which is the world leader in cork flooring produatsanufacturing and is part of the holding
company ‘Corticeira Amorim’ which is the world’srigest producer of cork solutions. In
Section 4.1 we explore in more detail the compawfilp. The motivation of this study relies
in my position in the company as the business otlatrin AR’s sale unit in Switzerland and
thus, wanted to explore (1) changes in the MCStduke focus on international markets and

(2) analyse the increased responsibility of thee rof the controller in the design and



implementation of MCS. Furthermore, the researchinsed to address the gap between the
controller role at the parent and subsidiary compas well as their contribution towards the

evolution of MCS and the business itself.

As it was mentioned before, | am currently workiag a business controller for one of
Amorim Revestimentos’ subsidiaries. | am the ordyspn in the finance department which
means | deal with all financial aspects of the camp | started my job in March, and right
away | was overwhelmed with tasks that left littte no time to work on this project. |

managed to keep working every change | had, eititeugh observation and taking notes or
talking to people inside the company. With hard kvbrmanage to complete the project

without seriously affecting my performance in tloenpany.

1.3 Structure

This project is based on five chapters. The finstpter of study includes the research purpose
and context. The second chapter of this study epesses a simple and focused literature
review about MCS and the role of the controllere Third chapter of study encompasses the
research methodology selection. The fourth chapit¢he study presents the case study for

Amorim Revestimentos and the fifth chapter of thulg draws the conclusion.



2.0 Literature review

This chapter of study encloses the literature wevieo explore the Impact of
internationalisation on Management Control SystgiCS) and the evolution of the

controller.

2.1 Internationalisation

Casillas, Barbero and Sapienza (2015) stated thatnlationalisation is a process through
which a company increases influence and awarenesgesnational activities to conduct
transactions across borders. Organisation adaptatianternational markets is managed
through small incremental steps. Internationakisais a continuous process and companies
increase its influence across borders by going meytaditional exporting and organize
production, marketing and selling in the foreignrkeda through a whole value chain.
Kretschmer (2011) elaborated that internationdbredvas associated with exploitation of the
ownership advantage for adaptation of existing pebdand processes to foreign market
conditions However, this paradigm has shifted towards crgainvestments through the
acquisition of new skills and competencies. The alsubsidiary has shifted from adaptation
and technology transfer to value creation and agweént of knowledge competencies. The
autonomy of subsidiary is an important influencfagtor and information-processing theory
elaborates that organisation processes occur becdustermediation. The role of the parent
company is to enforce control and integration ax@bunits through hierarchical control of
the geographically dispersed units (Mahlendorf, ideh Schaffer, & Wyszomirski, 2012).

2.2 Management Control System (MCS)

According to Fayol (1949), control is the fundanartask of managers, and management
control system (MCS) is useful focdntrolling and administrating activities and preses

in the organisation” Managers need a framework to determine, analysk @ontrol
performance. Management control system (MCS) isaxgss through which controllers
ensure that organisational resources are deplaydtei effective and efficient manner to
achieve the objectives of the organisation (Gral@nktoers, 2013). It can be state that MCS
gathers and analyses information to evaluate thienpeance of organisational financial and

human resources to influence behaviours and impiestetegies.



Strauss and Zecher (2013) stated that traditionMI€S was associated with achieving
operational efficiency through evaluating the perfance of employees. However, in today’s
competitive world, managerial control systems emaflanagers to implement practices,
which deliver competitive advantage so it is untierdable to treat management control as a
combination of process and tools, which influertee behaviours within the organisation to
achieve its goals. Management control system ctensisystem and devices that can be used
by managers to ensure that the decisions and lmirawf the employees are consistent with

objectives of the organisation (King & Clarkson 13

Organisational culture, policies and proceduresjciire and governance system are a
component of control environment and these elemelatssify responsibilities and flow of
information in organisation (Harrison and McKinnoh999; Herath, 2007). However,
organisation control will not function proper witltothe appropriate control environment as

it was mentioned by many authors. (Herath, 200@irderman, 2009).

According to Merchant and Van der Stede (2003) M@6 be defined as thedllection of
control mechanisniswhich can be used by an institution if the probgethat are being
controlled couldn’'t be avoided in the first plad@ have a better understanding of what do
organizations need to control, (Strauss & Zech@t32 proposed the objectives of the control
framework. Those objectives are results, actiorts @@rsonnel controls. The idea of results
control can be summarized as the control on theetrs of the employees, where those
behaviours are either rewarded or penalised gihenrésults they generate. The idea of
action control is to limit or prevent harmful bel@aws inside the organizations as well as
encourage behaviours that are beneficial to theliihoAgh Merchant and Van der Stede
(2003) argued that this type of control is usedairexclusively as a way to find out what
employees are doing wrong and stress punishmeatberr than rewarding the good
behaviours._Personnel control is a mechanism tlms &0 make the employees control
themselves. Merchant and Van der Stede (2003) de¢fext a person has to be fit for the job

at hand, and only if that is the case, he emplaydlehave a natural tendency to control
himself on the job. These controls are basicalyea at insuring the employee is happy with
the job at hand and properly motivated, as welk@aswing and clarifying the employee’s
expectations. With a strong selection processjitrgiand job design, it is aimed to promote

self-monitoring and hinder harmful behaviours.
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2.3 Control of the subsidiary

Regarding the control of the subsidiary, the emgstliterature focus on the relationship
between the subsidiary and the holding companyhasntain indicator for the level of
control. Perlmutter (1969) analysed different degref orientation either towards the home
and the host country, and towards the world. Thestalegree (towards the world) was found
to have the most informal type of control, meanrtimat the level of control is more informal
as the degree of multinationality increases. Fangl €2013) added that organisation adds
value through effective resource allocation and-@lesigned MCS are critical for long-term
win-win strategies between the parent and subgididre parent companies make efforts to
enhance the performance of subsidiary. The syrergiethe group generated through
information symmetry and control systems are useadntrol the actions of subsidiary
managers (Drogendijk & Holm, 2012). In such divezsgironments, the flow of information
influences the degree of control exercised by #remt company. (Hoque & Chia, 2012).

2.4 Internationalisation and importance of MCS

Acording to Malmi (2013), the control system indmtational companies is similar to home
companies but they are designed in the global gbnta the global context, cultural
differences have influenced the way informatiogeserated and used. The strategy adopted
by the organisation enables to manage internatigmedations and thus, allows achieving the
objective through determining success factors, Wwhace relevant to its strategy. The
determination of these factors decides the degfeitonomy and management system to
design control system for the operations. CasilBegpero and Sapienza (2015) added that
management processes adaptation in the globalosmvent is slow and complex. The
multinational companies are influenced by local ggovnent and global competitors, which
forces to integrate management systems at both éochglobal level. The global business
environment complexity and multidimensional chandgles organisational structure and

processes for decision-making.

2.5 Simons Control Framework

Simons (1995, 2000) suggested four levels of corfteamework, which are interactive
control systems, diagnostic control systems, bognsigstems and belief systems as seen on
figure 1. The control system is developed and imglleted through integrating these levels

of control. Organisational changes affect the reteship between department and employees.

11



The control perspectives encourage desired behavaond outcomes. The purpose of control
system is to regulate the activities and operatiban organisation to achieve outcomes in

accordance with the objectives and expectation@tbntroller (Simons R. , 2013).

a 1
Belief I Boundary
1
systems : systems
1
Core : Risks to be
values : avoided
1
Business
strategy
Strategic Critical

performance
variables

uncertainties

Interactive control
systems

Diagnostic control
systems

Figure 1: Simons Control Framework

Simons is considered to be the number one guruanagement Control literature and he
proposed MCS typology integrating organisationabremic and social aspects and
elaborated the control concept through beliefs,ndaty and interactive and diagnostic
control system for strategic control. Interactived aliagnostic control systems interact and
work together to implement the strategy as wellpasition itself for changing business
environment. In addition, diagnosis systems arerival controls but do not align organisation
and strategy. Therefore, it is important to setdinategy first and then implement the control

actions and initiatives to accomplish the goaltheforganisation

First of all, it is worth mentioning that Simonsself is recognises that each these systems
are not enough if used individually. There has &aorelationship between the different

systems and used altogether to achieve bettertsefiudgnostic Control Systems (DCS) are

defined by Simons (2000) as thfmrmal information systems managers use to monitor
organizational outcomes and correct deviations fiomasent standards of performancé&s

we saw before with Merchant & Van der Stede (2008%ults control possess similar

characteristics as DCS. The main criticism to theggems are by Tessier & Otley (2012)

that argue that DCS are not systems but just gessrs of how managers exercise control.
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DCS can be seen by Simons as to eliminate theamns¢ed of monitoring by the managers,
with these systems only corrective actions are eg&then significant deviations are alerted.
According to (Chapman, Hopwood, & Shields, 201lggdostic control systems (DCS)
enclose the formal system of information for thenagers to monitor the outcome and take
corrective actions against pre-defined performastaadards. DCS focuses on the efficiency
and control systems where controllers can reporianee in information by evaluating
critical performance variables. The important goalimplementation of DCS is strategic
implementation and reviews the critical performawagables for strategy, which may result

in the success of the business. Interactive Coystems (ICS) can be defined by Simons

(2000) as the“formal information systems that managers use taspeally involve
themselves in the decision activities of subordisiatRather than focusing on performance
variables, Simons sees the ICS as being focuseshmnging threats that could go against
what is posed as the business strategy of the izagaom. Simons basically addresses ICS as
a face-to-face (more personal) type of control. -fgnagement needs to understand what
type of information they rely on as valuable to e vision and strategy of the company,
and promote debates with employees to better utashersf corrective matters need to take
place. Davila, Epstein and Manzoni (2014) stated ftimteractive control system facilitates
the managers to involve themselves in personalregdlar decisions of subordinatesThis
face-to-face approach can be important to havetartsense of reality and track new ideas or
organizational learning that can be catalyst fdiorimation management with strategic

feedback that can used for the development of mqtians.Belief Systems (BS) can be
defined by Simons (2000) as tHexplicit set of organizational definitions that rser
managers communicate formally and reinforce systieally to provide basic values,
purpose and direction for the organizationEmployees in an organisation may adapt
different behaviours that go against what the camipsbjectives are, and this belief systems
define the values and direction the employees rteedmbrace to follow the direction
imposed by the company. Simons (1995) states tieatvalue of Belief Systems rely on
clarifying the place of the employees inside thgaoization providing them with meaning
for their work. This meaning is set to contribubeenforce the direction of the company and
avoid deviations. Simons also states that by giangployees a sense of purpose in their

actions it will diminish their intentions to adoparmful behaviours. Boundary Systems

(BDS) can be defined by Simons as theles, limits and proscriptions tied to defined
sanctions and credible threat of punishmenl. the modern organisation, (BDS) are

embedded standards, with enclosed codes of corhaciethical behaviour. Managers are
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faced with new challenges and opportunities totergalue and overcome the obstacles and
sometimes, human nature and employee autonomyefluelith performance reward might
result in dysfunctional behaviour. The BDS can bensas codes of conduct that are not
rewarded but simply something that has to be faddwo protect the best interests of the
organization. One clear idea of a BDS given by 3isnés the designatetktructural
safeguard”,by defining clear structure of authorization angregation of duties, diminishes
the possibilities of harmful behaviour comparedatsituation where a lot of power and
authorization was focused in different employees, ewen worst, if those levels of

authorization were not clearly defined.

2.6 Defining Controller

To finalize our literature review we will take aagke at the controller role inside an

organization and how it evolved into an importaps$igon in our days.

Different authors have pondered about the evolutibthe controller. Since the late 1980’s
literature has deepen the changes in MCD and theatlers themselves. (Esmley, 2005).
According to (Nurdin, 2011) the controller is reapible for the flow of information,
financial and non-financial elements, which suppgtanning and control system within an
organisation. The role of the controller is to sopghe competitive decision of business
through information gathering and evaluation arfthiénce business operations and strategy.
Controller has become a strategic business pabtnheroviding information to management,
which influence and shape the business decisiorttarg] has become an integral part of the

management process.

2.7 Controller Role and responsibilities

Weibenberger et al (2012) added that controllerides simple support to the organisation
for both strategic and operational management.rdleeof the controller has become one of a
business partner and has a direct contribution rdsvasupporting management in the
decision-making proccess. In modern managementratlems create value for the business
through the application of tools and techniqueartalyse and evaluate business performance
(Weber, 2011).

Lambert and Sponem (2012) identify four types ohtoalers that can be found inside

organizations. We can find controllers that areufmd more exclusively on mechanical tasks

14



and others that assume an integral part on theéssi with important input for the decision-
making process. The analysis of those four typesoafrollers can give us a clear overview

on the evolution of the role. First of all, the Enste Controllers tend to perceive themselves

as being the local service teams with limited adtho This is mainly the case when

managers with whom they contact and pass informatio not realize the usefulness of their
analysis, so they are reluctant in allowing thesetrollers to interfere with strategic issues.
Discrete controllers divide their time, mainly, Wwetn reporting activities and budget
monitoring, having the general image of burocrdiimensions not involved in the business

itself. Secondly, the Safequard Controllers or BapkControllers tasks tend to be similar to

the ones of the discrete controllers and inclugmnéng, preparation and monitoring of

budgets and meeting the regulations of the maiket. position of a safeguard controller is
conceived as a turning point in the careers ofréutirectors where they can start to get
sensible to financial aspects they will have tolde#&h in the future. Despite the

familiarization with the financial dimensions, thesntroller also has little influence on the
business itself, he just promotes the creativekthghof managers without having a voice on
strategic matters. Thirdly, Omnipotent Controll@r® seen as the controllers that provide

essential information and financial data to takategic decisions. Their inputs already carry
a sensible degree of responsibility so they arallysaalled-in for regular assessments with
the financial managers, as the managers rely imahe@d continuously on their inputs.

Even though they still handle important routineapbudgeting and performance analysis,
these controllers already a have a prominent mlthe decision-making process. Finally we

have the_Controller as a business partner. Thikesclosest to the up-to-date role of the

controller, with a high degree of authority andvegg the local management. Their time is
mainly dedicated to operational questions, questibiat are compared to the ones of the
higher-ranking figures which make these controlkies right arms to the managers to base
their decisions. Up to now this type of controlierthe most involved in the business and

management of the company, leaving routine and arechasks to second plan.

The existing literature, associated to the receetbpments of MC and the role of the
controller, can be seen as an emergence of thestoobroadening its functions, tasks and

involvement in the business process of an organizéBurns and Baldvinsdottir, 2005).

With the objective of characterizing the contemppnales of the controllers with a deeper

understanding of the nature of these roles, Brynd Rierce (2007) investigated the
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characteristics associated with the tasks perforimgdhese professionals. The authors
identify the skills a controller must hold, whicheabusiness knowledge, interpersonal and
communication skills, computer skills, technicalolinedge, flexibility, personal qualities,

monitoring control and organizational influence.e$h skills are seen as crucial when
referring to the controller that aims to advise agers on the direction of the organization.
The technical skills are seen as important to weitk softwares and integrated information
systems, while the psychological skills are seeimgmrtant to strengthen the relationship
with the managers as well as to include valuesfitdiency and accessibility. (Bryne and

Pierce, 2007)

From the back office to the front line

FRUMA

Insight

Comitort zone

Figure 2: Controller Role and responsibilities

Figure 2 gives us a clear notion of the contraltde and responsibilities within a company.
Byrne e Pierce (2007) show that, depending on iddat attitudes and personality, controllers
can have a high influence on the design of them ooles that justify the growing orientation as
their role of business influencers. The managersentrollers ceased to be involved only on
more routine tasks of preparing standardized repamd analysis and interpretation of
information, to become truly involved in the anady®f operations. Controllers need to be
acquainted with all important issues and need te he ability to comment on the viability of

the business, assisting and engaging with manageds directors in the decision-making

processes.

Currently, the management controllers assume aofajeeat responsibility in relation to various
departments of an organization. Their benefit iqanizations evolved in the sense that it adds

16



value to their functions, when developing strategartnerships with operational managers,
keeping a relationship that goes beyond providingloers, results and indicators. (Vicente et al.,
2009). In this sense, a controller in an orgamratoday, must be involved in an integral way in

the decision process, providing essential inputpfoper deliberation of strategic decisions.
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3.0 Research Methodology

Creswell (2013) explains that research is a sydiemeocess of investigating and inquiring a

problem. Research theories and methodologies drgvmmg or right but research method

selection is dependent upon the need of researelnershe objective of the research. The
researcher can select an appropriate method te\eclhine outcome of the research and its
design defines its success. The research desigondition and arrangement used for data
collection and analysis to achieve the objectivéhefresearch.

3.1 Purpose of research

Gliner, Morgan and Leech (2011) stated that theearh purpose is explanatory or
descriptive and these categories are not mutuattjusive. Exploratory research is used to
explore a social phenomenon or setting and beginwith exploration. It is useful to provide

background information for further research eittiescriptive or explanatory. The usefulness
of exploratory research is that it helps to deveddpetter understanding of the problem and
thus, the focus of research is broad. The exploragsearch aims to identify variables and

issues to provide ground for «what» and «how» s@@ngNeelankavil, 2015).

3.2 Introduction and Advantage of Case studies

According to Yin (2013), case study approach teaesh enables the researcher to explore
the phenomenon from a context of multiple data esir Exploring a situation through
multiple lenses increases the validity of resultd also ensures that multiple dimensions are
being taken into consideration. Case study desigmseful to answer the research question
based on ‘how’ and ‘what’ context and, moreovers itiseful in situations where boundaries

are unclear between the context and phenomenond$iti® 2010).

Case study offers flexibility to understand thensg@ in a social context that allows the
development of a holistic perspective of a rea-lévent. Case study is based on
constructivist paradigm, which claims that truthredative, but the subjective human nature
gives it meaning. The notion of objectivity is mefected and it presents a premise of social
construction of reality. Therefore, case studiesable to explore and evaluate the real-life
contemporary phenomenon and provide a real desgripaf situations and scenarios.

Another advantage of case study approach is thatant focus on specific cases and

18



collaborations between participants and researdhatsnable a better understanding of the

actions and facts (Farquhar, 2012).

3.3 Reliability and validity of Case study for thisstudy

According to Yin (2013), case study is useful fordiepth analysis of a particular scenario
and narrow down the border perspective to preséotistic view. Case studies are a reliable
tool to explore the relationship among the keyalalgs and it is useful to present gathered
information of events, observation and quotes tpla®, in this case, the evolution in the
Management Control of AR and the increased respiitgion the controller role. Moreover,
gualitative approach best fits with the case stadg allows validating the results through
exploring multiple sources of information and deyethe holistic perspective for multiple
variables. A case study is useful to validate thsult through exploring and examining
models and theories in social context and for gtigly, the framework of Simon (1995,

2000) is used to examine the variables and cotiteotontext of AR.

3.4 Motivation and Data Collection - Amorim Revestnentos (AR)

In the next chapter we will introduce the companyfite and have a better understanding of
how the controller dynamics work inside the compafiR global presence, market leader

position and my position inside the company prosidwtivation to examine our variable.

The information collected for this report was gagaethrough my job experience within
Amorim Revestimentos in their Swiss subsidiary alsh with discussions in the Portuguese
headquarters with the head of management contnoartteent, the head of the finance
department, two members of the control departmemt the head of the accounting
department. Through this experience, | was ablentdyse firstly how the management and
control department works in Portugal and secondby hthe sale units adapted to the
management and control systems and processes. dtaewhs also collected through
observation and personal analysis of facts andtevBue to competitive nature and privacy
issues no personal or confidential company infoionatvas collected or presented in this

report as well as sensible issues that the compigigrred not to be published.
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4.0 Case study: How internationalization impacted MCS at Amorim

Revestimentos

This case of study investigates the changes imtsite; processes and functions of Amorim
Revestimentos’ Management Control Department (M@DY evaluates how controllers
contributed towards the evolution of Managementt@bisystems (MCS).

4.1 Amorim Revestimentos — Company profile and relence for case study

Corticeira Amorim is the holding company of AmoriRevestimentos and it is the world’'s
largest producer of cork solutions and the moserirdtional of Portuguese companies,
leading the whole sector. The figure below illustsathe different companies that are part the

group.

Corticeira
Amorim

Floor & Wall

: Insulation Cork
Coverings

Raw Materials

Cork Stoppers

Composite Cork

(Amorim &
Irmaos)

(Amorim
Florestal)

(Amorim Cork
Composites)

(Amorim
Isolamentos)

(Amorim
Revestimentos)

Figure 3: Organigram of Corticeira Amorim

The company had annual turnover of 605M € and edes,5M € in R&D and innovation in
2015. It sells 4,2 billion cork stoppers annualhggossesses 84 companies and 29 industrial
units. The next figure presents the company’s ggaigcal as cork oak forests in Europe and
northern Africa. The forests extend to 7 differenuntries: Portugal, Spain, France, Italy,
Morocco, Algeria and Tunisia.
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PORTUGAL

Figure 4: Cork Oak Forest distribution

As mentioned before, this case study is based erMiinagement Control Department of
Amorim Revestimentos (AR), a company responsibtetfe production of flooring and wall
covering in cork. The company is based in Aveiror{égal) with two production units in S.
Paio de Oleiros and Lourosa with a total area d&f.A@ m2. The finance department is
constituted by 22 people and is based in Oleirdseres | had my first contact with the
company. The company has a worldwide presence icodhtries with distribution units in
Germany, Netherlands, Switzerland and USA. AR &B® joint ventures and representative

offices in Denmark, Poland, China, Russian andrlapa

AR gains its advantage in the flooring market byngghe multilayer CORKTECH structure,
which combines state of the art technology withekelusive natural properties of cork. With
this, a higher standard in flooring and wall comgrivas achieved. As seen in AR corporate
presentation, The CORKTECH structure adopted inflalbring articles combines five
important drivers. First more silence, as cork isatural sound absorber. Secondly, natural
thermal insulation, as cork unique features prowageémal floor temperature all year round.
Thirdly, walking comfort, as cork offers a natufigiibility that provides a unique comfort in
movement, contributing to a reduced sense of fati§ourthly, body wellness as the flooring
softness eases the heel impact, relieving straifeet) joints, legs and back. Finally the last
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component of CORKTECH is the impact resistance.kBoelasticity and compressibility
allows it to adapt to pressure, consequently, dasgrshocks and reducing the risk of objects

breaking on impact.

The Management Control Department is located iR&0 de Oleiros, in the head office of
the company in Portugal. It is currently constitlby 3 controllers, one of which is the head
of the department. They work closely with both #@ecounting department, the finance
manager and the individual controllers in eachhef subsidiaries. Each subsidiary has one
controller that is responsible for all financialdaaccounting aspects of the company. |
decided to build this case study as | am curretit business controller in the Swiss
subsidiary and have constant contact with the M&[Poartugal as well as with the financial
manager. It was a great opportunity to understahdtwhanges took place in the MCD of

company as well as understand the increased rabgibn®f the controller role.

4.2 Evolution of Management Control Systems and thencreased responsibility

of controller role

4.2.1 2003 and first waves of change

Prior to 2003, MCS in AR were managed through btidgeand variance analysis almost
exclusively. This traditional MCS approach was lbaea the perspective involving output
control and measuring these results against exXpmttéor corrective actions. However,
functional changes took place in the AR in 2003ptlgh implementation of ‘Balance
Scorecard’ (BSC). The goal was to achieve strataligmment between the departments and
functions of the international business units. Awas said by the head of the Management
Control Department (MCD) in PortugalAR was becoming too dispersed, lacking the
collective focus on the same objective by all depeants, it was important to organize our
ideas and resources for a common goa, the BSC argsmportant to organize our ideas in

a more clear wayl

4.2.2 Increased importance of the controller

From my contact in the company | could see the mamce of the BSC, as this strategic
review process in AR was extended to a large nurmbdepartments and stakeholders. After
the implementation of the BSC in all subsidiarigbe controllers facilitated the
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implementation of strategic maps in an analyticalywacross all subsidiaries. BSC was
designed through the integration of different obyes to achieve the range of strategic
initiatives in all business units. Stating the heddMCD: “The controllers integrated the

information flow to support decision-making and leleathe achievement of a strategic
alignment between Amorim Revestimentos and its sales’. This highlights, most

importantly, the need of a controller as a businpagner, a controller that provides
invaluable information to decision-makers whicls@nething | deal with on a weekly basis
in Switzerland, where my input is valuable to maleeisions not only for the management
director in Switzerland but also to the financiabmager in Portugal. Consequently it
highlights the incresed responsibility atributedhe individual controllers in each sale unit.
Sating the financial manager of ARTle analysis conducted by the controllers are ef th
utmost importance for executives to base theirgi@cs therefore we could say they were

important to achieve the strategy proposed in ittt place'’.

4.2.3 Impact of the 2009 global financial crisis

The global financial crisis of 2009 affected selyereany European companies and AR was
no exception, and an evident decline in its finahperformance took place. The BSC was an
excelent tool for AR in its time, but a differergraach had to take place at the moment. As
said by a member of the control departmeBSC was essential for AR to organize our ideas
and better manage our resources for the long-rut,itn 2009 we had to implement more of a
prompt cultural change in our department and in thieole company.’"We can understand
that actions had to be taken that would have awstlimmediate impact on the company. In
this situation controllers had to draw a map tatde all the areas of the business where
resources could be better allocated without affigdine core business of the company. As the
head of MCD stated:dt the time we asked every controller in each kessrunit, as well as
the controllers in Portugal (...) to come up withl@ast 10 different ideas where resources
could be better allocated (...) their ideas and attiovere paramount to better our results
Despite not wanting to share which ideas were gigad which were adopted by the
company, we can clearly see the importance and tagisideration given the controllers
inside the business that helped create a respenaileintality within its employees and
transformed into great results for the company. pResthe informal matter of the
conversation, the head of the accounting departstatgd thatif a deep crisis were ever to

hit Portugal, AR would be one of the few survivgrs) And that's due to the mentality that
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exists heré With my experience inside the company, | camaclstate that AR is a very
responsible and solid company (a matter to disauss different study), and this cultural
behavior was cemented after the financial crisi2@ff9, an event that required controllers to
have a direct impact in decision-making.

4.2.4 MCS and restructuring of 2009

We saw, beforehand, that after the financial criseye was an increase in importance and
reliability that controllers have inside the compamMNow we can take a look at other
important impacts on MCD and the role of the cdigroFor example changes in priorities
and customers took place at the time. A simpleornst profitability analysis gave the clear
idea that some of AR clients at the time were git@much importance just because they
had high sales amounts. In reality, these customnvers not as profitable as the «smaller»
customers that gave AR higher margins. The hedadeoMCD stated: At the time we were
too worried about the big names and big clientsit twe forgot that the small clients put
together were giving us much better net results.avdysed who are the clients that really
matter and that we should focus on (...) we encoutadlethe controllers of the business
units to do the sameThe controllers on the MCD advised executiveediors for this
situation which resulted in a shift in the custosh@ortfolio of the company. Stating the head
of the financial department:olir mission was now to attract and retain high ‘alu
customer§ This situation, consequently, cemented the visid the companyAR wants to
have (...) higher profitability than the market avgea This resulted in higher sales margins
and consequently higher profitability in the follog years. We can also clearly notice here
the evolution of the controller from traditionalcatintant to someone who provides internal
analysis for effective important decision-makings@\ at this time, administrative control
changes occurred in AR which re-shaped the stre@nd governance in the company. The
MCD wanted to be more focused on the performancehefsubsidiares and have efficient
ways of controlling them. As the head of MCD statédAt the time (...) we wanted the
subsidiaries to have less autonomy and for us te @beasily and rapidly understand what
was going on the companies (...) we didn’'t want tsurprised by deep analysis done only
every few years, we wanted to have constant coatrdlinformation in our hands (...) the
monthly videoconferences as well as the quartetsvése nowadays paramount to achieve
that’. This videoconferences, that I've been a partm@ny times, are a splendid way to

exchange information, concerns and discussionsondt from Portugal but also from
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employees on the sale units. We discuss generémndike challenges for the future, what is
going well and what could be improved, but alsoc#medetails that are important for the
well being of the company, for example delays @ialilty in scheduling production of items
in Portugal, concerns about a low margin of a d$mecilient, information about stock

provisions and evaluating client credit.

4.2.5 Contribution of the controller

At the turnaround of 2014, AR defined a new progcaited “Ambition 2020”. This program
was introduced to clearly define where the compamy, more importantly, its subsidiaries,
want to position themselves in market and whaeéds to be done to get there by 2020. As
said by the head of the MCDAmbition 2020 was something that we created topkeer
subsidiaries with concentration and ambition togkaur planned objectivesThe MCD is
responsible for monitoring the yearly developmenmttiee program and realize if the
objectives are being met or not. | was present meating where the 2016 goal was being
discussed, with a controller from Portugal and rifrenagement director in Switzerland. We
went to an extensive analysis compromising for edamclient satisfaction, growth
strategies, sales analysis and product offeringyfaihich was prepared beforehand by the
said controller from Portugal. We can clearly ursteend the proximity of the controllers to

the business and how well it is necessary to utelsast.

With this program it was also defined very clealpriority system inside the MCD. As said
by the head of MCD!In our department we would find ourselves swampath work
sometimes (...) it was necessary to give responstsr fand more accurately to urgent
matters and issues and not treat every situatioacagl importanceThe new vision was to
incorporate a system inside the MCD that could gedpfaster to more urgent matters and
also act faster when alerts sounded. For exampth, the financial closing of the month,
there is usually a lot of requests for the MCD @ittvith doubts, concerns or questions. And
during this time, while | was still in Portugal itwessed the controllers prioritizing e-mails in
a list of immediate action, urgent and normal. Allsdéhe same way, they prioritized tasks in
the beginning of the day to take care of the magent matters first. Quoting the head of
MCD: “At first glance this priority management might sedasic and unimportant but it

made a big change in the organization of tasks@mthlem-solving inside the MCD”
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The Ambition 2020 program and the restructuringha& company represented operational
and strategic changes for AR, always with an irsgomal-focus. As always every new norm
that is created in a multinational company needba@romptly put into action by all the
subsidiaries otherwise it could pose a problemauk |of efficient implementation. The
restructuring that took place in the company pasea norms to be adopted. Controllers in
the sale units, myself included, have now morenofitejustify their actions with the MCD in
Portugal. For example, every invoice payment thratikke has to be signed and supervised by
the financial manager in Portugal. This examplénlghts the fact that the new dynamic in

the company where more control is exercised orstihsidiaries.

Also, before diminishing the autonomy of the sulasicompanies, AR faced a big problem
of product offering. AR wants their subsidiariesmainly sell the articles produced by AR in
Portugal, but since the subsidiaries were at tme tvery autonomous and only concerned
with profit maximization, they were offering a widenge and variety of products, sometimes
even from direct competitors of AR. Regarding tkituation the management control
department had to make an analysis of what is tin@rmam threshold of products that have
to be sold that are produced in the factories inugal. Only if that quota is guaranteed, the
sale unit can consider offering other lines of mad. The head of financial department
stated:“Even though our subsidiaries run as independentpanies, me and you can'’t
forget they are our sale units (...) we need to adritre product offering very close and pay

close attention to deviations from the thresholds”.

One situation where | contributed directly to demsmaking happened a few months after |
started working in Switzerland. Some of our produdbn’t includ in their margins the

transport costs. And | noticed a specific articlalk was giving us positive margins when in
reality it was negative after adding the transpasts. The discovery of this situation was
very important, because we found out other salésumad similar occurencies. After this

episode, it was required to all the controllersalhbusiness units to add on the ERP the
transport cost of every item sold as so to affectiodividual product margins so MCD at the

head office can make a more thruthfull analysis.

4.2.6 Conflicts and controller increased responsibity

The existing challenges for AR are mainly the cotdl between the sales units and the

business in Portugal. The differences in prioriteasd capacity constraints hinder the
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performance of the company. For example, | wasdfagéh a situation where the head office
in Portugal required us to increase sales in arm@ted article (which | am not allowed to
mention) but our management director and salesr@mexd the product can't be successful
in Switzerland. We can understand that sometimeretls a distance between the needs in
the head office and the needs in the subsidiatreghis particular situation | was the
intermediary between our director and Portugal @tttbugh the head office has the power to
claim higher sales of a pre-determined product,ldbal knoledge of the market sometimes
supersides that.

To highlight controller contribution | will descrbanother situation | was faced with in my
experience in Switzerland, concerning logistic sosince we are a small company in
Switzerland we don’t own a warehouse to stock @adpcts, we use a stock hotel company.
This means we pay a company to stock our products leandle the shipping to the
customers. Obviously this has huge costs, and tG® M Portugal enquired me and our
director of ways we could decrease these costsveasi having a big impact on our balance
sheets. Given this situation and after debatindy wiir director we realized the only viable
option to decrease costs would be to negotiate-da¥)2-percent payment discount. This is
an ongoing negotiation that at the time of writihgs report is not yet finalized, but if we
manage to arrange this discount it could have atip@smpact of close to 10% in our
monthly net result. Besides the stock hotel supplie already negotiated the same terms of

payments with other suppliers that also impactegitipty our net result.

4.2.7 Evolution of the management control and contilers

Through observation | can state that there arenabeu of management controling tools and
techniques used for information analysis whichvadiaeal-time tracking and monitoring of
data. For example, our ERP system enables thetimsalevolution of sales by producing
daily, weekly and monthly reports by, for exampleduct, salesman and family of products.
Quoting the head of the MCDBefore we only knew the sales amounts after thatmwas
closed (...) and it would be difficult to gather thmounts by products or country (...)
nowadays with a simple click on the refresh buttencan see our sales until the previous
day (...) the time we used to spend gathering infoomave now spend analysing i&gain,
we can see how the role of the controller evolvedsimple routine tasks like extracting
information, to spending that time making valualalealysis to help managers make
decisions. Moreover, the information allows monitgr for example, stock availability and
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cost control. Also, by forecasting resource neessjuate employee performance, making
budgeting and variance analysis basically shapesdhtrollers and the head of the MCD the
right arms of the CEO and financial director of tiemad office in Portugal. Quoting the head
of the fianancial departmenrtYou (business controllers in the sale units) atg eyes and

brains in the sale units (...) you need to understamd help define everything that’'s going

inside the company and be able to explain it iéservation insurges”
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5.0 Conclusion

The data analysis shows that the company has exged a number of changes in structure,
processes and functions over the years and caetrbdls contributed to MCS evolution
through information sharing for timely decision-nrak and updated routine ‘checklists’

homogenized in both Portugal and international islidnses.

AR implemented the balance scorecard in 2003 teewehstrategic alignment between the
departments and functions of business units andlesacontrollers in Portugal and all
subsidiaries to manage the functional changes armgement the BSC to increase the
business efficiency and productivity in AR. The tolters have now to integrate financial
and non-financial information flow to support theusture and function for timely decision-

making and achieve strategic alignment not onlgantugal but also in all the subsidiaries.

The global financial crisis prompted the need tomage the decline financial performance. A
corporate restructuring took place where the ‘Managnt Control Department’ and the
controllers in the subsidiaries played an importahé by providing thorough analysis and
information that helped AR reaching better resitso, we saw that with the restructuring in
2009, MCD provided less autonomy to the subsidsaabroad by preparing an interactive
control system and a results control mechanismsesn by Simons (1995, 2000), with
monthly video conferences where they question theagement director and controller of
the subsidiary. With client profitability analysi®ICD advised executives to shift the focus
from big, but low margin, clients and focus on #maller, more profitable ones. This shift
resulted in a change in customer portfolio and éelgement the company vision by
attracting and retaining high value customers. Wfitis implementation and remembering
Lambert and Sponem (2012) we can see that conmgollee seen as business partners,
providing valuable analysis and judgement to helpnagers making operational and

structural decisions.

Another change that took place on the MCD was tinaripes program. A new vision that
enable the controllers to respond faster to mogenir matters and act faster when alerts
sounded. This is an increased important tool bytithe of the closing of the month, when
requests from every sale unit usually pile up | MCD and could hinder their performance.
Also, the reduced autonomy given to the subsidasean important change in MCD and the
company itself. Now the head office has a stromgesition inside the business units where
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they control more closely the product offering bétcompanies. Also, with the payment
authorization process from Portugal, we can clesely an action control, as seen by Simons

(1995, 2000), that tries to prevent harmful beharsdowards the company.

Finally through my observation, | can clearly ske tesponsibility addressed to me and the
other individual controllers of the business unit&e need to provide timely information and
analysis every time it is prompted by the MCD. Als@ould already contribute to a more
truthful sales margin analysis by MCD in Portugal well as to a better net result by

negotiating payment conditions with different suegsd in Switzerland.
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