Behavioural Accounting
Introduction
Accounting information, facts and figures are the basis for decision making.
Decision making is done by people and directly affects other people. Both the data and the decisions are environmentally produced and attempt to influence the behaviour of the people concerned
Accountants have to have some working assumptions about the receptors of the information and when the question is asked ‘why do you need this information?’ it is not done out of any sense of self defence but more a realisation that the wrong data for the wrong question can have unintended consequences.
If Accountants have a weather eye on the broader operational capabilities of the organisation, then they need to understand the prevailing cultures, the way the organisation operates, the underpinning political and cultural processes prevail. The numbers they produce are quite powerful in the sense that they underpin many major decisions. Many people have a vested and personal interest in the veracity of the data presented for decision making and many organisational control decisions flow from the compilation, dissemination and analysis of basic numerical data.
Organisational controls such as budgets or departmental plans can have real influence over people’s behaviour at all levels from the CEO downwards.
Simple tools such as a budget may described as target setting, aspirational, top down, bottom up and may other varieties. The important point here is again what use is the budget, and what the desired outcome is. Similarly investment appraisal techniques may also have fundamental flaws if the subjective elements in the assumptions are not properly addressed and compensated for.
Similarly the role of accounting data in the evaluation of personal and corporate performance is an area where behaviour can be influenced.
If you add to these issues the fundamental issue that all data is ultimately prepared by and for humans with subjective biases (either conscious or unconscious) then attempting to ‘manage people by numbers’ or indeed recognise the behavioural aspect of accounting and it’s influence means understanding the methods used in compiling the data and how it is presented and how it is received (or indeed, perceived)
The situation becomes more complex when a mix of leadership styles, political structures and cultural values are added to the information mix.
Thinking
A lot of the time receivers of information have other things on their mind  so any Accountant faxed with the challenge of getting a message across has to deal with the audience perceptions and concentration levels.
If you also understand the framework of how groups and individuals make decision then your material can be tailored accordingly.
The other issue is of, course the way the mind works when making decisions and overcoming instinctive reactions on the receiver in order to get the message across. This is what was mentioned in the Behavioural Economics piece.
Some information is assimilated easier than others, deciding to have tea or coffee is an easier decision than understanding an investment appraisal.
The message must therefore be as simple as possible and as legible as possible (even down to the right typeface and colour of font). People don’t like strain and effort when decision making. Also nobody likes surprises (good or bad). There are many variations on these themes and presentation is everything. The Accountant has to be believable as there is an undoubted ‘halo ‘effect when information is presented with gravitas and credibility acquired from previous presentations .
If you understand some of these basic principles then the message will be received easier by the audience. People do not want to commit to excessive thinking time , this leads to a concept of 
Thought(ful) Accounting
 As in most walks of life, thinking is not the same as doing, so it is with accounting, thought accounting is not just reporting, indeed it is not just accounting, but a more empathic approach to how numbers have a meaning.
‘Thought accounting has a special quality. 
In thinking about the effect the numbers have on other people, the accountant is ‘mentalising’, in other words   understanding  others’ behaviour in terms of their emotions and ways of reacting to performance measurement.
Research suggests that if accountants talk to end users about their feelings on receiving KPI measurement or other performance related criteria then this very process seems to accelerate the development of empathy and enhance communication of the intended message. Connecting to how we feel and think helps us to understand how they are receptive to information.
Thought Accounting means examining your own thoughts about the intended message and  it’s resonance with various end users and other professionals. Although the evidence is at this stage only suggestive it does indicate that people find the process of thinking about thinking stimulating and powerful.
It is almost the golden rule of Thought Accounting that you should report numbers as people would like to receive and perceive them rather than following your own agenda on presentation and clearly having your fingerprints all over the numbers just to prove your own point. 
There is also evidence that end users financial literacy’s learning is enhanced when they spend time thinking about how they react to the numbers  and how they ‘learn’, so Thought Accounting has a very important role to play in behavior and response.
There are various ways we might explain the power of Thought Accounting.
The prosaic explanation is simply that it is inherently interesting, in the way that, say, discussing how  multiplication tables can be learnt by rote (i.e without thinking), although deep down it is how you develop the instinctive feel in numbers so that you can subconsciously alert yourself to things that look wrong, even though the numbers appear to be sound.- this is the essence of ‘thought accounting’, not just accepting numbers per se because they are self evident, but looking at how these numbers are put together, the intended consequence of how they are displayed and the framework in which they are set.
A psychological explanation would be that ‘thought accounting’ doesn’t just provide us with information but it encourages a deeper more powerful type of introspection. This, I guess, is the idea of ‘mindfulness’, as the practice of meditation is now often called. This takes time and practice.
The  neurological processes are key. What is it that happens when the  brain has time to reflect? Is it something akin to what happens when we stand between two large mirrors and our image rebounds into the distance? When we receive numerical data do our thoughts bounce around looking for patterns that we recognize ( usually based on past experiences) or are we just thinking out loud, hoping that a pattern will emerge, generating more neural connections than occur when we simply think about something outside us?
People ( end users) will always have different styles of learning, different personality traits and different ways of understanding information, what works for one department  may well not work someone else.
Similarly time pressures on different occasions may well mean that the delivery of the same data has to change to be heard or recognized.
 NLP practitioners would have a field day when we examine how people relate to information and how they prefer to receive it. 
Thought accounting is therefore a two pronged process
Firstly the originator  (accountant) needs to carefully frame the message and then deliver it in  a style that he knows will get maximum attention and correct interpretation.
Secondly the user need to understand the conceptual framework in which the information is delivered and understand that the delivery may not be quite perfect for him but nevertheless there needs to some effort of thought to interpret what is actually being said and the intended message. 
So I guess in the final analysis Thought Accounting is all about communication and how we receive/perceive data.
Underpinning this is a mantra that Accountants have a duty to improve Financial literacy around the place because
· It makes it easier for them to get their message across when literacy ( and understanding ) levels are high
It puts the numbers in the subconscious and instinctive part of the users brain and therefore ‘thinking’ time is kept to a minimum. There is an educative role to play
Educational Accounting
Accountants in an organisation not only have a duty to inform, they also have a duty to educate. Education is a two way process, not only does the message have to be meaningful and relevant, the delivery of the message also has to resonate with the recipient.
The educative process by which the message is delivered is therefore crucial. Understanding how an organisation creates and absorbs data, how individual act and behave in groups and how individuals like to learn is an important part of Educational Accounting
Learning styles
Let’s build this up from the bottom, taking the Accountant first..
If we assume that the organisation promotes learning and encourages people to explore all facets of organisational  life, then a clear understanding is required by the Accountant of how his own learning style can be adapted and how the intended message can be effectively delivered.
One of the ways an Accountant can communicate effectively is to first understand  how knowledge is absorbed. The frameworks developed by Honey and Mumford has four main  learning styles, being Activist, Reflector, Theorist and Pragmatist.  Producers and recipients of information will have a cocktail of learning styles and can adapt depending on circumstances, however , under stress, or when time is short, people will have a pre dominant default style which can be identified using the questionnaires developed by Honey and Mumford. The overall idea is for the Accountant to understand these styles and deliver the message accordingly. Activists, for example can get bored very quickly and only want headline info, Reflectors on the other hand want to go into ( sometimes excruciating ) detail.   Theorists may well want to understand the framework and model upon which the information is founded. The job of the Accountant then is to create a learning experience that resonates with their own and other peoples learning preferences and styles.
This educative process  therefore  involves knowing the type of preferred learning style of the Accountant in the first place, as understanding your own learning style will help understand others .
Activist accountants generally take an optimistic view, and try to encourage dialogue with the recipient of the information, quite often they ‘think aloud’ and encourage feedback, what they lack is provision of a framework in which the information is given, and quite often get the context wrong, failing to have asked the basic question of ‘what do you want this information for’. Activists in general are not so good at giving out different learning experiences to other people. This is especially so as it goes against the stereotypical view of Accountants  who are regarded as a ‘safe pair of hands’ . An activist accountant may well come across as less risk averse than most. Behaving as an extreme activist therefore will put people ill at ease as they are not expecting uncalculated risks.
Reflector accountants tend to be more controlled in their output, conscious that their information sources have to stand up to due diligence. They are very precise with their data collection and want to be given time to get things right. This is nearer the stereotype, however the drawback is that quite often the luxury of time does not exist and their lack of surety quite often gets translated as indecision. They are not good at thinking on their feet in response to changing environments
Theorists Accountants try to present data through clearly stating the underlying assumptions and ‘framing’ the data and asserting the logicality of the numbers, they do however also state complexities of the numbers  but are reluctant to see their assumptions challenged. They are not so good at developing action plans.
Pragmatist Accountants on the other hand revel in responding to new information, ideas and technologies, being more reactive and responsive they tend to favour towing the party line along established procedures. They are not great lateral thinkers, but prefer their decisions to be made along established rules rather than creating new policies.
Useage and abuseage
Clearly, if Accountants know what kind of learning activities they are likely to provide through their output, or the way the output is delivered , then the intended message and the learning opportunity will be grasped by the recipient. The best Accountants will seek to positively fill the gaps in other peoples learning capabilities by adapting their own behaviour accordingly. There is no one correct learning style or delivery method for every occasion, and it is not that an Activist accountant is any better or worse than a pragmatic counterpart. It is merely the fact that they have different approaches to the same job, 
The logic of this view is that an experienced Accountant will recognise a variety of styles and environments which work on different occasions, so the ability to adapt and take different approaches to communicating data in a reflective or theoretical manner will pay dividends. Clearly some aspects of an Accountants job require different styles,, Regular production of monthly management accountants in a standard format and production of the normal KPIs requires a pragmatic approach. The Annual budgeting exercise and sensitivity analyses for different scenarios requires a more theoretical stance, whilst disaster planning becomes a more activist position. In a dynamic environment with constant change, all four learning styles will be required. Knowing the default position and plugging the gaps in learning style will make the Accountant more effective. Conversely the users of the information that an accountant produces must appreciate the context in which the numbers are placed, the intended outcome of the numbers and the users own learning styles. Having numbers stress tested or being put under due diligence by a Reflector may be an long drawn out affair with no firm conclusion, similarly the lack of intuitive feel of a Theorist may mean the numbers are prepared on a totally different basis for their intended purpose. 
In order to overcome this, the usual rules apply.
Firstly there needs to be an agreed framework as to the user’s requirements, so, with apologies to Activists , the framework has to be spelled out and detailed.
Secondly the assumptions need to be clearly stated, even if they involve exceptional risks, loose ends need to be clearly identified and acknowledged. 
Thirdly, there needs to be a recognition that there may not be one solution ( apologies to pragmatists) and that the range of solutions and risks should be clearly spelled out.
In short, the Accountant should provide a learning framework for the recipient that acknowledges how and why the information is presented and also lets the user develop their  own thought processes and learning style to arrive at their own conclusion. The Accountant will carefully frame his presentation with these three points in mind.
Lets look at a typical example of trying to borrow money, I will call this section ‘Mendicant accounting’
This is about how to present information to support that request for money, be it from Banks or private investors in the shape of equity or debt. The broad principles of how to best put the numbers together to meet the aspirations and needs of the potential investor are set out below. 
Basically you want a commodity (cash) from a supplier who wants to make sure it will be looked after and earn a return.
At some stage there will be an exit, either in partial repayment as we go along or by a one off payment at the end of the contract. 
Managing the initial request and framing the numbers in the best possible light  is a skill that requires more than just number crunching but actually a better understanding of the investors requirements. I have entitled this piece Mendicant Accounting because you are doing just that, begging, however, you are also the custodian of that persons most valuable asset so with the receipt of the money there comes a responsibility
There is the marketing technique of would you rather buy something for £9.99 or £10? Shopkeepers have perfected the art of wanting to make you part with your cash. Supermarkets strategically place products in their aisles for maximum impact and shop windows show bargains to maximum effect when placed with more expensive items. This is the Psychology of selling and goes beyond mere numbers.
The Accountant would be well advised in learning the ways to ‘sell’ a borrowing proposition and presenting the request in the best possible light. In the end it is all about gentle persuasion and matching supply and demand.
Don’t also forget it is fundamentally about communication and an exchange of ideas. The Accountant who disregards these more ‘softer’ parts of business planning does so at his peril.
The other point to bear in mind is the current lending environment. You are dealing with a generation of lenders who have grown up in times of easy money and cut their teeth on transactional types of lending, i.e ticking boxes and ‘scoring’  credit and risk . The generation of Bank managers we face have been used to this approach, the older Captain Mainwaring type which was prevalent in the latter half of the 20th Century actually had more empathic skills and took the time and effort to understand your business. This is a skill that is coming back, so framing the lending proposal and understanding the psychology behind the begging/selling will help you manage the process better
Osmotic information
There is a whole host of built in tacit knowledge that the Accountant will use in preparing the plan, either consciously or subconsciously. 
Every Plan should clearly state these assumptions and include as much background knowledge as possible. The inclusion of CVs of the Senior management Team and a short précis of the business model would do no harm , preferably relegated to an Appendix, but nevertheless available to read for the curious investor who wants to make sure that there are no lunatics in the asylum safeguarding his cash. 
Whilst such information may not be strictly related to the request, it will nevertheless go into the sub conscious melting pot of the investor. There is also a whole raft of issues about presentational skills, making first impression count and how to influence people when you walk in the room which also counts here. Remember you are in begging mode so some humility would be a good idea as well as some natural  confidence in the project and yourself.  This is  the equivalent of putting the proposition at eye level in the supermarket aisle.
Remember, investors may not always be rational and that some basic instincts are at play here, so if your demeanour is at variance with what is written in the proposal and that you show overt signs of nervousness when asked about some key numbers, this behaviour will be picked up by the lender.
He will be uncomfortable with the osmotic effect of a nervous management team but a super confident management plan.  There will be passive anxiety.
This may not be apparent at the time but the lenders sub conscious will be picking up these signals and lead to a general feeling of unease. That is what distinguishes a good actor. He draws the audience in and convinces them with his  verbal and non verbal language. Do not therefore underestimate this osmotic effect.
Risk Aversion
If the downside is too great then forget it, no investor will look at your proposals with his risk aversion profile and take the gamble. I said earlier we have a generation of risk assessors, not risk takers, if the losses on the worst case scenario are perceived to be too great then you won’t get past first base. It is a hard wired basic instinct that means that if the danger of giving is too great and harm will occur (large losses) then the transaction will not occur. This is a basic survival instinct which you cannot break and will lead to discomfort. It would be better to put contingency plans into your proposal which minimise the downside, by all means recognise the risks and point them out, but give some assurances that you have considered these and amended your numbers as a result, even at the expense of lower returns.
You should have clearly identified the controllable risks and put in preventative safety measures, some risks you can’t control ( the risk of being hit by a large asteroid) but the ones that are relevant to your business, sector or market should be clearly identified and managed.  People  remember their losses in a different way to their profits.
Future History
Some psychologists will say that your language has to change. Remember you are entering into a partnership and that you are the custodian of people’s money who at some stage will want it back.
If you are after an equity stake then creating a sense of belonging and ownership, and letting people become aware of the inner workings of the business and how they will be repaid will create more interest. By showing potential investors the nuts and bolts of the detail they will understand better if and  when the plan goes astray. That is why business models should be  clearly stated and any underlying changes to the basic model should be fully communicated. If you fail then you fail together and it is a joint problem, similarly if you succeed you have done so as a partnership. By framing your plans as a prediction of the future and putting the investor in a good place in three or four years time, you are creating a future History and things will have gone to plan. Conversely if they haven’t gone to plan you have at least clearly spelled out ( note the use of the word spelling which has nothing to do with numbers) the corrective action you will be taking to prevent the future history from being re written.  
Timing
Cash is a hard earned commodity and therefore people are loathe to part with it unless the reasons are good. Letting people understand the reasons for the cash requirement and the amount of time it is required and when repayment can be expected helps manage the lending relationship.
If we go back to first principles of matching costs and revenues, traditional finance thinking would be to match the equity /debt issue with the requirements of the business, i.e differentiate from the fixed and short term capital requirements. Money it may be, but the amount of lock up or repayment type will be a function of the business needs. Don’t ask for a large overdraft from day 1 if the business only needs half the facility for the first year, better to have the second year request noted for drawdown in year 2. Similarly if your ‘overdraft’ requirement is for start up finance which means that there will be a level of hard core borrowing for a long time, consider asking for a loan with a repayment profile that matches the growth plans. Banks get upset when there is no  healthy swing on the overdraft and firms are continually at the limit of the headroom.
Similarly don’t use Equity funding for short term Finance ,  it  is simply too difficult to match a large amount of cash  with the  volatility of short term  swings , you will have an amount of cash left spare from time to time which is inefficient, and when exits or repayments are planned, there will be a need for large cash repayments, this can only be done if there are distributable reserves which again casues further complications.
Better to clearly state the timings in your cash flow, if this is not possible put some trigger points in the business plan that will set off a request for further funding. This then will not be an unexcited event and therefore will be rationalised as a reasonable request rather than seen as a panic measure because things have gone wrong
Relationship
As said before you are entering into a relationship, not a transaction. Money is a highly emotive subject because primarily it is based on trust.  If you abuse the lending terms then don’t be surprised that the lender gets edgy and begins to mistrust you. Manage the relationship based on the fact that you are safeguarding someone else’s prized asset and that you treat this asset as your own. 
You would also want to start off on the premise that both parties have something to gain out of the relationship rather than something to loose and that there is mutual benefit not harm.
If you want to protect the lender and make them more comfortable accept that there will be conditions on lending. This is not because the lender mistrusts you it is because the lender wants to feel some level of influence in the relationship and that his voice is heard. This means putting in some levels of control or conditions (covenants) on the lending. They are called covenants so that they are accorded some gravitas. At the outset understand the lenders requirements and make sure these covenants work for the lender and the borrower. Don’t agree to anything that is unworkable, or will lead to breaches and potential embarrassment in the future. Lenders will learn to be flexible and accommodating, they will only ever put reasonable covenants if they want to do business. Read the signs, if the covenants are unworkable and they are non- negotiable, then this is not the relationship you want.
A lender will be more willing if they have some level of control and trust in you, regular information flow, attendance at Board meetings or regular review meetings, restrictions on use of the cash are all reasonable requests. It is the old story of communication and behaviour.
If you go to a lender and say one thing and do another  without explanation then don’t be surprised if the lender gets upset.
Managing the relationship is key, remember you are dealing with human beings with a whole host of emotional and ( sometimes)  irrational decision making capabilities. By spending time and explaining changing environments with them and asking for ideas then this will make the relationship more comfortable, easier said and done, I know, but over communication is better than running the risk of mistrust.     
Raising Finance is the most difficult part of an FD’s job, especially in the current climate ( and probably years to come). If you have a clear idea of what type of Finance you require and have made the potential lender/investor as comfortable as possible using the various techniques above then the relationship will be mutually  beneficial . 
It may feel like begging to begin with , but you want to have money for a reason and the lender will give you money for the same reason. 
The reason being is you both want to make more money. Based on this common approach means the relationship has a clear goal, how you achieve this goal is entirely up to both parties
Concluding thoughts
Adding Value
We have seen earlier that by reframing a set of numbers we can consciously, or indeed subconsciously alter peoples mindsets. Accountancy is a very powerful  tool , it paints a scenario and enters into a powerful dialogue with management teams and can alter the way the Company operates as a result of our output.
Working with numbers is a very satisfying and tangible experience and the issue of how we communicate, educate and inform is at the very centre of our core Ethics.
The kind of transformations we can achieve is only limited by the way we think and feel ourselves, if we are nervous, they come across in the numbers, if we want to develop a strategy for future growth then our numerical language becomes much more focused.
There becomes therefore an emergent quality to our work and a behavioural aspect to the numbers put in front of the user.
We have laid paths down by the accumulation of statistics and data, and although this information is made available in response to requests, it is the Accountant who inserts these figures into a meaningful framework .  However, we do not use numbers to describe the world, we use numbers to create the world because, until we put a number to it, an event or occurrence does not exist.
When we put our financial statements in front of people we are seeing the world we attempt to describe.. We are in difficult territory here because we are trying to enumerate a set of circumstances from one particular point of view and the language of numbers , the very tools we have to describe such  situations,  is limited.
Our basic instinct is to communicate our thoughts, deeds and actions to other people and rationalize what we see via numbers , our capacity to communicate like this is a result of our personality and  training.
Being an Accountant comes with great responsibilities, we are constantly connecting with our environment and to report openly, honestly and ethically is paramount to the way we should behave and paramount to the way we want others to behave. 
We work in a highly disciplined environment and we show high levels of commitment in sticking to our principles, this is the kind of commitment you take by the throat and have the courage to display such integrity when under pressure.
This is the essence of leadership, many books have been written on this subject and the one that I feel most at home with are the ones that describe ‘servant or supportive’ leadership, i.e helping people to develop their true potential. This notion of leadership underpins our work, if we have the ability to lead we have the ability to influence others going forward. 
Leadership
There is a tendency in accountants to look for leadership in others, being content with the support role, we have been known to take a passive role in events and sit slightly detached and bemused by the melodrama of political power maintenance going on around us. 
 When the business is underperforming we blame the leaders and hide behind our messenger status. 
Accountants can Lead when we are no longer the messenger but become the message and participate actively in influencing direction and policy, in short, leading.
Accountancy is about creating a domain in which people continually deepen their understanding of reality and accountants can shape this reality.
Exploring Leadership through numbers is almost a contradiction in terms, attempts to explain it can be best thought of as a process or journey, exploring parts of the landscape which are also shaped by our descriptions.
The basic point is this- accountancy is not a representation of the world, it is an educative process through the very process of accumulating data
Our numbers and other people’s nervous systems constantly interact, we can only enumerate what we see, but beyond this we communicate in a language of number which is like another set of eyes and ears through which we can coordinate action, this is an enactive view of accountancy in which we lay down the paths for others to follow. We don’t describe the world we create the world
We also therefore continually create the future through our numbers/budgets/forecasts/ scenario plans/catastrophe plans /stress tests or whatever the latest management speak is used to describe our work. It is and our willingness to enter into dialogue with other parts of the business to obtain data to help us plan that puts us into this unique position. .
This notion called a ‘Servant Leader’ which has it roots in Eastern Philosophy , is probably the most appropriate definition of leadership which Accountants will understand.
Accountancy  can therefore create the Future and influence behaviour, this is a privilege which we should not abuse
Appendix
Further scope for articles on Behavioural Accounting
1

· Intro
· This is closely aligned with Behavioural economics; Accounting is about people and recording their actions
· It involves managerial action and decision making in organizations
· Accountants contribute to the long term direction of the enterprise, especially it’s human and social dimensions
· Certain accounting systems encourage behavior full v marginal costing is much more cautious in it’s approach, 
Matching costs and revenues is open to interpretation and risk /reward analysis.
2 Social context of Accounting
· Environment
· Organisational structures
· Group and departmental pressures-Socialcontrols
· Individual needs- employment policies/benchmarking
3 Fundamental design of accounting systems
· Specific Areas
· Control and planning- budgetary processes /reward structures
· Patterns of organizational control-participation and buy in to budgets
· Management Accounting
· Investment appraisal
· Pricing strategies
· Benchmarking KPIs
· Organisation theory-culture-targets and pace
· Management of desired outcomes
· Role of Accounting data in evaluating performance
· Decision making in uncertainty/how do we measure risk. 
