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ABSTRACT
Modelling a management information system for a construction company 

based on the official accounting system

Kirhan Dadasbilge

The idea of this study is using the legal accounting records for management. A 
model has been developed for the accounting system that enables the performance 
measurement of all activities in a construction company. The company is broken 
down into identifiable smaller business units, and the complicated business 
structure has been regarded as combination of these units. Determination of the 
financial performance is given the first priority for control and evaluation. The 
basic financial reports, i.e. balance sheet and income statement, are obtained for 
each unit. Cost analysis is also made for the end-level units to check and improve 
the production process.

The company assets are shared among the sub-units. Therefore the financial 
performance of a unit can not be evaluated properly without analysing its balance, 
sheet. It is anticipated that unit managers communicate each other using financial 
reports instead of personal letters. Using a common language relieves the artificial 
stress and establishes a dynamic balance between unit managers. Otherwise, the 
organisational structure of the company becomes disintegrated. Managers and 
accountants should cooperate for the design of the accounting chart.

Construction companies suit best to the proposed model due to their complex 
structure. A total of 19 medium and big size companies are studied. Study shows 
that managers of these companies do not use accounting records for decision­
making, and they are not familiar with the essentials of accounting. World-wide 
competing construction companies shall benefit the advantages of the model 
developed in this study, when their managers begin using financial reports for the 
evaluation of performance.
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1.INTRODUCTION

“The management accounting systems were seen as necessary 
components for managing the increased scale and scope of 
operations as the organizations internalized activities that formerly 
were conducted by smaller firms through market-mediated 
exchanges. For too many firms today, however, the management 
accounting system is seen as a system designed and run by 
accountants to satisfy the informational needs of accountants. This 
is clearly wrong. Accountants should not have the exclusive 
franchise to design management accounting systems. To paraphrase 
an old saying, the task is simply too important to be left to 
accountants. The active involvement of engineers and operating 
managers will be essential when designing new management 
accounting systems.”

(H.T. Johnson, Robert S. Kaplan; The Rise and Fall of 
Management Accounting, 1991; 81)

A successful practice of strategic management is rather difficult in a construction 
company, because of its nature of being a multi-divisional, multi-centered and 
multi-process business, spread over a wide area. These study aims at evaluating 
the necessity of a management information system in a construction company, 
and attempts to determine what steps need to be undertaken to enable a perfectly 
working strategic management approach. The suitability of the official 
accounting system is investigated and proved.

Construction works are too complex when compared to the other business 
categories; too many human beings of various skills and background, machinery 
and equipment of various types and capacities, materials of different nature are 
used for construction. Duration of a construction is relatively long. Generally a 
master plan is prepared in head office prior to the actual construction. The lists 
of activities, schedule of works, the required resources and cash flow are 
thoroughly studied and put into the masterplan. However many changes can 
occur during the construction phase, that are in contradiction to the assumptions 
made at the pre-construction stage. The wages and material prices, the cost of 
capital, environment and construction designs are subject to changes within the 
contract duration. Unsolved structural and architectural details, unusual change 
orders of the client, so many uncertainties due to insufficient soil investigations 
are the other reasons that cause difficulties. Most of these difficulties are to be 
overcome by the managers on site.
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The construction company runs several such projects in various parts of the 
world. The top management team tries to control and evaluate all activities in the 
head office. The financial reports are the main tools for control and decision­
making at this level of management. The existing master plans do not mean 
much to the top management team, if the cost and income items of the project 
do not mach with the accounts opened in the ledger. Generally the accounting 
department does not participate in the pre-construction studies, and the figures 
of the site report are not consistent with financial reports. As a result, tracing the 
cash transactions becomes the only means of control for head office, which is 
not sufficient to develop any strategy. In most of the construction companies a 
great deal of effort is spent for a better control on the site works through non­
accounting reporting systems, that collect data from other sources. However, 
adaptation of managers to every new system and to each revision of the existing 
system takes time that causes a loss. The managers in the site offices do not 
bother much about the inconsistency of their reports with the accounting results, 
because they can follow up the activities physically. The monthly interim 
payments give them a chance for having an idea about the overall results of the 
period. However, the interim payments may sometimes be misleading, as they 
give the overall results of the whole project; are tentative in nature, and subject 
to revisions at the end of the job.

Similar problems are also faced in other industries, concerning the control gap 
between head office and production sites/plants, due to separation of the 
accounting system from operations. The traditional accounting systems are “..too 
late, too aggregated, and too distorted to be relevant for managers’ planning and 
control decisions.” even for less complicated businesses, as commonly accepted 
by the business-management experts and scientists, (See Ref. 81, Johnson & 
Kaplan). The classical cost accounting analysis has also few chances for being 
accepted as a management tool by the construction managers, as they are 
interested in the overall result of the project rather than building strategies for the 
company’s future. Well-designed reports in various formats, sent from the site 
managers are not helpful to the top manager for a proper management, while 
sitting in his office and navigating in the computer screen.

The starting point of this study is a strong belief in the necessity of integrating 
the accounting system with all activities of the business. A realistic approach has 
been developed in this study by identifying the “Business Sub-Units”. Separate 
balance sheet and income statement can be obtained for each business unit from 
the same ledger. This brings flexibility to reporting when compared to the 
traditional accounting system where only one single B/S is taken for the whole 
business. The model is supposed to encourage the managers’ co-operation with 
accountants for definition of the activity units in view of strategic management. 
The company structure will be reflected into the accounting system much better 
by the joint effort of the managers and accountants.
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The definition of the “Business Sub-Units” is best made in the construction 
companies because of the “Project” concept. Projects can easily be accepted as 
independent units with their clearly defined scopes, separate contracts, in-situ 
decision-makings etc. Several projects of similar nature can be gathered in a 
“division”, concerning their clients/market, technology-machinery, size, etc., as 
an upper level unit. Projects can also be broken down into “sections” and 
“crews” without much effort looking to the nature of the work items only. 
Business entities in other industries may also be broken down to smaller units for 
management purposes. Breaking-down a company into smaller units is the 
easiest way to control the activities. The strength and weakness of each unit can 
be analysed better, and also the performance of each level manager can be 
evaluated on the same basis. The comparative advantage of a company is usually 
hidden in the expertise and superiority of a few smaller units within the 
company, on which the whole strategy may be built. Management of a complex 
business by dividing it into smaller units enables:

- to focus on the units that exhibit some superiority to its competitors in the 
market,

- to diagnose the weaknesses more quickly in business units than the whole 
company and take necessary actions without delay,

- to achieve necessary changes in the unit scale without creating turbulence 
in the whole company

- to normalise the human relations within management levels through 
objectivity in performance measurement

This advantageous management style can best work by the help of the MIS 
model developed in this study, and it conforms the 4 F requirements of great 
business scientist, Rosabeth Moss Kanter, (Ref.84, Worldlink Sept/Oct 1994).
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2. SCOPE

A. Field Study

This research is based on a study of 19 construction companies with annual sales 
of TL 400 billion (approximately USD 10 million) in average. Investigation has 
been limited to collecting opinions and understanding the management practices 
of top managers (and/or owners) with respect to information flow within the 
company. Managers’ statements about the success of these applications have 
been accepted as face value and no further attempt has been made to verify their 
statements. The data collected have been evaluated and used in this research

The investigation shows that none of the more than one hundred top- and level 
managers of 19 companies use the accounting reports as a management tool. 
Most of them are confident with their capability and satisfied with their existing 
power of control through the computerised “Project Management Packages”. 
However they do not object the integration of project management packages 
with the accounting system. They encourage any effort for the development of 
an accounting based management information system that will enable a perfect 
communication between projects and head office.

B. Investigation of Former Studies

Investigation on the publications show that a considerable number of studies are 
made on the MIS for multidivisional companies. There are also numerous studies 
on construction management or project management problems. However, no 
comprehensive study has been found that focuses on the information flow of 
construction companies. The managerial problems of the head office concerning 
the control and evaluation of the construction sites are attempted to be solved by 
professionals of “...Business Solutions”. The management control systems 
developed by the professionals are kept as company’s property and not 
published.

C. Model Development

This study covers the development of an accounting system’s model, which can 
be used as the basis for a management information system. An appropriate 
definition of “Strategic Business Units” is very important. The main activities of 
the company can be traced and analysed independently. Following are the 
guidelines for the definition of the business unit, management levels and the 
outline of the model.

MISIN718.DOC 11



Business Units:
Any activity can be identified as “Business Unit” in this model, if it has at least 
the following characteristics:

- its output can be sold to the third parties directly or as a component of 
the product of another unit of the company with market rates,

- a fraction of the company assets like building, land, machinery, 
equipment, inventory, cash etc, is allocated to this activity,

- its manager is authorised to certain extent for decision-making,
- its performance may play a role in the strategy of the company

The definition of business unit and the break-down of the whole entity into 
reasonable number of smaller units are the most important task of the top 
management team. Number and definition of units may vary from one company 
to the other, and for the same company in time. It is very important to review the 
definitions and number of units for every performance period and renew when 
necessary to keep the entity fresh and lively.

The smallest business unit is a “Crew” which can be defined as the combination 
of machine and manpower for the execution of a specific job or work item, 
which can’t be broken down without losing its characteristics. Several crews of 
similar or integrating activities are gathered under the heading of an level upper 
unit which is called a “Section” in this study. It goes on up to the general 
manager in the same way.

Management Levels
The number of management levels depends on the complexity of the business. In 
a construction company five levels can be defined easily. The management skills 
required for a satisfactory performance increases at upper levels compared 
others.

Model of Accounting System
The overall performance of the company is the end result of the performances of 
all business units. The comparative advantage and strength of the company is the 
superiority of some of its units in the market. The basic strategy of the company 
will be built on those successful units keeping their leadership in the market. On 
the other hand, solutions may be generated for the unsuccessful units by isolating 
their problems from the successful ones.

The financial performance of a business unit can be analysed adequately if the 
ratios of its profit to its assets and to its turnover are known separately. The 
total assets used by a unit is found in its balance sheet. The figures of its turnover 
are found in the income statement. Traditional accounting systems give the 
income statements of the sub-business units, if they are defined in the ‘Account 

MIS1N718.DOC 12



Group of Income Statement’. The model in this study has been developed to 
obtain both balance sheet and income statement of all business units from a 
single accounting chart.

Computer Application
The role of computer in information systems is out of discussion today. A 
generic database program has been used for the application of the model in this 
study. It has been demonstrated that designing the chart of accounts is as 
important as computers. A medium size personal computer has proved to be 
sufficient to carry on the accounting system of a construction company, that is 
broken down into 82 business sub-units.
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3. THEORY AND LITERATURE STUDIES

The success and continuity of construction companies, as in other business 
enterprises, depend on using correct and fresh data for the management 
decisions. A huge amount of data is being generated and collected within a 
business every day. These data are sorted, grouped, and processed by 
accountants for being used by managers at every level. Decisions are supposed to 
be based on these data. The unit managers are expected to summarise the 
information they have, and send to upper levels in a report form including their 
comments and interpretations. Any level manager’s material for his/her own 
report, is the content of his/her subordinates reports.

A. Information Technology in Business Management

Managers of different educational and professional backgrounds have different 
approaches in processing data and reporting their business activities. 
Development of an information system for the internal communication is the 
only way for building a common language within the company. Research and 
studies on that subject are collected under the heading of “Information 
Technology (IT)” in business science..

Information Technology is the research for the method and analysis of the 
information systems developed from the “ Information Economics”. The 
Information Economics’ viewpoint emphasises deriving the demand for 
accounting information for decision makers. The information economics 
approach is the fundamental discipline for understanding and analysing 
management accounting systems, (Feltham, 1984; 48). It attempted to derive 
the value of information from a formal model of how information will affect the 
beliefs, decisions, and reward of decision makers as well as the cost of supplying 
the information to decision makers, rather than trying to understand the true cost 
or analysing the information needs of managers.

The researchers of Information Economics recognised that accounting systems 
did more than assisting to the decision making of the top manager. The numbers 
produced by accounting systems are spread within the business entity and used 
by the business-unit managers. The monetary results of the accounting systems 
are often used as the basis for contracting between economic agents like 
managers and subordinates as well as managers and shareholders.
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