Proceeding 2nd Sriwijaya, Economics, Accounting, and Business Conference 2016

ANALYSIS FACTORS RELATED TO MANAGEMENT
ACCOUNTING AND CONTROL SYSTEMS CHANGES
AT BANKING IN PALEMBANG

Asfeni Nurullah?
Rika Henda Safitri?
Luk Luk Fuadah®

V23 Faculty of Econnomic, Sriwijaya University

Abstract

The aim of this study is to investigate the relationship between intensity of
competition, delegation of authority to changes of Management Accounting Control
Systems (MACS). This study uses Contingency Theory. This study uses survey to
several banking in Palembang. The respondents of this study are business managers,
marketing managers, financial managers and operational managers. The
questionnaires send about 145 respondents used purposive random sampling, but
about 88 respondents were completed in this study. Data analysis technique used
Structural Equation Model (SEM) with using Warp PLS. The research results indicate
that intensity of competition and delegation of authority has significant relationship
with changes of MACS. The suggestion for future research is to improve or review
the questionnaires that are used in this study and do research for other sector.
Keywords: intensity of competition, delegation of authority, competitive strategy
management accounting control systems changes and organisational
performance.

INTRODUCTION

The relationship between intensity of competition and MACS changes showed
positive and significant relationship (Libby dan Waterhouse, (1996), Williams and
Seaman, (2001), Baines and Langfield Smith, (2003), Waweru, Hoque and Uliana
(2004), Isa, Foong and Sambasivan (2005), Abdel-Kader and Luther (2008),
Hoque, (2011), Hammad, Jusoh and Ghozali (2013), Mohamed (2013). However,
several researchs also showed not significant between intensity of competition and
MACS changes (lsa, 2007, 2009, and Tuanmat, Smith and Djajadikerta 2010).
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The previous studies also showed the positive relationship between delegation
of authority and changes of MACS (Waweru 2008; Waweru dan Uliana, 2008;
Soobaroyen dan Poorundersing , 2008; Chenhall, 2008; Abdel-Kader dan Luther,
2008; Verbeeten, 2010;. Ajibolade, Arowomole and Ojikutu, 2010; Hoque, 2011;
Ismail and lIsa, 2011; Hammad, Jusoh dan Ghozali, 2013; Ajibolade, 2013).
Morevover, previous research also showed that the companies adopting this strategy
seldom change their management accounting systems (Hyvonen, 2007; Waweru,
2008; Waweru dan Uliana, 2008).

The aim of this study is to investigate the relationship between intensity of
competition, delegation of authority, and MACS changes at Banking sector in
Palembang.

There are several research questions in the following:

1. How the relationship between intensity of competition and MACS changes?

2. How about the relationship between delegation of authority and MACS

changes?

There are several sections in this paper. Next section describes about literature
review including discuss about the theory and development of hypotheses in this
study. Section three presents the research method of this study. Section four, presents
the result research of this study. Finally, the last section describes conclusions from

this research, explain about the limitations and future research from this study.

LITERATURE REVIEW
Contingency Theory
Contingency theory is the theory dominate organizational behaviour study, control
system, performance and management strategy (Chenhall, 2003; 2007). General
proposition of contingency theory is organizational performance should fit with other
factors. These factors are external factor such as environment, organizational factor,
control system factor, technology factor that all will come from organizational
performance (Drazin and VandeVen, 1985).

Competition environment factor is one of environment variable that important
in company to improve organizational performance beside other contingent factors
that already discuss by (Chenhall, 2003) in the following:
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“Researchers have attempted to explain the effectiveness of management
control systems by examining designs that best suit the nature of the
environment, technology, structure, strategy and national culture. In recent
years, contingency-based research has maintained its popularity with studies
including these variables but refining them in contemporary terms. The
identification of contextual variables potentially implicated in the design of
effective management control systems can be traced to the original structural
contingency frameworks developed within organizational theory”.

“fit” of different organizational constructs were assumed based on
organizational performance. This “fit” can increase for better organizational
performance (Chenhall, 2003) .

Contingency theory discuss about factors that assist in organizational effective
to examine relationship and interaction between organization, environment, structure
and adjusted design from management accounting control systems. Thus, research
based on contingency theory to examine organizational structure and control system
(Bhimani, 1999). General proposition from contingency theory is organizational
performance depend on fit between contextual factors in one organization (Cadez and
Guilding, 2008). Contingency theory also explain to adapt contingent structure such
as environement, organizational size, business strategy, so organization can conduct
well (Gerdin and Greve, 2004). Chenhall (2003) and Chenhall (2007) explained
contextual factors impact on design of management control systems. The factors
include environment, technology, organizational performance, strategy, organizational
culture. These factor is well known as organizational contextual variables based on
contigency approach. This factor also impact on performance in one organization.
Contingency theory in management accounting showed that if company use
management accounting control system that fit with organizational factor and
enviroment better in perform (Chenhall, 2003), (Otley, 1980).

The specific circumstances influencing management accounting comprise a set
of contingent variables which may include but are not limited to (1) the external
environment, (2) the technology, (3) the organization structure, and (4) the firm’s
competitive strategy. These contingencies are regarded as important determinants of
the design of a management accounting system (Innes and Mitchell, 1990 and Fisher,
1995). This study used a contingency theory perspective to explain the relationship
among these variables. A contingency perspective suggests that a good match

between internal and external organizational factors will result in performance
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improvement. The framework for this study is developed based on the structural
contingency frameworks developed within organizational theory (Waterhouse and
Tiessen, 1978).

The hypotheses development

The relationship between intensity competition MACS changes

The contingency theory explain that the more effective company if the design of
management control systems fit with contextual variable such as environment for
instance intensity of competition. Environment is one of factor to determine the
design of MACS was used of company (Ezzamel, 1990). The previous Contingency
researchs showed the company need to use MACS to give accurate, on time and
relevant information (Libby dan Waterhouse, 1996). Kaplan (1995) also explain that
competition environment, manager should have on time and accurate information to
assist the process more efficient and focus on customers.

Libby dan Waterhouse, (1996), Williams and Seaman, (2001), Baines and
Langfield Smith, (2003), Waweru, Hoque and Uliana (2004), Isa, Foong and
Sambasivan (2005), Abdel-Kader and Luther (2008), Hoque, (2011), Hammad,
Jusoh and Ghozali (2013), Mohamed (2013) showed the relationship between
intensity of competition and changes of MACS have positive and significant
relationship. However, several researchs also showed not significant (lIsa, (2007), Isa
(2009), dan Tuanmat, Smith dan Djajadikerta (2010). Therefore, the hypothesis is in
the following:

H1: Intensity of competition has positive relate to changes of MACS.

The relationship between delegation of authority and changes of MACS

The contingency theory explain the proposition between organizational structure and
management control system. Decentralization in the organization can provide greater
control and responsibility for managers in the activities and require a larger type of
information (Waterhouse and Tiessen, 1978). Moreover, delegation of authority
creates the opportunity for lower-level managers to change their MACS (Abernethy
and Bouwens, 2005). Furthermore, Kaplan and Atkinson (1998) revealed that
managers need reliable information about their products and services so that
appropriate decisions can be made to meet local needs.
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Previous studies from Libby and Waterhouse (1996); Hoque (2011) states that
there is no significant relationship between the delegation of authority and changes of
MACS. However, researchs from Abernethy and Bouwens (2005); Waweru (2008)
Waweru dan Uliana, (2008), Soobaroyen dan Poorundersing (2008), Abdel-Kader
dan Luther (H2008), Verbeeten, (2010), Ajibolade (2013), Hammad, Jusoh dan
Ghozali (2013) showed that a positive relationship between decentralization and
MACS change. This idea is formally expressed by the hypothesis is as follows:

H2: Delegation of authority is positively associated with changes in Management

Accounting Control System.

Intensity of Competition H1

Management Accounting
and Control Systems

/

H2

H2

Delegation of Authority

Figure 1: The Framework Research

RESEARCH METHODS

Population and Sample

The population of this research is managers at Banking in Palembang. Purposive
Random Sampling is used in this research. This technique is relevant in this study. In
random sampling, researchers make conditions for the sample as fit as goal research
(Ikhsan, 2008). The total questionnaires distribute about 145 questionnaires for
several banks in Palembang. However, 88 respondents were completed the

questionnaiers. It can process for analysis in this study.

Data Collective Technique
The data use in this research is primary data that get from mail survey and also
contact person. The questionnaires distribute to several banks in Palembang. Survey

method use is one of the most useful in social sciences. Van der Stede, Young dan
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Chen, (2005) explain that mail survey is the most survey method use in management

accounting researchs.

Variable Research and Instrument Research

a. Intensity of competition
This variable used Khandwalla (1972) measurement which has five categories
such as raw materials, technical personnel, selling, and distribution, quality and
variety of product and price. Several researchers used this measurement (Libby
and Waterhouse, 1996; Hoque, 2011).

b. Delegation of Authority
Definition of decentralization of authority is refer to senior manager delegate to
lower level managers (Libby and Waterhouse, 1996). Authority is act related to
decision without confirmation from senior level managers (Hoque, 2011).

c. Changes of Management Accounting and Control Systems
Libby and Waterhouse (1996) developed management accounting and control
system changes measurement. This measurement consist of twenty three items
which divide into five categories of planning, controlling, costing, directing and
decision making. This measurement was used by several studies (Libby and
Waterhouse, 1996, Williams and Seaman, 2001, 2002; Isa, 2007, 2009,
Verbeeten, 2010; Ajibolade, Arowomole and Ojikutu, 2010).

ANALYSIS AND DISCUSSION
Profile Respondents
It can be seen from table 1 the respondents most of them already work between 6 (six)
years to 10 (ten) years. Most of respondent were bachelor degree and the majoring is
quite similar between Accounting and Non Accounting.

Tabel 1. Profile Respondents (N=88)

Keterangan Total Persentage (%)

Length of Work <5 years 23 26,14
6- 10 years 49 55,68

>10 years 16 18,18

Education Bachelor 79 89,77
Master 9 10,23

Majoring Accounting 45 51,14
Non Accounting 43 48,86
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The Result Research
1. The Model of fit
This test was conducted to test the validity of variables in this research. Criteria
for a good model (Model fit indices) is that if the value AVIF, greater than 0.5
(Ghozali, 2014). AVE value of the output of research are presented in Table 2 in
the following:

Tabel 2. Model fit indices and P values
APC=0.431, P<0.001

ARS=0.369, P<0.001
AVIF=1.363, Good if <5

Based on Table 2 above, the value Average Path Coefficient (APC), Average
value of R-Square (ARS), Average value Block VIF (AVIF) for all variables
in this research is greater than the required criteria so that it can be concluded

that the study variables meet the test of validity.

Based on output result by using WarpPLS, so test of hypotheses show will

explain in the following:

a) H1 mention that intensity of competition has positive relate to changes of
management accounting and control systems (MACS). The result research
is supported. It can be seen from figure 2 show the estimation coeficient
variable intensity of competition about 0,39 with P<0,01 show the
significance.

b) H2 said that delegation of authority positively associated with changes in
Management Accounting and Control Systems. The figure 2 shows the
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estimation coeficient variable change of MACS (Management Accounting
and Control Systems) about 0,31 with significance around P<0,01. It can

be concluded that H2 is supported.

2. The relationship between intensity competition and MACS changes

The results of the study support the research that has been done by
Hemmer, (1996), Khandwalla, (1972), Krishnan, (2005), Merchant, (1984),
Hoque, et al., (2001), Mia and Chenhall, (1994), Libby and Waterhouse, (1996),
Mia and Clarke, (1999), Williams and Seaman, (2001), Baines and Langfield
Smith, (2003), Tuan Mat, et al., (2010); and Hoque, (2011). Previous studies
showed that an increase in the intensity of competition will lead company to
change in Management Accounting Control System increasely. The result

research also support contingency theory.

3. The relationship between delegation of authority and changes of MACS

This finding supports the contingency theory which states that
decentralization is the delegation of authority related to the characteristics of
management control systems (Chenhall, 2003). The result research also support
researchs from Abernethy and Bouwens (2005); Waweru (2008) Waweru dan
Uliana, (2008), Soobaroyen dan Poorundersing (2008), Abdel-Kader dan
Luther (2008), Verbeeten, (2010), Ajibolade (2013), Hammad, Jusoh dan
Ghozali (2013) showed that a positive relationship between decentralization
and MACS change.

CONCLUSION AND LIMITATION

Conclusion

The results showed that the intensity of competition is positively associated with
changes of MACS. This is consistent with previous research by Libby and
Waterhouse (1996), Williams and Seaman (2001), Baines and Langfield Smith,
(2003), Waweru, Hoque and Uliana (2004), Krishnan (2005), Isa, Foong and
Sambasivan (2005), Agbejule and Burrower (2007), Abdel Kader and Luther
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(2008), Tuanmat, Smith and Djajadikerta (2010), Hoque, (2011), Hammad,
Jusoh and Ghozali (2013), Mohamed (2013).

This finding also support the previous studies from Hammad, Jusoh and
Ghozali (2013), Abernethy and Bouwens (2005), Waweru (2008), Waweru and
Uliana (2008), Soobaroyen and Poorundersing (2008), Chenhall (2008), Abdel-
Kader and Luther (2008), Verbeeten (2010), Ajibolade (2013) also revealed that

there is a positive relationship between decentralization and changes of MACS.

Limitation Research

This study just focus on survey on banking in Palembang. Other limitation is
the measurement use in questionnaire. Suggestions for future research is
research to other sector. Future research also increase the measurement for the

questionnaires
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