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Abstract

Strategic Management Accounting (SMA) technique plays a vital role in accounting
management of an organization. This is because; SMA helps the accountants and other
workers to manage their accounting systems efficiently and more orderly arranged. The aim
of this study is to find out about technique of SMA that been applied in the organization
specifically focused on manufacturing companies and the impact of the technique on
organizational effectiveness. The result showed that all the 376 companies applied at least
one SMA technique and specifically refers to the industry classification; the highest
companies that applied SMA were electrical companies. The result also showed that SMA has
impact on organizational effectiveness.

Keywords:

Introduction

SMA is one of techniques in accounting field that being used to simplify human works
as compared to traditional method used before, where the SMA is more orderly arrange,
more applicable and flexible to be used. To ensure that an organization able to be organized
well and had good progress, a proper and well design strategy need to be carried out. Here is
where the SMA plays the important role. Studies on SMA have been done since more than 30
years ago either on definition, perception, techniques, influence of applying SMA and
numerous others. Different scholars will have different answers for their studies on SMA,
which result in varies answers that leads to paradox.

Bromwich (1990) explained SMA as something that allow the management of an
organization to be able to see from the bird eye view of the competitors’ business technique
and procedures which enables the organization to take decision accordingly. How effective
an organization are actually being outline by the capability of an organization to survive,
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endure and make advancement (Edwinah & Augustine, 2013). Hence, for an organization to
be effective SMA need to be carried out in the company.

While the organizational effectiveness varies among the organization, the main reason
is because an organization will have different culture, environment and workers which
explained why an organizational effectiveness can’t simply be generalized with other
organization. Every organization will have own targets to gain excellent progress constantly
due to the situation in this current era where it is highly competitive regardless of the
organization size. Therefore, in order to achieve highest success, organizational effectiveness
and high performance of the organizations, organizations will design different strategies and
techniques (Manzoor, 2012). One of the most important and known practices to achieve
organization effectiveness is strategic management accounting. Moreover, the relationship
between SMA and organizational effectiveness will be enhanced by including contextual
variable.

From the review of past research, many study has been done in advance countries
(United Kingdom, United States, Japan, Australia and New Zealand), only a few conducted in
developing countries (Thailand, Indonesia and Malaysia). There may be a different element
and effect of SMA adoption in Malaysia compared to other advanced countries. Therefore,
the objectives of this study are as follows:

(i) To determine the popular SMA practices applied in the manufacturing companies.
(ii) To examine the level of organizational effectiveness as a result of SMA

LITERATURE REVIEW
STRATEGIC MANAGEMENT ACCOUNTING PRACTICE (SMA)

SMA had been discussed in the literature thirty years ago and since then a rising
number of SMA research have been published (Roslender & Hart, 2010). According to Tillman
and Goddard (2005) as cited in Manzoor, SMA can be referred to the use of financial and non-
financial accounting information to support strategic decision making (Manzoor, 2012).
Besides that, Simmonds, the father of SMA has clarified that SMA is ‘the provision and analysis
of management accounting data about a business and its competitors, for use in developing
and monitoring business (Simmonds, 1986). As cited from Roslender and Hart (2003) by
Roslender and Hart, SMA can best be defined as ‘a specific set of managerial accounting
approaches, those which attempt to integrate insights from management accounting and
marketing management within a strategic management framework (Roslender & Hart, 2010).
Therefore, SMA is a practices used to strategically manage data related to financial and non-
financial accounting in an organization systematically.

Besides that, Langfield-Smith also agreed that there is a different process or different
stage in SMA studied by previous researchers (Langfield-Smith, 2008). For example, Dixon and
Smith explain that there are four stages of SMA such as: strategic business identification,
strategic cost analysis, strategic market analysis and strategy evaluation (Dixon & Smith,
1993). Furthermore, Lord (1996) also presented that there are six-stage process in SMA which
are; (i) Collection of competitor information, (ii) Exploitation of cost reduction opportunities,
(iii) Matching of accounting emphasis with strategic position, (iv) Collection of competitor
information, (v) Exploitation of cost reduction opportunities, and (vi) Matching of accounting
emphasis with strategic position (Lord, 1996). Next, under SMA umbrella, it also includes
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different techniques such as; target costing, life-cycle costing, strategic cost analysis,
competitor cost analysis, activity-based costing, activity-based management (sometimes
called activity-based cost management), attribute costing, life cycle costing and strategic
performance measurement systems. SMA adoption by the industries especially modern
manufacturing has improved over the years (Uyar,2010). However, there is a gap between
management accounting theory in literature (published paper, journals, books) and
management accounting practice in industries (Langfield-Smith, 2008).

However, SMA is a unique technique that is important in strategic decision making
and management accounting thus increases company effectiveness. The company is seen as
an atomistic unit that is free to choose the best alternative without considering
interdependencies with close customers and suppliers. This view of strategy in the
mainstream SMA literature has implications for what SMA may consist of, who is implicated
in SMA practices and when SMA is performed. There are reviews from literature which
recommend that two perspectives on SMA can be used. The first review described SMA which
includes a set of strategically oriented accounting techniques. The second review explained
that, SMA involved the participations of accounts in corporate strategic decision-making
procedures (Simon & Chris, 2008).

In this study, the researcher adopted those techniques such as budgetary control,
absorption control, cost volume profit analysis, marginal costing, standard costing, target
costing, activity based costing (ABC), activity based management, value chain analysis,
benchmarking, product profitability analysis, customer profitability analysis and shareholder
value analysis. The researcher will determine which one of the techniques the company in
manufacturing industry in Malaysia is adopting.

ORGANIZATIONAL EFFECTIVENESS

In order to be successful, the organizations must be organized effectively and clearly
focus more on organizational effectiveness. So, what is organizational effectiveness?
According to Manzoor, organizational is a group of people which formulate independent
business identify for some specific purpose and effectiveness can be referred to getting
desired outcome within defined resources (Manzoor, 2012). Tran and Tian defined
organization as the formation of group of people with the same purpose in achieving
something that one person cannot achieve individually (Tran & Tian, 2013) while Muhammad
et al as cited from Manzoor explained that organizational effectiveness is the belief of how
efficient the organization effort in order to accomplish the objectives that the organizations
target to achieve (Manzoor, 2012). Moreover, organizational effectiveness is also the use of
resources without depleting it and without giving unnecessary stress to its members to fulfill
the organization’s mission and vision (Khan, Khan, Ahmed & Ali, 2012). It is also supported
by Vinitwatanakhun who stated that organizational effectiveness is a significant indicator to
show the direction, position and future of the organization (Vinitwatanakhun, 1998).
Moreover, she also agreed that measuring the effectiveness of the organization is a
continuing activity and widespread. Therefore, for this study, organizational effectiveness can
be defined as the alignment of structure, process and behavior, best judged in terms of
productivity, efficiency and satisfaction, intermediate adaptability, development and long-run
survival.
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Based on previous literature, the most important in an organization is human
resources (employees itself). It is supported by Indira and Joshi; “Organization can be effective
when the existing Human Resources are utilized optimally, the potentialities are developed
and behavior is channeled towards the expected targets. Organizational effectiveness is the
extent to which an organization achieves its goal with the given resources and means” (Indira
& Joshi, 2014). Thus, for an organization to success specifically on SMA, all personnel need to
work together as a team and perform task given appropriately. An organization will be able
to control the strategic management system and discover safety and support, if the
organizational effectiveness concentrate on human resources and association plus assist the
workers to attain great technique such as SMA (Vinitwatanakhun, 1998). However, based on
previous studies, here is still no suitable organizational effectiveness model that can fit all
(Ashraf & Abd Kadir, 2012). This is because every organization has its own unique identity and
dissimilarities, so the result cannot be generalized to other company.

METHODOLOGY

This study aims to determine which SMA technique adopted by the companies and to
examine the level of organizational effectiveness as a result in SMA in manufacturing
companies in Malaysia. To get the information needed, survey questionnaire was employed.
The questionnaire was sent to 400 respondents from 80 different manufacturing companies
all over Malaysia. Out of 400, a total of 375 responses were received that consist of 93.7%
response rate.

The questionnaire were divided into four section which are Section A, B, C and D.
Section A contained the questions on organizational background that include the type of
industry, annual sales turnover and number of employees in the companies; Section B
enclosed about the types of management accounting adopted by the companies using Likert
scale ranging from “1”= Never, “2” = Rarely, “3”= QOccasionally, “4”=Frequently, “5”=Very
Frequently. Section C include the questions about the benefit/effectiveness of the SMA
applied by the companies using Likert scale ranging from “1”=Strongly Disagree,
“2”=Disagree, “3”=Slightly Agree, “4”=Agree, “5”=Strongly Agree. Section D asked about the
impact of contextual variable on organizational effectiveness using Likert scale ranging from
“1”=No Impact, “2”=Very Slight Impact, “3”=Low Impact, “4”=Moderate Impact and “5”=
Significant Impact.

RESULT AND DISCUSSION

The first objective of this paper is to determine the popular SMA practices applied in
the manufacturing companies of Malaysia. Table 1 demonstrates on the types of strategic
management accounting that are presently applied by the companies in Malaysia. Based on
the results in Table 1, clearly indicates that all companies implemented at least one out of
thirteen strategic management accounting practices stated in the questionnaire. Most of the
result for the SMA technique for means above midpoint varies from 3.4 to 4.07. This result
shows that manufacturing companies in Malaysia has started to appreciate and adopted SMA
technique as their accounting management for their companies’ strategic purposes. This is
supported by study done by Noordin, Zainuddin, & Tayles and Noordin, Zainuddin, Fuad, &
Mail, based on Malaysia evidence, they stated that Malaysia Electrical and Electronic
companies have started to realize the importance of SMA and applied the technique in their
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management to manage their market competition and strategy implementation (Noordin,
Zainuddin, Fuad, & Mail, 2014 and Noordin, Zainuddin & Tayles, 2009).

Table 1:
Types of SMA Techniques Applied
\ Mean
Budgetary Control 4.0718
Product Profitability Analysis 3.9624
Standard Costing 3.8847
Cost Volume Profit Analysis 3.8113
Target Costing 3.7378
3.7032
Customer Profitability Analysis
Marginal Costing 3.6532
Benchmarking 3.6141
Activity Based Costing 3.6113
Absorption Costing 3.5606
Activity Based Management 3.5296
Shareholder Value Analysis 3.4332
Value Chain Analysis 3.4321
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Referring to Table 1, the highest mean that many sample companies highly adopted is
budgetary control. This type of SMA technique is highly related with traditional management
accounting technique. As stated by previous study, the result also found that the highest
adopted management accounting practices are related to traditional management
accounting practices such as budgeting for controlling cost18. Besides that, second highest
SMA technique adopted by manufacturing companies in Malaysia is product profitability
analysis. This result also supported the study done by Yap et al who found that product
profitability analysis is the highest SMA ranking adopted by the manufacturing companies.
Next, is followed by standard costing, cost volume profit analysis and target costing (Yap, Lee,
Said & Yap, 2013). This result also revealed that in Malaysia manufacturing companies,
budgetary techniques always have the highest ranking. This is similar with Singapore and
Indian where budgetary technique was highly adopted in the management accounting (Yap,
Lee, Said & Yap, 2013). Therefore, this results shows that the adoption of SMA in Malaysia
manufacturing companies has a good progress if compared to previous study who stated that
adoption of SMA is limited (Yap, Lee, Said & Yap, 2013). So, this study has given an interesting
finding about the adoption of SMA in Malaysia manufacturing companies thus supported the
results by Noordin et al who found that adoption of SMA in Malaysia has increased in year
2014 (Noordin, Zainuddin, Fuad, & Mail, 2014).

The second objective is to examine the level if organizational effectiveness as a result
of SMA. The respondents were asked to rate either they agree or not strategic management
accounting has helped their organization. Table 2 shows the mean results for the
organizational effectiveness where it was determined by how the SMA has helped the
companies in planning future strategies, controlling current activities, measuring
performance, evaluating performance and optimizing use of firm resources.

Table 2:

Effectiveness of SMA
Effectiveness Mean
Planning future strategies 4.3369
Controlling current activities 4.2086
Measuring performance 4.2032
Evaluating performance 4.1872
Optimizing use of firm resources 4.1578

Based on the results, it was clearly indicated that all the respondents agreed that SMA
has helped their organization for a better performance. This is supported by Yap et al., who
stated that there were SMA technique that fall under budgetary group give high benefits to
the companies as compared to other technique (Yap, Lee, Said & Yap, 2013). As we can see
from the results in Table 1 and Table 2, most of the respondents who frequently applied
budgetary control, product profitability analysis, standard costing cost volume profit analysis
agreed that those techniques help to increase organizational effectiveness by planning future
strategies, controlling current activities, measuring performance, evaluating performance
and optimizing use of firm resources. The most important is SMA will help the companies to
plan for better future strategies. It was also supported by previous study who stated that SMA
techniques has been adopted to increase the future planning especially the companies’
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strategic approach and to manage their market competition (Noordin, Zainuddin, Fuad, &
Mail, 2014).

CONCLUSION

As being discussed before, strategic management accounting is one of various
techniques in accounting that can be apply to simplify strategic management and accounting
in an organization thus increase its effectiveness. This paper was done to determine the type
of SMA technique adopted by manufacturing companies in Malaysia and to examine the
impact of implementation of SMA techniques on organizational effectiveness. Most of the
respondents had agreed that they adopted at least one SMA technique in their organizations
for better future strategies. Most of the companies had annual sales turnover more than
RM25million, thus this shows that multinational companies have widely adopted SMA in their
accounting management. Besides, this study also found that SMA techniques have impact on
organizational effectiveness especially planning future strategies.

There were some limitations for this study. First, this study only focused on
manufacturing companies in Malaysia. Next, this study only aimed at determines the popular
SMA technique applied by the companies in Malaysia. Therefore, future research could be
done by including other industries in Malaysia with more samples and future research should
be done to find the challenges faces by the companies who already adopted SMA in their
strategic planning. Besides that, to get the information needed, this study has employed
survey questionnaire where in future research, multiple way of data gathering such as
interviews and expert’s views should be done to avoid personal bias. It is hope that this
research will help and give views to other researchers, professionals and academician about
SMA and organizational effectiveness in Malaysian context.
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