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Abstract: The aim of this study is to examine the corporate governance influence on
strategic management accounting disclosure. The strategic management accounting
disclosure in this study was measured by the disclosure level regarding strategic
management accounting published in the company's annual report according to the
index (made by the author). The corporate governance is proxied by board size,
independent board, and managerial ownership. The data of this study are 497
manufacturing companies in Indonesia in the period of 2011-2015 and the method
employed in this study is regression analysis method. The findings show that board
size has significant positive influence on the disclosure level of strategic
management accounting of manufacturing companies in Indonesia, and the
proportion of independent board does not influence SMA disclosure, while
managerial ownership has negative influence the disclosure level of strategic
management accounting.
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Introduction

In the increasingly competitive business environment, companies are required to utilize all of their resources
to pursue competitive advantage. Company strategic management is a way to gain sustainable competitive
advantage through resource management (resource-based view) and the ability to adapt and maintain
relationships with stakeholders (Nixon & Burns, 2012).

Companies need to seek information that potentially can be used as primary analytical tools related to
market share, cost competitors and sales volume. Strategic information is crucial for senior managers to
manage their companies' resources with strategic opportunities to achieve competitive advantage (Dixon &
Smith, 1993). Knowledge regarding competitor’s costs allows companies to identify whether competitors may
change their position in the market, therefore, the company can formulate strategy through price
manipulation. Knowledge regarding market share and cost structure has influence in the decision making
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process to respond to the competitors’ actions. Strategic Management Accounting (SMA) expands the role of
management accounting by combining other information related to the company’s activities (Dixon & Smith,
1993). Thus, the application of SMA in the company is to develop, monitor and evaluate the applied business
strategy.

Starting from Simmonds (1981), SMA has been known for more than three decades. However, there has
been not been any comprehensive agreement regarding the definition of SMA (Cadez & Guilding, 2008;
Cinquini & Tenucci, 2007; Juras, 2014). Although the substantial growth regarding SMA literatures has not
achieved a definitive agreement, Cadez & Guilding (2008) state 1) that there has been limited consensus related
to the definition of SMA, 2) and that SMA is of considerable concern, but the empirical research related SMA is
still rare, and most researches so far only focused on the use of SMA techniques. Most of SMA empirical
research used survey and interview techniques in reviewing the level of SMA implementation (AlMaryani &
Sadik, 2012; Cadez & Guilding, 2008; Cinquini & Tenucci, 2007; Fowzia, 2011; Roslender & Hart, 2002).

Agency theory is a concept that describes the contractual relationship between principle and agents. The
Principle Party is the party that gives mandate to the other party, the agent, to do all activities on the behalf of
the principals in their capacity as decision-makers (Jensen & Meckling, 1976). A principal is motivated to sign a
contract with the agent, if that aims to bring prosperity for himself or herself by constantly increasing his or
her company’s profitability (Rahmawati et al., 2015). According to Probohudono (2012), conceptual framework
of agency theory presents the ideal mechanism in assessing the disclosure practices conducted by the
manufacturing companies because manufacture companies perform more frequent rotations in order to the
develop organizational culture to reduce agency problems. In addition, the agency theory makes it is easier to
monitor company’s performance. A number of studies have provided empirical evidence that disclosure has a
significant ability to reduce information asymmetry.

SMA is often defined as the use of financial and non-financial accounting information to support strategic
decision making (Tillmann & Goddard, 2008). Compared with the conventional accounting management, SMA
has externally oriented perspective (Bromwich, 1990; Cadez & Guilding, 2008; Roslender & Hart, 2002).
Therefore, broader disclosure of SMA in the company’s financial statements will assist stakeholders in making
decisions. In this study, SMA Disclosure is measured by using disclosure index study based on the GRI4.

Agency conflicts can be resolved by the board of directors including independent board. Meanwhile, the
number of board of directors in the company has influence on the company performance (Cormier et al., 2010).
This is because the board of directors, as the representative of shareholders, performs the monitoring task
including monitoring risk management. According to the agency theory, the presence of directors is expected
to oversee the management and protect the shareholders’ interests (Fama & Jensen, 1983).

In this study, corporate governance mechanism is measured through the board of director size, the
proportion of independent board, and the managerial ownership. The Board of Directors is one of the most
important elements in the corporate governance mechanisms (Suteja & Gunardi, 2016). The board plays the
role of overseeing the implementation of the company’s activities managed as well as possible by the general
managers (Said et al., 2009). Meanwhile, good governance structure can be formed by independent board
through transparent disclosure and in effective legal environment that would reduce the potentially
dysfunctional behavior of the controlling shareholder (Yuen et al., 2010).

Managerial ownership is the active owner in the company management who takes part in the decision
making process. Greater proportion of managerial ownership will influence the management to work harder
to represent the interests of the owner who is none other than himself. With more strategies implemented by
the company, the tendency to disclose more information to the public shall also increase. Thus, there is a
positive relationship between managerial ownership and disclosure (Nagar et al., 2003; Probohudono, 2012;
Probohudono et al., 2014). Greater proportion of managerial ownership will cause more disclosure of company
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information (Jiang & Habib, 2009; Vu et al., 2011). However, these findings are in the opposite direction to the
research results of Akhtaruddin & Haron (2010) and Samaha & Dahawy (2011) which conclude that managerial
ownership has negative influence on corporate disclosures (Guan et al., 2007; Huafang & Jianguo, 2007).

The authors’ study on the previous researches shows that there has not been any research on SMA
Disclosure in the annual report. Therefore, the authors are motivated to reduce the gap by conducting research
on SMA Disclosure in the company's annual report. This study aims to examine the influence of corporate
governance mechanism on the disclosure level of company’s strategic management accounting. The strategic
Management Accounting disclosure level is measured by using disclosure index study based on the GRI Index
(formulated by the authors). The samples in this study are manufacturing companies listed in the Indonesian
Stock Exchange (IDX) in the years of 2011-2015.

Methods

This research is a quantitative research, and the data used are secondary data derived from company financial
statements. This study uses samples of manufacturing companies listed in Indonesia Stock Exchange in the
periods of 2011-2015. This study uses purposive sampling technique in determining the samples. Samples that
match the criteria required by the researcher are 107 companies.

Samples that match the criteria proposed by researchers are 535 observations. After the data selection
process, 38 data have extreme value and should be excluded from the sample. Therefore, the total numbers
of data that can be analyzed are 497 corporate data.

Table 1 Sample Size

Description Total
Manufacturing companies listed in the years 2011-2015 15
The Companies do not present complete financial reports for 2011-2015 @)
The number of companies suitable sample 107

The dependent variables are the voluntary disclosures of SMA index compiled by researchers through
the following stages:
. Identifying the elements of SMA definition from the results of the research conducted by
(Bromwich, 1990; Hoque, 2006; Http://www.cimaglobal.com/, 2005; Langfield-Smith, 2008; Ma &
Tayles, 2009; Roslender & Hart, 2002; Shank, 1989; Simmonds, 1981; Ward, 1992).

. Tracing all indicators on GRI4 which are suitable with SMA elements.

. Reorganizing the indicators on GRI4 as the reporting quality in accordance with the elements of
SMA definition as the SMA disclosure Index.

The independent variables in this study were measured through the mechanism of corporate governance
board size, the proportion of independent board and managerial ownership. The control variables used in this
study are: the company size, profitability and leverage, in order to control the effect of independent variables
on the dependent variables so that they are not influenced by the external factors. The data analysis method
used in this study is multiple regression equation models to identify the influence of independent variables on
the dependent variables.
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Figure 1 Research Framework

In accordance with the research framework, the regression equation as follows:
SMAD = « + 8,BSj; + 6,IBjt + 85MOjt + 8,SIZEi + BsPROFIT;¢ + BsLEV: + €i¢

Information:
SMAD = Strategic Management Accounting Disclosure
BS = Board Size
IB = Independent Board
MO = Managerial Ownership
SIZE = Firm Size
PROFIT = Profitability
LEV = Leverage
Table 2 Summary of Research Variable
Variable Code Measurement
Dependent SMAD Y. Score of SMAD
Total SMAD
Independent BS Z Board of Commissioners
Independent IB Independent Commissioners
Board of Commissioners
Independent MO Total of Managerial shares
Total of outstanding shares
Control SIZE Ln (Total Assets)
Control PROFIT Net Income
Total Assets
Control LEV Total Debt

Total Equity
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Results and Discussion

All data used in this study have been through classical assumption test. The linear regression test results are
presented in Table 3. Regarding the Board of Directors’ influence on SMA disclosure, this study proves that the
board size has influence on the extent of SMA disclosure. This can be seen in Table 3, which shows that the
board size significance value is less than 0.05 (0.000 <0.05), thus H1a is accepted.

Table 3 Summary of Hypotheses Testing

Variable Exp. Sig. Coefficient t Sig.

BS + 0.0043 0.129 0.012%
1B + 0.0067 1.014 0.745
MO + -0.0006 -2.565 0.011%
SIZE N/A 0.0080 4.040 0.000%
PROFIT N/A 0.1404 5.511 0.000%
LEV N/A 0.0012 0.600 0.549
Adjusted R2 0.174

F-Value 18.456

P-Value 0.000

*significant at level 5%
Source: Processed Secondary Data, 2016

Regarding the proportion of independent board’s influence on SMA disclosure, the results show that it
does not affect the SMA disclosure in Indonesian companies. In Table 3, the significant value of independent
board size is greater than 0.05 (0.745> 0.05), thus, H1b is rejected. This is likely because the number of
independent board is relatively less than the non-independent commissioners. Furthermore, one of the
common characteristics of Indonesian company is that the share of ownership is mostly dominated by family
members or their trusted subordinate. The family members and the trusted subordinate usually hold the
director or commissioner positions and interfere with the decision making process. Thus, independent board
of directors in Indonesian company is not the effective form of control (Lukviarman, 2001).

Regarding managerial ownership, this study proves that managerial ownership has negative influence
on the extent of SMA (H1c rejected). This indicates that with larger proportion of managerial ownership in
Indonesian manufacturing company, the companies’ voluntary SMA disclosure level is lower because SMA is
considered as classified information and should not be disclosed to the management and shareholder. This
result is in line with previous research conducted by Akhtaruddin & Haron (2010) and Samaha & Dahawy (2011),
Huafang & Jianguo (2007) and Guan et al., (2007) which state that managerial ownership has negative influence
to corporate disclosure.
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Conclusion

This study empirically examined the influence of corporate governance mechanism on SMA disclosure of
manufacturing companies in Indonesia. Corporate governance mechanism as measured by the board of
directors’ size has significant positive influence on the disclosure of strategic management accounting of
manufacturing company in Indonesia. On the other hand, the proportion of independent board does not have
influence but and managerial ownership has a negative influence on the SMA disclosure of manufacturing
company in Indonesia.

This study has limitations in term of data samples which only uses manufacturing companies listed in the
Indonesia Stock Exchange, thus the results of this study cannot be generalized to all companies in Indonesia.
And the strategic management accounting measurement method only uses GRI4 as the base to formulate
index, thus it is less comprehensive. Therefore, future research can consider other index to be combined in the
SMA disclosure index, such as from previous articles attempting to identify voluntary disclosure which can be
attributed to strategic management accounting.
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Introduction

In the increasingly competitive business environment, companies are required to utilize all of their resources
to pursue competitive advantage. Company strategic management is a way to gain sustainable competitive
advantage through resource management (resource-based view) and the ability to adapt and maintain
relationships with stakeholders (Nixon & Burns, z012).

Companies need to seek information that potentially can be used as primary analytical tools related to
market share, cost competitors and sales volume, Strategic information is crucial for senior managers to
manage their companies' resources with strategic opportunities to achieve competitive advantage (Dixon &
smith, 1963 ). Knowledge regarding competitor's costs allows companies to identify whether competitors may
change their position in the market, therefore, the company can formulate strategy through price
manipulation. Knowledge regarding market share and cost structure has influence in the decision making
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process to respond to the competitors' actions, Strategic Management Accounting (SMA) expands the role of
management accounting by combining other information related to the company’s activities (Dixon & Smith,
1993). Thus, the application of SMA in the company is to develop, monitor and evaluate the applied business
strategy.

Starting from Simmaonds (1581), 5MA has been known for more than three decades, However, there has
been not been any comprehensive agreement regarding the definition of SMA {Cadez & Guilding, 2008;
Cinguini & Tenucci, 2007; Juras, 2014). Although the substantial growth regarding SMA literatures has not
achieved a definitive agreement, Cadez & Guilding (2008} state 1) that there has been limited consensus related
tothe definition of SMA, 2} and that SMA is of considerable concern, but the empirical research related SMA i
still rare, and most researches so far only focused on the use of SMA techniques. Mast of SMA empirical
research usgehsurvey and interview techniques in reviewing the level of SMA Implementation (AlMaryani &
Sadik, 2012; Cadez & Cullding, 2008; Cinguini & Tenucel, 2007; Fowszia, 3011; Roslender & Hart, 2002).

Agency theory is a concept that describes the contractual relationship between principle and agents. The
Principle Party is the party that gives mandate to the other party, the agent, ta do all activities on the behalf of
the principals in their capacity as decisionrmakers (Jensen & Meckling, 1976) A principal Is motivated tosign a
contract with the agent, if that aims to bring prosperity for himself or herself by constantly increasing his or
her company®s profitability (Rahmawati et al., 2015). According to Probohudono {2012), conceptual framework
of agency theory presents the ideal mechanism in assessing the disclosure practices conducted by the
manufacturing companies because manufacture companies perform more frequent rotations in order to the
develop organizational culture to reduce agency problems, In addition, the agency theory makes it is easier to
monitor company's performance. A number of studies have provided empirical evidence that disclosurehas a
significant ability to reduce information asymmetry.

5MAis often defined as the use of financial and non-financial accounting information to support strategic
decision making (Tillmann & Goddard, 2008}, Compared with the conventional accounting management, SMA
has externally oriented perspective (Bromwich, 1990; Cadez & Guilding, 2008; Roslender & Hart, 2002).
Therefore, broader disclosure of SMA in the company's financial statements will assist stakeholders in making
decisions, In this study, SMA Disclosure is measured by using disclosure index study based on the GRI4.

Agency conflicts can be resolved by the board of directors including indep endent board. Meanwhile, the
number of hoard of directors inthe company has influence on the company performance (Cormier et &l 2010).
This Is because the board of directors, as the representative of shareholders, performs the monitoring task
including monitoring risk management. According to the agency theory, the presence of directors is expected
Lo o e the management and protect the shareholders' interests (Fama & Jensen, 1983).

n this study, corporate governance mechanism is measured through the board of director size, the
proportion of independent board, and the managerial ownership. The Board of Directors is one of the most
important elements in the corporate governance mechanisms (Sutefa & CGunardi, 2018). The board plays the
role of overseeing the implementation of the company’s activities managed as well as possible by the general
rmanagers (Said et al, 2009). Meanwhile, good governance structure can be formed by independent board
through transparent disclosure and in effective legal environment that would reduce the potentially
dysfunctional behavior of the controlling shareholder {Yuen et al., 2010},

Managerial ownership is the active owner in the company management who takes part in the decision
making process. Greater proportion of managerial ownership will influence the management to work harder
to represent the interests of the owner who is none other than himself, With more strategies implemented by
the company, the tendency to disclose more information to the public shall also increase, Thus, there is a
positive relationship between mamagerial ownership and disclosure {Magar et al,, 2003 Probohudona, 2o12;
Probohudono et al., 2014). Greater proportion of managerial ownership will cause more disclosure of company
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information (Jiang & Habib, 2004, Vu et al,, 2011). However, these findings are in the opposite direction to the
research results of Akhtaruddin & Haron {2010} and Samaha & Dahawy (201} which conclude that managerial
ownership has negative influence on corporate disclosures (Guan et al., zo07; Huafang & Jianguo, 2007).

The authors' study on the previous researches shows that there has not been any research on 3MA
Disclosure in the annual report. Therefare, the authors are motih to reduce the gap by conducting research
an SMA Disclosure in the company’s annual report. This study alms to examine the influence of corporate
gavernance mechanism on the disclosure level of company’s strate gic management accounting. The strategic
Management Accounting disclosure level is sured by using disclosure index study based on the GRI Index
(formulated by the authors). The samples rnrﬁs' study are manufacturing companies listed in the Indonesian
Stack Exchange (1D} in the years of 2011-3015.

Methods

This research i< a guantitative research, .ﬁ the data used are secondary data derived from company financial
statements. This study uses samples of manufacturing companies listed in Indanesia Stock Exchange in the
periods of 2011-2015. This study uses purposive sampling technigue in determining the samples. Samples that
match the criteria required by the researcher are 107 companies.

Samples that match the criteria proposed by researchers are 535 observations. After the data selection
process, 38 data have extreme value and should be excluded from the sample. Therefore, the total numbers
of data that can be analyzed are 447 corporate data.

Table 1 Sample Size
— __ Description Tatal
Manutacturing companies listed in the years 2011-2015 15
The Companies donat present complete financlal reports for zo1-2015 (7}
The number of companies suitable sample 107

The dependent variables are the voluntary disclosures of SMA index compiled by researchers through
the following stages:
* ldentifying the elements of SMA definition from the results of the research conducted by
{Bromwich, 1990; Hoque, 2006; Hitps/fwww cimaglobal.com/, 2005; Langfield-Smith, 2008; Ma &
Tayles, zoog; Roslender & Hart, 2002; Shank, 198g; Simmaonds, 1981; Ward, 1992).

. Tracing all indicators on GRI4 which are suitable with SvlA elements.

. Reorganizing the indicators on GRI4 as the reporting quality in accordance with the elements of
SiA definition as the SMA disclosure Index.

Theindependent variables in this study were measured through the mechanism of corporate governance
board size, the proportion of independent board and managerial ownership. The control variables used in this
study are: the company size, profitability and leverage, in order to control the effect of independent variables
on the dependent variables so that they are not influenced by the external factors. The data analysis method
used inthis study is multiple regression equation models to identify the influence of independent variables on
the dependant variables.
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[ Bozrd size

[ Independent board

[ Managerial ownership j/

SMA disclosure

Contral variable ]

Figure 1 Research Framework

Im accordance with the research framewaork, the regression aguation as follows:
SMAD = ¢ « B85, + BB, + 8,M0, + B51ZE, + BLROFIT, + BLEV, + £,

Information:
SMAD = Strategic Management Accounting Disclosure
BS = Board Size
1B = Independent Board
MO = Managerial Cwnership
SIZE = Firm Size
PROFIT = Profitability
LEV = Leverage
Table 2 Sumimary of Research Variable
ariahle Cole Measurement
Dependent SMAD ¥ Score of SMAD
Tatal SMAD
Independent BS Z Board of Commissioners
Independent IB Independent Commizsioners
Beoard of Commissioners
Independent MO Total of Managerial shares
Total of outstanding shares
Control SIZE Ln (Total Assets)
Cortral PROFIT Met Income
Total Aszets
Control LEY Tatal Debt

Taotal Equity
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Results and Discussion

All data used in this study have been through classical assumption test. The linear regression test results are
presented in Table 3. Regarding the Board of Directors’ influence on SMA disclosure, this study proves that the
board size has influence on the extant of SMA disclosure. This can be seen in Table 3, which shows that the
board size significance value is less than 0.05 (0.000 <0.05), thus Hia is accepted,

Table 3 Summary of Hypotheses Testing

Variable Exp. Sig Coefficlent i Slg.
E= - 0.0043 0129 0.012%
1B + g.anhy 1.014 a9-745
Mo - -0.00065 -2.565 Du011*
SIZE NiA a.oodn 4. 0040 OO0 ®
FROFIT HiA 0.1404 S5l 0.000%
LEY MiA a.0mz a.600 0549
Adjusted B2 0,774
F-Yalue 18,456
F-Walue 0.000

*significant at level 5%
Source; Processed Secondary Data, 2016

Regarding the propaortion of independent board's influence on SMA disclosure, the results show that it
does not affect the SMA disclosure In Indonesian comparies. [n Table 3, the significant value of Independent
board size is greater than 0.05 {0.745> c.05), thus, Hib is rejected. This is likely because the number of
independent board is relatively less than the nondindependent commissioners, Furthermore, one of the
commaon characteristics of Indonesian company is that the share of ownership is mostly dominated by family
members or their trusted subordinate. The family members and the trusted subordinate usually held the
director or commissioner positions and interfere with the decision making process. Thus, independent board
of directorsin Indonesian company is not the effective form of control {Lukviarman, 2o001).

Regarding managerial ownership, this study proves that managerial ownership has negative influence
on the extent of SMA (Hic rejected). This indicates that with larger proportion of managerial ownership in
Indonesian manufacturing company, the companies’ voluntary SMA disclosure level is lower because SMA is
considered as classified information and should not be disclosed to the management and shareholder. This
result is in line with previous research conducted by Akhtaruddin & Haron (2010) and Samaha & Dahawy (2011),
Huafang & languo {2007) and Guan et al., (2007 ) which state that managerial ownership has negative influence
to corporate disclosure.
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Conclusion

This study empirically examined the influence of corporate governance mechanism on 5MA disclosure of
manufacturing companies in Indonesia. Corporate govemance mechanism as measured by the board of
directors' size has significant positive influence on the disclosure of strategic management accounting of
manufacturing company in Indonesia. COn the other hand, the proportion of independent board does not have
influence but and managerial ownership has a megative influence on the SMA disclosure of manufacturing
company in Indonesia. 20]

This study has limitations in term of data samples which anly uses manufacturing companies listed in the
Indonesia Stock Exchange, thus the results of this study cannot be generalized to all companies in Indonesia
And the strategic management accounting measurement method only ses GRIG as the base to formulate
index, thus it is less comprehensive. Therefore, future research can consider other index to be combined in the
SMA disclosure index, such as from previous articles attempting to identify voluntary disciosure which can be
attributed to strategic management accounting.
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