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Abstract: Management accounting measures analyzes, and reports financial and nonfinancial information that helps managers make
decisions to fulfill the goals of an organization. Managers use management accounting information to develop, communicate, and
implement strategy. They also use management accounting information to coordinate product design, production, and marketing decisions
and to evaluate performance. The purpose of this article is to analyze the management accounting systems tools practices in Nepalese
Commercial Banks. It was found that the perceptions of top management representative of commercial banks in Nepal perceived
management accounting system tools as significant in their banking system and have also used these tools to increase their performance.
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1. Introduction

As today’s business environment becomes increasingly
competitive, business organizations are becoming more
aggressive and dynamic in identifying competitive strategies
that will ensure profitable existence. Competition may be
attributed to business innovations, advancement in
technology and the changing demand of customers.
Competition amongst business organizations may compel the
management to develop business techniques and strategies
that would guide an organization towards the maximization
of profits. This may be achieved through increased sales and
reduced cost of production. The optimization of profits and
minimization of costs may enable an organization to create a
competitive advantage in its industry. Certain management
accounting practices provide strategies that can influence a
large number of customers to have a lasting preference for a
company’s products. Management accounting techniques
may provide an organization with a sustainable competitive
advantage over its rivals [1]. Management accounting
practices have moved from reporting historical information,
especially on variance analysis, to taking part in the strategic
planning process of an organization [2]. The author contend
that management accounting skills are actively applied in the
business environment where both market intelligence is
sought and evaluated, and strategic decisions are made and
competitive strategies put in place. These are factors which
[3] argue that they enable an organization to gain an
advantage in the ever demanding competitive business
environment where innovative management accounting
practices need to be employed. The management
accountants, especially those in the banking sector, should
therefore be at the forefront in the search and development of
innovative competitive strategies that may enable an
organization to remain profitable and competitive. [1] note
that management accounting develops ideas for both
manufacturing and  service  organizations.  Hence,
management accounting practices may provide strategies for
efficiency and cost effectiveness which could be used as a
competitive tool for growth and profitability especially in the
banking sector. Banks have been rapidly expanding their
financial services to the customers. This proliferation of new
services has increased in recent years due to competition
between the financial institutions. Customers are also
becoming the more and more knowledgeable and demanding
more facilities. New technology is introduced in banking

system to fulfill the new facilities to the customers. Due to
the introduction of the new technology it has also increased
bank costs and posed greater risk of bank failure. Today,
number of banks and their branches are increasing at a rapid
pace and other financial institutions are virtually offering all
services which a commercial bank offers. The banks are
forced to increase the product and service quality, offer
better rates on deposits, quote lower rates on loans, charge
lower fee on various services narrow spread in the exchange
rate and the like. Due to the deregulation and increased in
competition, funding costs are dramatically increased. Due to
increase in the competition, the real average cost of the
attracting deposits has also increased. With deregulation
bankers have been forced to pay competitive interest rates
for the deposit funds. [4] argues that the role of accounting is
to serve the needs of strategic management. Several writers
have demonstrated how accounting in involved in processing
now strategic orders insides the firm [5], [6], [7], [8], and [9].
[10] pointed out the use of management accounting
information to support strategy decision making and also the
impact that information can have on organizational
outcomes. Strategic management accounting is the process of
identifying, gathering, choosing and analyzing accounting
data for helping the management team to make strategic
decisions and to assess organizational effectiveness [11].
Banks have had to expand their customer base by reaching
into expand their customer base by reaching into new and
more distant markets. The result has been a dramatic increase
in branch banking activity to provide multiple offices, the
formation of holding companies that bring smaller
institutions together into larger conglomerates offerings
multiple services, and mergers between some of the largest
bank and non-bank financial service firms. Nepal Rastra
Bank has also directed to commercial banks to merge each
other as per their capacity. Consolidation, geographical
expansion, globalization of banking and increased risk of
failure is the emerging issues in commercial banking field.
The growth of commercial banks and financial institutions
concentrating in the urban area with huge credit flows to
unproductive sector viz, real estate, housing and margin type
lending has created undue pressure in the financial sectors in
Nepal on the one hand and external and financial sector risks
have risen as evidenced by the significant deterioration of the
current account, the reserve decline, wavering confidence
and banking sector liquidity stress in the other. The
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developing country like Nepal has greatly suffered from
limited resources endowments, particularly the capital,
technical know-how, poor manpower, improper planning,
ineffective information and controlling system, ineffective
implementation of policies, political instability etc. [12]. In
view of the situation outlined above a number of issues
emerge. The following are the key research issues towards
which this study has been directed.
e What is the extent of the use of management accounting
system in Nepalese Commercial Banks?
e What are the roles of management accounting in
Nepalese Commercial Banks’ management?

2. Objective of the study

The main purpose of this paper is to analyze the management

accounting systems practices and its roles in Nepalese

Commercial Banks. More specifically this study proposes

following specific objectives:

1. To examine the extent of the use of management
accounting system in Nepalese commercial banks.

2. To examine the roles of management accounting in
Nepalese commercial banks’ management.

3. Research Methodology

The target population identified for gathering information
regarding this concern is Nepalese Commercial Banks from
among the firms in the various industries that comprise the
service sector. There were 28 banks at the time of the study.
Out of these 28 banks only 17 numbers of banks were
established before 2002. The selection of the bank for the
study was framed on the basis of ten years in operations.
Furthermore, six earliest established Nepalese commercial
banks were selected for the study. These banks were
established between 1937 and 1993. In the sampling
framework, samples of employees, customers of these banks
and Top level management representatives were taken for the
study. As stated earlier, the sample of banks were done with
stratified sampling method. Out of 28 commercial banks in
Nepal, 17 numbers were stratified according to their
established year and completion of ten years in operation.
Furthermore, it has been stratified to six commercial banks
which were the earliest among them. Therefore, the banks
were selected which were established between 1937 and
1993. This stratification of population resulted into sampling
frame of six banks namely, Nepal Bank Ltd. Kathmandu
(1937), Rastriya Banijya Bank Ltd. Kathmandu (1966),
Nabil Bank Ltd. Kathmandu (1984), Nepal Investment Bank
Ltd. Kathmandu (1986), Standard Chartered Ltd. Kathmandu
(1986), and Himalayan Bank Ltd. Kathmandu (1993).
However, one bank ADB was a pseudo commercial bank;
hence it was not considered for the study. Keeping in view
the objectives of this study both primary and secondary
sources of data have been used in this study. The sources for
primary data are different levels of employees, management
representatives and customers of the bank. For the purpose of
data collection regarding higher level management
accounting techniques in these banks, the Top level
management representatives were also involved in survey. A
random sampling of 50 Top level management
representatives such as Chief Executive Officer (CEO),
Financial Officer (FO) and other higher level officers at
decision level was taken. The decided number of
questionnaires was distributed randomly to the top level
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management representatives with an expected rate of return
of 100% on account of their vital role in banking
management accounting system decisions. Out of the
distributed 50 questionnaire, all questionnaires were returned
after minimum follow ups.

3.1. Reliability of Top level management representatives’
Questionnaire

The Cronbach‘s a for Top level management representatives’

Questionnaire on Management Accounting Techniques was

0.865 (highly reliable) for application part and 0.917 for

significance part.

Table 1: Reliability Statistics for Top Management
representative questionnaire

ilt') Variables Cronbach's Alpha | N of Items
1 Significance of MATs 0.917 23
2 Application of MATSs 0.865 23

4. Results

Research findings are presented in the following sections: (a)
descriptive analysis, (b) correlation analysis (c) impact
analysis, (d) hypotheses testing results.

4.1. Management representatives

Fifty (50) nos. of higher level management representatives
were pooled from six banks for the study of Management
Accounting Techniques. Table 2 shows the sample
descriptive.

Table 2 : Demographic characteristics of Management
Representative

Attributes Sub Attributes Nu?;\lk;ers Percentage (%
Male 48 96.0
Gender Female 2 4.0
41-50 2 4.0
Age Group 51-above 48 96.0
Education Post Graduate 48 96.0
Level M.Phil/ PhD 2 4.0
Nepal Bank 6 12.0
Rastriya Banijya 9 18.0
Working Nepal Investment bank 8 16.0
Banks Standard Chartered 8 16.0
Nabil Bank 8 16.0
Himalayan Bank 11 22.0
1-5 1 2.0
Experience 6-11 23 460
12-18 19 38.0
19 and above 7 14.0
Position CEO - 1 2.0
Top level officers 49 98.0

N= 50

Out of the total respondents, 48 nos. (96%) of the
respondents were male and 2 nos. (4%) were female. There
were 48 nos. (96%) are under the age-group of 51 years and
above and 2 nos. (4%) were under the age group of 41-50
years. Majority of the respondents falls within the category
of Master’s level with 48 nos. (96 %) representations, 2 nos.
(4%) in M. Phil/PhD level. At the time of study, the
respondents working banks were Himalayan Bank Limited
11 nos. (22%), NABIL Bank 8 nos. (16%), Nepal Bank
Limited 6 nos. (12%), Nepal Investment Bank Ltd. 8 nos.
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(16%), Rastriya Banijya Bank 9 nos. (18%) and Standard
Chartered Bank 8 nos. (16%). Similarly, the management
representatives have varying working experience. Out of the
total respondents, 23 nos. (38%) were 6-11 years of
experience, 19 nos. (38%) of 12-18 years, 7 nos. (14%) of 19
years and 1 no. (2%) of 1-5 years. Out of the total
management representatives, 49 nos. (98%) were the top
level officers and only 1 no. (2%) was CEO of the banks.

4.2. Management  accounting
commercial banks

This part of study has an outlook on the perception of top
management of commercial banks towards how they
perceive the importance of Management Accounting System
Tools in their banking system. So, in this section it is
attempted to explore the significance regarding Management
Accounting System Tools in Commercial Banks. These
management representative perceive the importance of the
management accounting system tools in their respective
banks. The exploration is based on the twenty-three (23)
preset management accounting system tools. It is ranked in
their mean score. The determination of the tools that majorly
perceived important by the management representative has
considered on the Mean factor which would be statistically
significant at Mean Test Value=2, 95% C.I, that means the
management accounting system tools are significant
signified the perception and have a greater impact at their
management accounting system. Similarly, recalling the
ranking was done with the highest to lowest scores in a
distribution. The reliability analysis was done for the present
tools questionnaire construction consistency of responses to
items. The Cronbach’s alpha coefficient comes to o = (0.865)
on item 23 and N=50, which is higher than 0.5. As it can be
derived from table 4.33, the results indicated the importance
of management accounting system tools significant. The
tools representing the highest ranks with significant p value
are considered up separately and presented for maybe
knowing the range would help on understanding the
perception of management representative on management
accounting system tools. The detail is presented in table
4.33. After arranging data, the determined values in higher
side are: Budgetary control (2.80, SD=.495, t=11.431, 49,
p=.001); Ratio Analysis (2.80, SD=.452, t=12.522, 49,
p=.001); Cash flow statement analysis (2.74, SD=.527,
t=9.925, 49, p=.001); CVP Analysis (2.60, SD=.639,
t=6.641, 49, p=.001); and SWOT Analysis (2.46, SD=.613,
t=5.305, 49, p=.001). Therefore, Budgetary control, Cash
flow statement analysis, CVP Analysis, Variance analysis,
Competitors Analysis, Inter firm comparison, Total Quality
Management and Process Reengineering are important
management accounting system tools. This is aligned with
the following studies [13], [14], [15], [16] and [17] in which
budgetary control, variance analysis, CVP analysis, fund
flow analysis, cash flow analysis, activity based costing,
TOM,TOC, business process reengineering, kaizen costing,
segment reporting ,responsibility accounting, standard
costing, target costing, balance scorecard, inter firm
comparison, JIT ,bench marking, variable and absorption
costing, competitions analysis, opportunity costing, SWOT
analysis and ratio analysis tools are outlined.

system in Nepalese
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Table 3 :Descriptive statistics of ranking of significance
management accounting system tools

Test Value =2
Tools Mean SD Sig.
t df (2-

tailed)
Budgetary control 2.80 | 495 | 11.431 49 .001
Ratio Analysis 2.80 | 452 | 12522 49 .001
Cash flow statement
analysis 274 | 527 9.925 49 .001
CVP Analysis 2.60 | .639 6.641 49 .001
SWOT Analysis 246 | 613 5.305 49 .001
Variance analysis 242 | 673 4414 49 .001
Competitors Analysis 240 | .670 4.221 49 .001
Inter firm 234 | 688 | 3492 49 | 001
comparison
Total Quality
Management 230 | .678 3.130 49 .003
Process
Reengineering 230 | .763 2.782 49 .008
Responsibility
accounting 212 | .689 1231 49 224
Kaizen costing 210 | .707 1.000 49 .322
Standard costing 194 | .682 -.622 49 .537
Activity based 186 | 639 | -1.549 49 | 128
costing
Segment Reporting 1.86 | .783 -1.265 49 212
Target costing 184 | .710 -1.593 49 118
Opportunity costing 1.82 | .629 -2.024 49 .058
Attribute costing 1.74 | .664 -2.768 49 .068
Just in Time(JIT) 164 | 598 | -4.257 49 .501
Life cycle costing 162 | .667 -4.030 49 .541
Balance score card 1.60 | .606 -4.667 49 .674
Variable &absorption 160 | 639 | -2.427 49 567
costing
Theory of
Constraints(TOC) 160 | .639 | -4.427 49 534

4.3. Ranking of currently using management accounting
system tools
Getting a more refined depiction, the uses of management
accounting system tools are also explored. While, exploring
the combination of preset twenty-three (23) set of
management accounting system tools, the management
representatives had emphasized on five (5) set of
management accounting system tools as significantly used in
their respective banks. It is ranked in their mean score. The
determination of the tools that majorly used by the banks
presently has considered on the Mean factor which would be
statistically significant at Mean Test Value=2, 95% C.I, that
means the management accounting system tools are used in
the banks. This part of study has an outlook on the use of
management accounting system tools in commercial banks in
Nepal. Similarly, recalling the ranking was done with the
highest to lowest scores in a distribution with significantly t-
value. After arranging data, the following management
accounting system tools are used in these commercial banks
of Nepal: Budgetary control(2.70, SD=.462, t=10.693, 49,
p=.001), Cash flow statement analysis (2.70, SD=.505,
t=9.800, 49, p=.001), Ratio Analysis (2.60, SD=.534,
t=7.937, 49, p=.001), Variance analysis (2.56,
SD=.501t=7.897, 49, p=.001) and CVP Analysis(2.54,
SD=.503, t=7.584, 49, p=.001).The detail scores are
presented in table 3. Therefore, budgetary control, Cash flow
statement analysis, Ratio Analysis, Variance analysis and
CVP Analysis are the management accounting system tools
that are currently used by these commercial banks of Nepal.
This is aligned with the following studies [2], [14], [15],
[16], [17] and [18] in which budgetary control, variance
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analysis, CVP analysis, fund flow analysis, cash flow
analysis, activity based costing, TQM, TOC, business
process reengineering, kaizen costing, segment reporting
,responsibility accounting, standard costing, target costing,
balance scorecard, inter firm comparison, JIT, bench
marking, variable and absorption costing, competitors
analysis, opportunity costing, SWOT analysis and ratio
analysis tools are outlined.

Table 4 : Descriptive Statistics of Ranking of currently using
management accounting system tools

Management Test Value = 2

accounting system Mean SD t df Sig. (2-
Tools tailed)
Budgetary control 2.70 462 10.693 49 .001
Cash flow

statement analysis 2.70 505 9.800 49 001
Ratio Analysis 2.60 | .534 7.937 | 49 .001
Variance analysis 256 | .501 7.897 49 .001
CVP Analysis 254 | .503 7.584 | 49 .001
Inter firm

comparison 1.96 | .698 -405 | 49 .687
SWOT Analysis 196 | .637 -444 | 49 .659
Competitors

Analysis 194 | 682 -622 | 49 537
Activity based 192 | 665 | -850 | 49 399
costing

Process 186 | 700 | -1414 | 49 164
Reengineering

Responsibility 184 | 650 | -1.740 | 49 088
accounting

Kaizen costing 182 | .719 -1.769 49 .083
Opportunity costing 1.82 .595 -2.137 49 .760
Total Quality 180 | 699 | -2.021 | 49 879
Management

Segment Reporting 1.78 .581 -2.674 49 101
Target costing 1.76 .686 -2.471 49 .170
Balance score card 176 | .716 -2.370 49 .218
Attribute costing 1.76 | .743 -2.281 49 .569
Standard costing 1.72 .640 -3.093 49 .503
Life cycle costing 1.62 | .696 -3.857 49 .847
Variable &

absorption costing 1.60 .670 -4.221 49 463
Theory of 156 | 643 | -4.831 | 49 757
Constraints

Just in Time 1.52 .646 -5.250 49 .530

5. Discussion and conclusion

Furthermore, the perception of top management
representative of commercial banks in Nepal perceived
management accounting system tools as significant in their
banking system. The exploration is based on the twenty-three
(23) preset management accounting system tools. Top
management representative of commercial banks in Nepal
perceived budgetary control as utmost significant tools in
management accounting system in their banking system.
Likewise, ratio analysis, cash flow statement analysis, CVP
analysis, SWOT analysis, variance analysis, competitors
analysis, inter firm comparison, total quality management,
and process reengineering are the other management
accounting system tools are perceived significant in
Nepalese commercial banks. Similarly, getting a more
refined representation, the uses of management accounting
system tools are also explored. While, exploring the
combination of preset twenty three (23) set of management
accounting system tools, the management representatives
had emphasized on five (5) set of management accounting
system tools as significantly used in their respective banks.
Budgetary control is the foremost used management

accounting system tool in Nepalese commercial banks.
Thereafter, they use other management accounting system
tools also in such rankings; Cash flow statement analysis,
ratio analysis, variance analysis and CVP analysis. Since
globalization, liberalization, privatization, modernization and
competition are the five pillars for strengthening the financial
sector, these concepts should be adhered to all the time in
developing strategy for Nepalese commercial banks. These
dimensions have opened Nepalese banking industry towards
a greater competition and application of Management
Accounting System towards formulating and implementing
organizational strategy, to create a significant comprehensive
organizational performance. The main role of Management
Accounting System is to provide useful information in
helping banking managers make effective decisions.
Organizational Strategy must be supported by appropriate
organizational harmonized Management Accounting System.
Management accounting system and strategy is found to
have a greater influence over organizational performance.
Nepalese banks should focus on integration and application
management accounting system towards strategy formulation
and implementation like adopting blue ocean strategy
concept. However, failure to provide appropriate information
may contribute to ineffective decisions, ineffective resource
management and decline in organizational performance. It is
also desirable; these banks should use management
accounting system as entrepreneurial firm rather remaining
conservative firms. It can be achieved by placing importance
on controls such as forecasting data, tight budget, cost
effectiveness, providing top management more control over
results, developing a culture of continuous improvements,
refinements and configuration around vision, mission and
shared goals and the careful monitoring of outputs.
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