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Abstract
Banking sector is one of the most successful financial institutions in Ethiopia; however, there is

virtually no more study on management control system about this sector. The increasing
knowledge and understanding on the application of management control system, for the area in
which this study was undertaken by benchmarking of the same research undertaken in Ethiopia
and other country, were taken as the major initiators of this study and were the rationale to the

study.

The study was focus only on the application of management control system in Ethiopia
commercial banks in case of Addis Ababa. An institution based cross sectional descriptive
study with analytic components was conducted in Ethiopian commercial banks which are
functioned at Addis Ababa. The study employed both quantitative and qualitative study
approaches. Study population for the survey was employees, officers and mangers of the
banks. Besides, for the qualitative part, key informant interviews were conducted with
mangers and officers of the banks. A questionnaire with five Likert scale for the survey which
is mainly used for quantitative part, and Semi-structured interview guide for the qualitative were
used as data collection tools. SPSS version 19 for windows was employed to perform
statistical analysis. Findings were displayed using tables, and pie-charts. Commercial banks
are encouraging employees to upgrade their knowledge and skill on the basis of
experience or service offer to the bank. However, some problems were also there; human
capital, benefit entitlement, liquidity and responsibility center. Therefore, the commercial
banks need to give due attention for these problems, giving and preparing continuous

training for employees and evaluating training results.

Key words: Management control system, Banking Industry, Commercial Bank of Ethiopia, human

capital, benefit entitlement, liquidity and responsibility



Chapter One

Introduction

1.1. Background of the Study

Management control system is a logical integration of techniques to gather and use information
to make planning and control decision, to motivate employees behavior, and to evaluate
performance ‘Horngren et al. 2002). It is the process by which managers assure that resources
are used effectively and efficiently in the accomplishment of the organization's objectives'
- in other words control using both financial and non-financial objectives. It is specifically
concerned with the process by which managers influence other members of the organization to
implement the organizational strategies ‘Anthony and Govindarajan 2002). It involves a number
of activities: Planning what the organization should do, coordinating the activities of several
parts of the organization, communicating information, evaluating information... etc. ‘Anthony
and Govindarajan 2002).

Control is an important issue facing every manager in every organization. At Rochester
Independent Practice Association, administrators have implemented new systems for cutting
costs and increasing efficiency, but they also need to find new ways to maintain the quality of
care, including the quality of the doctor-patient relationship. Other organizations face similar
challenges, such as improving product quality, minimizing the time needed to resupply
merchandise in retail stores, decreasing the number of steps needed to process an online
merchandise order, or improving the tracking procedures for overnight package delivery.
Control, including quality control, also involves office productivity, such as elimination of
bottlenecks and reduction in paperwork mistakes. In addition, every organization needs basic
systems for allocating financial resources, developing human resources, analyzing financial

performance, and evaluating overall profitability. ‘Richard L. Daft 2009).

Management control systems have been recognized as important in the formulation and
implementation of strategies ‘Bromwich and Bhimani 1994). The orientation of corporate and

business strategy should, therefore, be reflected in the design and use of the management



control systems at the respective organizational levels ‘Langfield-Smith 1997 cited in Fredrik
Nilsson 2002). In coping with the competitive forces, there are three potentially successful
generic strategic approaches to outperforming other firms in an industry; overall cost
leadership, differentiation and focus ‘Porter 1998). A control system is a set of formal and
informal systems that designed to asset management in steering the organization towards the
achievement of its purpose by bringing unity out of the diverse efforts of subunits and
individuals ‘Marciallo and Kirby 1994). The formal system and informal system are

independent but they are highly interrelated, indistinguishable, subdivision of control system.

Organizational control refers to the systematic process of regulating organizational activities to
make them consistent with the expectations established in plans, targets, and standards of
performance. In a classic article on the control function, Douglas S. Sherwin summarizes the
concept as follows: “The essence of control is action which adjusts operations to predetermined
standards, and its basis is information in the hands of managers. “Thus, effectively controlling
an organization requires information about performance standards and actual performance, as
well as actions taken to correct any deviations from the standards. To effectively control an
organization, managers need to decide what information is essential, how they will obtain that
information ‘and share it with employees), and how they can and should respond to it. Having
the correct data is essential. Managers decide which standards, measurements, and metrics are
needed to effectively monitor and control the organization and set up systems for obtaining that
information. For example, an important metric for a pro football or basketball team might be the
number of season tickets, which reduces the organization’s dependence on more labor-intensive

box-office sales. ‘Richard L. Daft 2009).

Good and Campbell 1997) suggests that implementation of corporate strategy is facilitated in
cases where the corporate strategic planning system is consistent with the system
implemented at the business-unit level. If this is the case, it is likely that corporate strategy will
be an important driving force influencing the way in which management control system s are
designed. First, studies have revealed many facets or pros and cons emerging about the new
managerial and management accounting techniques. Studies have also considered more broadly
the application management control systems. Second, study have particularly examined the role

of contemporary accounting practices in different managerial and changing settings reliance



on accounting performance measures ¢ Hartmann 2000), or the influences of more current

practices on decision making  Nixon 1995).

Third, instead of the role of contemporary accounting practices, the study has been
focused on designs or characteristics of the employed management control system or their
components and variations in different settings. These studies have contributed to the
identification and understanding of the many relationships between the management control
system and essential organizational and contextual factors, often also revealing relations to
organizational performance. The rich variety of variables and settings used and combinations
examined is typical of this study. Characteristically, the key variables have been some of
the contemporary aspects of the factors presented in contingency theory of organizations,
i.e. technique, strategy, size, organizational structure, environment and culture ‘Luft& Shields
2003). The research, thus, tried to relate management control system to organizational culture,
focusing on strategic priorities and management techniques. To put it in a nut shell, the
researcher is interested in examining the application of management control system in ECBs to
view under the perspective of strategy and plans, organization structure, reward system,

performance measure, vision and mission and target.
1.2. Statement of the Problem

Good management control system have been playing its own significant role in the company to
scale up the heights of profitability and going concern. Also, when considering the 1992-2004
period, the trend seems to be towards increasing use of more recently developed and more
management control system practices ‘Peljhan et al. 2005). One explanation for the high
proportion of using it is the process by which managers assure that resources are used
effectively and efficiently in the accomplishment of the organization's objectives -in other
words, control using both financial and non —financial objectives. It is specifically concerned
with the process by which managers influence other members of the organization to
implement the organizational strategies ‘Anthony and Govindarajan 2001). It is evident in
many cases that though intensive efforts have been exerted to properly utilize management
control practice in Ethiopia by many organizations, no significant differences have been
achieved over the management control practice which is being exercised in the country.

The issue of management control practice still presents unique challenges in terms of effectively

3



addressing the organizational goals and objectives. Therefore, there is a potential
challenges in the managerial control practice of Banks as a result of regulated by NBE and
custom of traditional management system Various researches have been conducted
concerning the role of management control system in achieving the organization objectives.
Accordingly, it has been found out that companies systematically use comprehensive
management control system information and practices have pivotal roles to play in aligning all
levels of control in the company, so what is critical to the company’s success is
regularly evaluated and rewarded by using key performance indicator ‘Metka et al. 2006).

This study is conducted by the researcher first with the assumption to strengthen the
existing theory in that it does not only just establish a relationship between contextual and
management control system variables, but also considers how this relationship impacts on
organizational performance. Secondly, most of the empirical research conducted in other
country has focused on issues related to the diversity of measurement ‘i.e. the use of
broad set of financial and non-financial measures) and has overlooked the use of
management control system as a whole. Therefore, this study fills this void as it considers
the importance of holistic use of management control system. The other driving force for
the study is to examine the application of management control system to achieve corporate
and business strategy ,goals and objectives of the banks in Ethiopia .Finally, this research
has been conducted with the aim to increase knowledge and understanding of management
control system for the area in which this research has been undertaken by benchmarking
of the same research undertaken in other country and the researcher has ambition to examine
greater numbers of components management control system cited by ‘Anthony and
Govindarajan 2001) that the previous researcher like Fredrik ‘2002) gave partial consideration of

Management control components.



1.3. Research Questions

What types of management control system in CBE apply and its contribution for profit
and beat the competition?

Which type of reward system in the commercial banks did apply?

How do commercial banks encourage their employees to learn new skill and
knowledge?

What are the barriers to use of management control system practices and information?

1.4. Objective of the Research

1.4.1.

1.4.2.

General Objective

The general objective of this study was to analysis of how to apply management control
system s in major businesses of the country in general and in the commercial

banks in particular.
Specific objective

To assess management control system practice of the banks

To assess the budgeting system and application of banks

To evaluate cost accounting and service pricing of banks

To examine decision making performance of the banks

To evaluate the performance measurement systems applied by the bank

To explore rewards ‘compensation) applied by banks.

1.5. Significance of the Study

This study does have a significant role to play in shading light on how to apply management

control system s in major businesses of the country in general and in the bank in

particular. Furthermore, this study also does have a paramount importance in providing a

better ground for investors and other stakeholders, which are keenly concerned with this

issue, to take it as a basement rock in their further stride to implement appropriate basic



components of MCS. Moreover, the researcher also believes that this study can potentially serve

as a stepping stone for further research in the area.
1.6. Scope of the Study

The study focus only on the application of management control system here in Ethiopia focusing
of ECBs in AA even if there are different managerial issue and branch office of the bank as

well.
1.7. Limitation of the Study

As it has been tried to point out in the scope of the study, the horizon of study is confined
merely on the application of management control system here in Ethiopia, particularly, ECBs
operating in AA. The researcher believes that it would be much more comprehensible if it
would have been conducted in country wide banking for taking numbers of firms.
However, because of the constraints of time and money, the researcher is forced to limit the

study on this limited area.
1.8. Structure of the Thesis

The study focuses on the application of management control system in ECBs including the
rational to study the subject. The research structured as follows: Chapter 1 is introduction.
Chapter 2 contains a review of the literature with regard to management control system. The
research design and methodology is presented in chapter 3. Particularly, this session shows
the research questions to be addressed and followed by a discussion of the underlying
principles of mixed research methods. Furthermore, chapter 3 presents the rationale for the
adoption of the mixed methods approach in the report. Chapter 4 presents data presentation,
discussion and interpretation the results of the different methods used. Specifically, the
results of surveys with questionnaires, interviews, and documentary analysis, are presented
in this chapter. Finally, chapter 5 presents summary, conclusion and recommendations

including areas where further research may be productive.



Chapter Two
Review of Related Literature

Introduction

Management control is the process by which managers assure that resources are obtained and
used effectively and efficiently in the accomplishment of the organizations objectives
‘Anthony et al. 2007). Management control system is thus the process that links strategic
planning and operational control. management control system s have the purpose of
providing information wuseful in decision-making, planning and evaluation ‘Brickley et
al.2007). The focus of management control system is not only on one form of control like
performance measures but on multiple control systems working together ‘Widener 2007).
Simons ‘2000) argues that “management control system are the formal, information-based
routines and procedures managers use to maintain or alter patterns in organizational
activities. Whereas strategic control assesses the question whether the strategy chosen by
the organization is valid, management control according to Merchant and Van der Steede ‘2003)
addresses the question whether employees behave appropriately or not. management control
system are therefore intended to help the organization to motivate employees to make
decisions and to take actions which are in the organizations best interest. management
control system thus have two main purposes: providing information useful to management
and helping to ensure viable patterns of employee behavior in order to achieve organizational
objectives. This part of the study attempts to present a brief theoretical framework,
different research findings and views of different scholars which are one way or the other
pertinent to the study. The review of related literature is organized in three interrelated sections.
The first section setting the theoretical underpinnings of the study. Section two puts the
empirical study. Finally, the review of related literature ends with presentation of conclusions

and knowledge gaps are presented in section conclusion.

Strong and healthy financial system is a prerequisite for sustainable economic growth of a given
country. In order to survive negative shocks and maintain a good financial stability, it is
important to identify the determinants that mostly influence the overall performance and
profitability of commercial banks. For that matter, the study specified an empirical
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framework to investigate the effect of bank-specific, industry-specific and macroeconomic
determinants of Ethiopian commercial banks profitability during the last 10 years. The
study also used an appropriate econometric methodology for the estimation of variables
coefficient under fixed and dynamic effect regression models. ‘Belayneh Hailegiorgis, 2011).

2.1. Theoretical Underpinnings

This section deals about the theoretical framework supported by different authors regarding the
management control system. It is composed of definition of management control system,
strategic issue, budgeting system, cost accounting and service pricing, decision making,

performance measurement, and rewards and compensation.
2.1.1. Strategic Planning and Management

In coping with the competitive forces, there are three potentially successful generic strategic
approaches to outperforming other firms in an industry; overall cost leadership,
differentiation and focus ‘Porter 1998). According to Chandler ‘1962, p. 13), strategy is “defined
as the determination of the basic long-term goals and objectives of an enterprise, and the
adoption of courses of action and the allocation of resources necessary for carrying out these
goals”. Langfield-Smith ‘1997, p. 207) states that, “the MCS should be tailored explicitly to
support the strategy of the business”. For example, Young and Selto 1991) observe that
strategy influences the method of accounting practices and techniques used. Ittner et al.
2003) explored that, a basic assumption in the strategic control literature is the need to form

specific control practices with the company's selected strategy.

Therefore, strategy is an important factor in the design and use of management control system.
Accounting scholars have argued that management control system have to be modified in
accordance with the strategy of a company ‘Simons 2000). Otley 1999) notes that the strategy
and objectives that a company decides to pursue represent a central contingency variable.
Strategy is somewhat different from other contingency variables. In a sense it is not an
element of context, rather it is the means whereby managers can influence technologies,

the structural arrangements and the management control system ‘Chenhall 2003).



2.1.2. Management Control System

In aggregate, Malmi & Brown °2008) define management control system as it includes all the
devices and systems managers use to ensure that the behaviors and decisions of their
employees are consistent with the organizations objectives and strategies. Any system, such as
planning, budgeting, responsibility centers, cost management, decision making, management
control, performance measurement, and compensation categorized as management control
system °‘Anthony and Govindarajan 2001). Management control system also have many
characteristics which influence their use. For example, management controls may be formal
or informal ‘Langfield-Smith 2007). In addition; Anthony & Govindarajan ‘2003) expand the
definition of Management control system as the process by which managers of all levels ensure
that the people they supervise implement their intended strategies. This definition, according to
Berry et al. 2005), reflects Anthonys current views on management control system s,
which have some continuity with his original approach, but abandon some elements like;
management control is primarily a process for motivating and inspiring people to perform

organization activities that will further the organizations goal.

In an organizational environment that promotes information sharing, team work, and the role of
managers as facilitators, executives cannot hoard information and financial data. They admit
employees throughout the organization into the loop of financial control and responsibility to
encourage active participation and commitment to goals. A growing number of managers are
opting for full disclosure in the form of open-book management. Open-book management
allows employees to see for themselves—through charts, computer printouts, meetings, and so
forth—the financial condition of the company. Second, open-book management shows the
individual employee how his or her job fits into the big picture and affects the financial future of
the organization. Finally, open-book management ties employee rewards to the company’s
overall success. With training in interpreting the financial data, employees can see the
interdependence and importance of each function. If they are rewarded according to
performance, they become motivated to take responsibility for their entire team or function,
rather than merely their individual jobs.’Richard L. Daft 2009).

Cross-functional communication and cooperation are also enhanced Strategy formulation

focuses on the long run, task control focuses on short run operating activities, and
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management control is in between ‘Joni 2009). the numbers™. Management control system a
logical integration of techniques to gather and use information to make planning and control
decision, to motivate employees behavior, and to evaluate performance ‘Horngrenet al. 2002).
It is the process by which managers assure that resources are used effectively and efficiently in
the accomplishment of the organization's objectives' - in other words control using both
financial and non-financial objectives. It is specifically concerned with the process by
which managers influence other members of the organization to implement the organizational

strategies ‘Anthony and Govindarajan 2002). It involves number of activities:
e Planning, what the organization should do

e Coordinating, the activities of several parts of the organization

e Communicating information

e Evaluating information

In the journal article of Saroj 2006) explore the ideas of different scholars regarding the
MCS described in the following manner. The formal system and informal system are
independent but they are highly interrelated, indistinguishable, subdivision of control system.

I. Formal Control System:- Formal system makes possible the delegation of authority.
Formal documentation of structure, policies, and procedures assist members of the
organization in performing their duties ‘Wu 2003). An effective set of formal control
includes three major mechanism-operational plans, performance measurement systems, and

feedback mechanism.

I1. Informal Control System:-The informal control system consists of five components: these are
Informal Control Process, Infrastructure, Management Style and Culture, Informal Rewards, and

Coordination and Integration. “Wu 2003).
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2.1.3. Cost Accounting and Service Pricing

The cost incurred at each department is helpful to determine the selling price of service and
important to determine the profit of the company by determining the cost incurred at each cost
center ‘Anthony & Govindarajan 2003).Chenhall ‘2003) summarizes that strategies
characterized by conservatism, defender orientations and cost leadership are more associated
with formal, traditional MCS focused on cost control, specific operating goals and budgets and
rigid budget controls, than entrepreneurial and product differentiation strategies.
Furthermore, low cost and differentiation strategies imply different managerial mindsets and

involve different perspectives for the MCS.

Companies that have adopted a low cost strategy use a set of measures to control costs and to
compare the standard with actual costs. On the other hand, companies following a differentiation
strategy develop other types of measures concerning quality and efficiency of promotional
operations, etc.”’Aychew .E. Haile, 2011).

2.1.4. Decision Making

As Simons ‘2000) noted, decision making refers to the improvement of decision processes
through planning ‘setting performance and strategic goals and ensuring an adequate level and
mix of resources) and coordination ‘integrating disparate parts of a business to achieve

objectives).
2.1.5. Performance Measurement

According to Anthony & Govindarajan ‘2003) states that MCS comprises those performance
measures or KPIs ‘key performance indicators) which enable top management to monitor
organizational performance against important dimensions of a given strategy. Previously
restricted to largely accounting-based measures, such as ROI’ return on investment) and
ROE ‘return on equity) , firms™ performance measurement Systems now often encompass a
broad range of "metrics™ many of which are aimed at establishing minimum performance
standards in key areas of the business. These include finance, customer service, internal
operations, and innovation ‘Peljhan 2005). By contrast, diagnostic control systems operate
simply as feedback or "error based” controls, and are monitored by subordinates or staff

11



personnel, such as the accounting function. The purpose of interactive controls is to direct

managers" attention towards current strategic uncertainties ‘Simons, 2000).

This clearly shows that Trimo is focused on its future development and growth. Trimo uses
balanced measurement systems as a means of communicating to their employees what is
important and where the business is heading. Performance measurement systems assist
managers in tracking the implementation of business strategy by comparing actual results
against strategic goals and objectives ‘Simons 2000). A performance measurement framework
proposed by Rouse and Putterill <2003) rein forces the need for a greater internal accounting
focus on stakeholder interests. They argue that stakeholder expectations should be taken
into account when designing performance measurement approaches. In this context, managers
should consider both a macro and micro perspective in relation to performance measurement
information made available to stakeholders ‘Rouse and Putterill, 2003). From a micro
perspective appropriate management controls would need to be in place to help managers ensure
that a business was operating in accordance with stakeholder expectations. In general
performance measurement emphasizes goals and stakeholder expectations in the development of

lower level control systems ‘Rouse and Putterill 2003).
2.1.6. Compensation and Benefits

The compensation dimension has already been introduced by Simons ‘2000) ‘i.e. formula based
for diagnostic process and contribution-based for interactive process), though this
dimension has rarely been explored in practice. One of the major conclusions with regard to
Trimo ‘2002) strategy is that the leadership style is a very important determinant of Trimo*s
successful implementation of the strategy. She is very charismatic and capable of mobilizing
employees towards achieving common goals. In literature, there are discussions about
different types of leaders. When looking into the classification that distinguishes
transactional and transformational leadership styles ‘Tucker& Russell 2004), they conclude that

she is a true transformational leader with the following characteristics:

He/she is a leader of innovation , creates new pathways in an organization and motivates people

to work for a new and greater good and to create change ‘Mink 1992).
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‘Davidhizar & Shearer 1997). She appeals to higher motivation and adds to the quality of
life of the people and the organization. She uses authority and power to inspire and

motivate people to trust and follow her example ‘Tucker & Russell 2004).

He/she has energy-producing characteristics that generate new changes for the
organization and formulates an inspiring vision, facilitates the vision, and encourages short-
term sacrifices and makes pursuing the vision a fulfilling venture ‘Ackoff 1999). Marciall and
Kirby ¢1994) state that Informal rewards are status oriented. Individual employees are
rewarded not only in financial terms. The informal rewards are important because it

encourages employees to carry out their job efficiently.
2.2. Empirical Evidence

This section deals with the empirical framework supported by different researchers regarding the
management control system. It is composed of the practical application, methods adopted and
findings of MCS, strategic issue, budgeting system, cost accounting and service pricing,

decision making, performance measurement, and rewards and compensation.
2.2.1. Management Control System

According to Auzair and Langfield-Smith ‘2005) using quantitative method helps to study the
impact of service process type, business strategy and life cycle stage on MCSs. The
scholars scope their efforts by investigating service organizations. Dimensions of MCSs
under investigation are action versus result control, formal versus informal control, tight
versus lose control, restricted versus flexible control, impersonal versus interpersonal
control, mass versus professional depicts the dimension of service process type. Dimensions of
strategy are depicted by low or high emphasis on cost leadership strategy and a low or high
emphasis on differentiation strategy. The dimension of life cycle stage is envisioned by growth
versus mature stage. A high emphasize on a cost leadership strategy and a mature

strategy is hypothesized to individually lead to forms of bureaucratic management control.
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2.2.2. Strategic Planning and Management

Basically bank controlling means there is good harmony among profitability, growth and risk
taking factors. It embraces the fields of management, planning, balance-income analysis, bank

calculation, control, coordination and organization. ‘Zoltan Zeman, Roland Gacsi. 2013).

Banking and financial sector controlling is a dynamically growing area of the controlling
methods used in organizations. The difference between bank controlling and the standard
controlling methodology is defined by the specific tasks and products, banking transactions ‘e.g.
cash-flow, credit and capital investments) as part of the banks’ value creation process.
Management tasks of the banks are provided by integrating two well-defined sub-fields
‘controlling functions of the bank’s internal operation and service). This integration can only be
achieved by linking planning, plan-fact analysis and information service functions together.
¢Zoltan Zeman, Roland Gacsi. 2013).

According to Saroj ‘2006) using quantitative method study with descriptive statistics, the
findings of the generic strategy of Nepalese commercial banks has been divided for two main
areas of business: deposit and lending. The different branches of the same commercial banks at
the different geographical location are adapting different strategy. Around fifty two
percent branches of commercial banks are concentrating on differentiation strategy and 47.4
percent are following focus strategy to attract the depositors. In case of lending, majority of
branches ‘52.6 percent) of such banks are adapting differentiation strategy followed by focus
‘42.1 percent) and cost leadership ‘5.3 percent). According to Doan °2008) using qualitative
methods study, the company called Electra results from the merger in 2001 of four
competitors which were established in the 1920s. According to the results from
interviewees ‘Holding management controller, Electra’s director, and Tertiary director), the
main strategic issue at that time was to conquer the market. The volume strategy was
dominant, while the profit was nearly ignored. Moreover, both for motivation and for
commercial reasons, the choice had been made to keep the historic brand names of the

different companies, often considered as their precious goodwill.

This study upgrades the existing theory in that it not just establishes a relationship between

contextual ‘in our case strategy) and MCS variables, but also considers how this relationship
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impacts organizational performance. The research shows that the combination of performance-

driven behavior and regular use of MCS leads to improved results.

Directions for future research stem from the papers findings as well as from missed
opportunities that indicate opportunities for future research. It would be worthwhile to
conduct a longitudinal study on a wider sample of companies to study how and why
they change their strategic orientation and the use of MCS and how this has impacted
their decision making, actions and performance management. This study can combine case-study
as well as survey methods. The advantage of the present study is that it provides an impetus for
future researchers to address these issues and to move beyond existing models of control and
begin to systematically explore the different roles served by accounting in the
management of change. According to Joni 2009) using both methods study of several

findings emerge from the study.

First, the control packages of the business units were found to be virtually akin to each other
but, however, equally functional in the face of different contingencies. Second, the
packages seemed to rely more on informal and “organic” controls as opposed to formal and
“mechanistic” controls. Third, whilst cultural controls were argued to provide a contextual
frame for other controls, reward and compensation controls were asserted to remain
relatively separate from other package elements. Planning, cybernetic, and administrative
controls, on the other hand, appeared to be tightly linked in practice. Finally, the business units*
MCSs packages were argued to be of assistance in fostering organizational ambidexterity.
According to Sinikka ‘2007), using Mixed methods of study for achieving the objective of
MCS in small business context found that strategic-oriented information relating to long-run
planning, monitoring of external environment, more sophisticated cost accounting as well as
capital budgeting practices ‘i.e. capital investment calculations and analyses, long-run
budgets, market surveys and analyses, scenarios and forecasts relating to strategies,
innovations and environment, ABC ‘Activity based costing), target costing, customer
costing, life-cycle costing) are not so commonly adopted, even though over 50% of firms
state that they are involved somehow in that kind of planning and analyses. These kinds of lower
adoption rates are also in line with the findings of Laitinen ‘2001a) on the adoption and use of

sophisticated costing techniques in technology firms.
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2.2.3. Budgeting System

Abernethy and Brownell ‘1999) study the moderating role of style of budget use on the
relation between strategic change and performance. The intensive role of accounting
practices during strategic organizational changes is explored. Based on the recognition
accounting as a vehicle for interaction and learning ,the researchers hypothesize a reduction of
disruptive performance effects caused by organizational changes of budgeting is used
interactively. The theoretical assumption is that when people interact by discussing budgets, they
create a shared vision which in turn can improve performance. Survey data is obtained from 63
Australian hospitals. In order to support the hypothesis, analysis should show that organizations
with a greater emphasis on interactive use of budgets perform better. The construct of
strategic change is operationalized using the definitions of strategy introduced by Miles and
Snow ‘1978).

Styles of budget use are classified according to Simons ‘2000) budget system use
classification. Multiple dimensions of all three constructs are measured. The analysis reveals that
style of budget use in a moderating factor of the relation between strategic change and
performance. This leads to the conclusion that the relation between strategic change and
performance is more positive when the style of budget use is interactive compared to when it is
diagnostic. According to the scholar Hartmann <2000) using quantitative study method the
result of budget that there is positive relations between emphasis ‘on pressure of
managers) and managers” budgetary performance whereas Hopwood ‘2002) using similar
method that is quantitative argued that too much budget emphasis would not only cause
disagreement and conflict, but would also be ineffective. In fact, although a number of debates

on the impacts of top managers* involvement on organization performance
2.2.4. Organizational Decision Making and Objectives

According to Heidi et.al ‘2006) qualitative methods study to achieve MCS in Energy co plays an
important role in several steps of the decision process. First it appears to have assisted in the
identification and clarification of problems. Simons ‘2000) argues that the first step in the
decision process is extremely important to understand because some issues may be given full

attention while others are neglected. Also, the quality of the solution can often depend on the
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way in which a problem is represented. Because the MCS includes information on leading and
lagging indicators, potential problems can be identified early on and managed proactively;
rather than after already experiencing financial troubles, for instance. The MCS has helped to
overcome a fire fighting style of dealing with strategic issues and appears to have allowed a more
systematic method for making decisions to solve them. The theme in the following quote was
echoed by all three members of the Executive Team interviewed, and similar responses were
given by the general managers and regional general managers regarding their role. Another
issue in decision making is also the limits to rationality, due to complexity and

incomplete information ‘Simon 1997).
2.2.5. Cost Accounting and Service Pricing

According to Sinikka ‘2007), using mixed methods of study to achieve the objective of MCS in
small business context, found that practices and information relating more to internal
efficiency and control issues ‘e.g. pricing based on variable costing and contribution margin,
quality improvement analyses, profitability and satisfaction analyses of customers, efficiency of
production, project follow-ups, budgets and variance analysis) seem to be moderate
adopted ‘81%-89% of firms). These results on budgeting and quality issues differ from the
findings of Reid & Smith 2002), who report lower adoption rates on these kinds of practices in
small micro firms in the UK. However, these results are quite comparable to Laitinen
2001) on small technology firms. Furthermore, variable costing seems to have still a strong
position in Finnish firms. Roslender and Hart ‘2003) presented ten case studies of companies and
found there was limited evidence that strategic management accounting techniques, such as
attribute costing, strategic cost analysis, and lifecycle costing were being used or

understood by managers.
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2.2.7. Compensation and Rewards

According to the findings of Saroj ‘2006) by applying quantitative methods of study shows that
the compensation and rewards such as salary/benefit/promotion given to Nepalese
commercial banking sector, is mostly determined by performance followed by education,
experience, relationship, and other factors respectively. Regarding additional benefit for
better performance ‘performance higher than the standard), 53.8 percent responded they get
additional benefit for better performance. Seventeen percent respondents say they don't get any
additional benefit for better performance and 28.2 percent did not provide any comment on this
dimension. Majority of commercial banks are providing bonus to their employees out of
profit. The amount of bonus is based on the amount of salary the employees are getting. It
indicates that the bonus is not based on the outstanding performance of an employee or a
group of employees. Side by side the bank encourages employees to learn new skills. As
per the researcher, at present all commercial banks are encouraging their employees to
discharge better performance and enhance educational qualification and attain trainings. It is

supported by the response provided by managers and employees of such commercial banks.

The majority of employees <77.3 percent) working in Nepalese commercial banks
responded that they generally get leave/deputation sanctioned from their bank to attain
training related to their job. It also supports that the commercial banks are encouraging
employees to learn new skill and knowledge. From the finding of Doan °2007) by using
qualitative methods of study and purposive sampling technique, the result of compensation
systems were purely objective- and formula based. The delegation directors and profit center
managers had an annual bonus equally based on their annual sales and margins. A bonus
was given when the performance was above 100 percent of the targets and was maximum
when 120 percent of the targets were achieved. The targets were based on those inscribed in the

annual budget.
2.2.8. Performance Measurement

The researcher, Saroj °2006), using quantitative method study with descriptive statistics by
taking a variable Performance Measurement found that all commercial banks in Nepal by

comparing actual performance with predetermined target of their branches showed that 65.4
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percent respondents feel their actual performance is compared with predetermined target and
remaining do not know whether their actual performance is compared with standard or not. The
managers of different commercial banks still desire to evaluate the performance of their banks
and branches on the basis of net profit margin. After net profit margin they tend to support ROE,
ROI, EVA and others ‘including the degree of Non-performing assets/NPA) respectively. Malina
and Selto ‘2004) describe a case study using qualitative and quantitative approaches at a large
U.S. equipment manufacturer, focusing on efforts of the organization to model drivers for
performance of its distribution system. To this end a framework of performance measurement
attributes, based on prior research is created. Eight desirable attributes of performance
measures are identified; diverse and complementary, objective and accurate, informative,
more beneficial than costly, causally related, strategic communication devices, incentives for

improvement, and supportive of improved decisions’ Malina and Selto 2004).

Empirical data for qualitative analysis is collected through interviewees, company documents
and performance data. Company documents serve as data for quantitative analysis. Results
of the study indicate that adoption of performance measures depends on the organizations
strategic orientation, as it influences the importance of individual attributes. The study reveals
that the organization adopting a conservative strategy only abandon a performance measure that
fits the strategy when it has an abundant amount of negative attributes. ‘Aychew .E. Haile,
2011).

The findings of Saroj 2006) using quantitative methods of study through descriptive
statistics explored that the degree of competition in Nepalese commercial banking sector is very
high. The majority ‘76.9 percent) managers of the branches of the commercial banks of Nepal
feel intense competition. The commercial banks of Nepal are competing mainly on service

followed by the cost and other factors respectively.
2.3. Conclusion and Knowledge Gaps

Banking industry is high-risk business but not necessarily high profit industry. It is quite
difficult to manage risk and return in banking industry. The internal management system in some
of the commercial banks of Ethiopia is inebriated from traditional management system of

government. The pyramid shape organizational structure of some banks caused adverse
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effect in their business development. In any institution human resources, which is not listed in
balance sheet but very important intangible assets? Modern economy entered into
information age. Competitive business environment in banking industry also caused lateral

movement of human resources ‘Saroj 2006).

The traditional management theory could not completely fit the operational environment in
banking business in Ethiopia. In this context, this paper attempts to find some hints from the
well-developed theory to get some new ideas. The accounting literature emphasizes the role of
MCS as an organizational mechanism that supports strategic change ‘Simons 1995), but
empirical studies have not addressed the way in which management uses the MCS to engage in
strategic change directly. A reason for this lack of evidence is that studies on the MCS-
strategy relationship have typically modeled strategy as a determinant of management
accounting system, rather than as consequence of the management accounting system
‘Naranjo-Gil & Hartmann 2006).

However, Luft and Shields °2003) point out that management accounting is not easily
classified as only a dependent or only an independent variable — it tends to be implicated in a
more complex way in the unfolding of events as both cause and effect of changes. So far various
researchers tried to examine on this particular topic. However, there is a gap in the literature
due to the absence of studies, specifically in the Ethiopian context, of the application of
MCS. In order to fill the identified gap knowledge concerning the application of MCS in
general, and in particular concerning study of major management control component not
studied yet together with the specified topic, the study ties to undertake the study to replicate
knowledge by using mixed methods of study which the previous researcher Saroj 2006
only considers qualitative method and provide additional information by considering of the
missed components MCS not studied together with the topic by the previous researcher so as to
increase the level of understanding about the application of MCS here in Ethiopia by focusing
commercial banks  which is operated in Ethiopia specifically functioned at AA. ‘Aychew .E.
Haile, 2011).
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Chapter Three
Research Design and Methodology

Introduction

The preceding chapter has indicated that the literature on major components of MCS under the
perspective of theoretical starting point, empirical evidence and knowledge gaps.
Specifically  from developing countries™ perspective, Ethiopia in particular, it has been
shown that there is no comprehensive study on the application of MCS with regard to
banking sector. The purpose of this chapter is to present the underlying principles of research
methodology and the choice of the appropriate research method for the thesis. The chapter is
arranged as follows. Section 3.1 presents discussion and rationale for choice of approach
.Then, the following five section is organized as sources of data ‘ section 3.2), sampling
methods ° section 3.3), instruments of data collection  section 3.4), procedures of data

collection ° section 3.5), and methods of data analysis  section 3.6) ‘Aychew .E. Haile, 2011).
3.1. Discussion and Rationale for Choice of Approach

In order to achieve the main objective of this research, a mixed methods approach ‘both
quantitative and qualitative) were used. The purpose of using such a mixed methods
approach was to gather data that could not be obtained by adopting a single method and for
triangulation so that the findings with a single approach could be substantiated with others
wherever possible ‘Yesgat 2009, p.12). To address the application of MCS in ECBSs, survey

with semi-structured interview and questionnaires 1 were employed.

This method is selected on the assumption that it helps to gather enough information on the issue
under study. According to Best and Kahn <1999), survey method is more effective to investigate
the phenomena in assessing the performance in the natural setting. In addition, it is used to
obtain pertinent and precise information regarding the study subject. A survey design
provides a quantitative or numeric description of trends, attitudes, or opinions of a
population by studying a sample of that population. Thus the survey research method was
applied to express the current phenomenon of a situation and give prediction depending on the

findings of the research. In addition, surveys gather data at a particular point in time with the
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intention of describing the nature of existing conditions, or identifying standards against which
existing conditions can be compared, or determining the relationships that exist between
specific events ‘Louis et al. 2005, p.169). The survey is, thus, cross-sectional, with the data
collected at one point in time due to the time allotted for the research. However, the inclusion of
semi-structured interview is to gather information about the views of bank Managers and

officials from all banks.
3.2. Sources of Data

To obtain concerning the application of MCS, the researcher employed both primary and
secondary data sources for the study. The primary data were collected through questionnaires by
setting self-administered question in person and semi-structured interview. Questionnaires were
administered to employees, officers and mangers of each bank. Semi-structured 1Most of

the questions are adopted from ‘Sinikka 2007).

Interviews were also be conduct with the bank Managers and officers in order to grasp
important information that may not be fully secure through questionnaire. Secondary data
were gathered from various documents, brushers, annual reports, directives, and various

books written on issues related to the topic. ‘Aychew .E. Haile, 2011).
3.3. Sample Design

Currently, Ethiopia Commercial banks hold near to 60,000 employees in the banking arena in the
territory of Ethiopia. Even if there are large numbers of branch offices at regional and district
level, the researcher focuses on the area of commercial banks which are currently
operating in Addis Ababa. Malhotra ‘2007) support that sample of over 200 respondents in a
survey study is likely to give an acceptable degree of accuracy. Also, systematic sampling
technique permits analysis of possible selection bias or error ‘Sher and Trull, 1996).The
researcher applied stratified sampling technique so as to obtain the required sample size which
is 210 on the basis of the establishment date .Accordingly, the banks categorized as eldest,
older, and younger bank. Those bank which is categorized as the eldest bank ‘Commercial
Bank of Ethiopia , as the older bank Dashen, Awash, United, Wegagen, Abyssina, NIB), and as
the younger bank ‘Bunna, Berhan, Cooperative bank of Oromia, Oromia international bank,
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Lion, Zemen). Thus, the researcher selected 70 samples from each stratum using systematic
random sampling to give equal chance for each department ‘which mainly focus Corporate
planning and development, senior risk management advisor, controller, loan /credit
department, international banking, human resources and logistics, finance department);
whereas purposive sampling were employed for department officers and managers since
their job is directly related to management practices. The researcher did not go beyond
this sample size because of the assumption that increasing the number of sample size
more than the specified doesn’t increase additional information rather it is duplication of
information and leads unmanageable. Furthermore, for determination of the above sample

size the researcher is restricted by time and money. ‘Aychew .E. Haile, 2011).
3.4. Instruments of Data Collection

According to ‘Aychew .E. Haile, 2011) for data collection, the study employed
questionnaires, unstructured record review to collect manuals, annual reports, directives, policies
and records of various training programs and Key Informants Interview ‘KII) to collect
relevant data from managers of the banks. This semi-structured interview was used for
shaping the procedure of other data collection methods. Questionnaires was, thus, used as the
main instruments to collect data from eldest, older and younger banks and used closed and open
ended with contents of questions measuring several constructs: Application of MCS in the
banking industry of Ethiopia. Closed ended questions was included to shape the information in
the way that researcher needs, but if all be open ended the researcher may deviate his idea
towards the response of the respondents without touching the objectives. The questionnaire was
preferred to other methods of data collection hoping that it may provide an opportunity for
obtaining reliable and valid information from more number of respondents. Semi-structured
interview is important to obtain information with regard to issues that required clarification
such as directives, annual reports, policies and records of various training programs and vital
information that is not expected to access using questionnaires; and it was used concurrently

with the design of the questionnaire. ‘Aychew .E. Haile, 2011).

To increase the clarity of the questions for respondents understanding and to ensure the
appropriateness of the item, a pilot study was carried out on employees of bank. Accordingly,

the questionnaires were distributed to 6 respondents ¢ 2 each of eldest, elder and younger
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bank and check the understanding of the respondents for each question. Therefore, the
feedback to the item regarding the prevailing situations of the study was found to be very
important to the wvalidity of the questionnaires for the study. The items in the
questionnaires were grouped in to two parts. The first part contains question items related to

respondents characteristics and the second part comprises of variables related to the study.
3.5. Procedures of Data Collection

After the sample had been identified, first contact was made with the administrative affairs head
of the banks. Then with the necessary permission, the researcher contacted list of
employees including manager of the bank and department officer. In the second round
activity, pilot test was conducted to enhance the transparency of the questions for the study and
lastly, questionnaires were distributed to the respondents of sampled areas. ‘Aychew .E. Haile,
2011).

3.6. Methods of Data Analysis

Based on the nature of the data collected through questionnaires, interview, and documents, the
following procedures and statistical tools were employed. Data was checked for
consistency and completeness on daily basis then data was coded, checked, and entered to
computer. Finally, it has been processed and analyzed by Statistical Package for Social
Sciences ‘SPSS) version 19 for windows. To analyze the data, different kinds of statistical
methods including descriptive statistics, and inferential statistics ‘simple and multiple
regressions) were used. Furthermore, descriptions were made based on the results of the
tables and figures using mean value, percentage, rank order and standard deviation. The data
collected through interviews and documents were analyzed qualitatively by descriptive
statements. The results that were obtained from the interviews used concurrently to
strengthen the analysis of the questionnaires. According to Malhotra ‘2007) using descriptive
survey method helps the researcher in picturing the existing situation and allows relevant

information using appropriate data collecting instrument.
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Chapter Four
Data Presentation, Interpretation and Analysis

Introduction

This chapter deals with the data presentation, interpretation and analysis of the study. It has three
parts. The first is background of the respondents; the second part is about the major
components and its application of MCS; and the third part is correlation, regression and
barriers to use MCS. To achieve its objectives a total of 210 questionnaires were prepared
and distributed to officials of ECBs. Out of these questionnaires, 183 were filled and

returned. The rest 27 questionnaires were unreturned.

Therefore, the rest 183 questionnaires were valuable for further analysis. To analyze the survey
data, the study used descriptive along with inferential statistics ‘correlation and regression).
The first and the second parts of the paper were analyzed by using descriptive statistics
such as frequencies, percentages, mean value, standard deviation, weighted value and rank. The
third part of the paper was also analyzed using correlation and regression. The researcher used
correlation to show their relationship among the PMs, SPM, and MCS. Simple and multiple
regressions were conducted in order to know the contribution of the predictor variable and the

criterion variable.
4.1. Background of the Respondents

Description of the characteristics of the target population gives some basic information about the
sample population involved in the study. From the data collected and tabulated, the

following significant characteristics of respondents have been obtained.
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Table 4.1: Characteristics of the respondents

Variable Variable categories Frequency percentage
Sex Male 118 64.48%
Female 65 35.52%
Total 183 100.0
Age <25 16 8.74
25-35 98 53.56
36-50 66 36.06
>50 3 1.64
Total 183 100
Educational Gradel0/ 12 complete 0 0
background Diploma holder 20 10.93
Degree holder 159 86.89
Masters holder and above 4 2.18
Total 183 100

As displayed in table 4.1 above, 118°64.48%) of the respondents were male, 98
‘53.56%) were between 25 and 35 years of age, and 159°89%) of them were having first

degree and above.

4.2. Questions Pertains to MCS
This section merely deals with the following basic elements of MCS such as; planning and

control, SPM, budgeting system, cost accounting and service pricing, decision making; PM

and compensation and benefit plan practice of ECBs.
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4.2.1. Planning and Controlling Practice of Ethiopian Commercial Banks
Table 4.2: Planning and controlling practice of ECBs

The bank plans and controls Choice item Frequency | Percent | Cumulative percent
Monthly or quarterly Not used 1 0.5 0.5
income statements Very seldom | 6 3.3 3.8
At times 70 38.3 42.1
Quite often 35 19.1 61.2
Systematically | 71 38.8 100.0
Total 183 100
Working capital and its Not used - - -
parts ¢ deposits with banks; Very seldom |7 3.8 3.8
customer, demand, and At times 24 13.1 16.9
saving deposits Quite often 82 44.8 61.7
Systematically | 70 38.3 100.0
Total 183 100
Cash flow statements of the Not used 2 1.1 1.1
financial year describing Very seldom |4 2.2 3.3
sources and uses of At times 36 19.7 23.0
earnings and capital Quite often 60 32.8 55.7
Systematically | 81 44.3 100.0
Total 183 100.0
Branch reports and Not used - - -
operations Very seldom |1 0.5 0.5
At times 35 19.1 19.7
Quite often 59 32.2 51.9
Systematically | 88 48.1 100.0
Total 183 100.0

Source: Survey data and researchers own computation. Regarding the planning and controlling
practice related to the monthly or quarterly income statement of commercial banks’CBs), around
71°38.8%) of the respondents revealed that the banks systematically use planning and controlling
practice as their normal operation. Another 70 ‘38.3%) of the respondents confirmed that the
banks plan and control monthly or quarterly income statements "at times'. Whereas, some
35’19.1%) and 6°3.3%) indicated that the banks plan and control their monthly or quarterly
income statements “quite often” and ~ very seldom’, respectively. Finally, only 1°0.5%) of the
respondents reported that the practice of planning and controlling monthly or quarterly income
statements is not used at all. Referring to planning and controlling practices that pertains to
working capital and its parts like deposit with banks ‘customer, demand and saving
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deposits), 82°44.8%) of the respondents disclosed that the practice is used ‘quite often.
Some 70 °38.3%) of the respondents indicated that the practice of planning and
controlling activities related to working capital and its parts is made ~ systematically™. On the
other hand, 24°13.1%) and 7 °3.8%) of the respondents asserted that the practice is made ~ at

times™ and “very seldom’, respectively.

As shown in table 4.2 above, there is no bank where the planning and controlling practice with
regard to working capital and its parts is not implemented or used. Even, Access Capital in the
article of banking sector review 2012 reported that there is a growth of deposits as it is compared
to the year 2011. This shows that banks run and facilitate their deposit so as to achieve their
target. As per the report of Access Capital, the current year deposit growth rate of 28 percent is
not much lower than the average annual deposit growth rate seen in the past five years ‘which
was 31 percent). Given the lending restrictions imposed by the central bank during the year, the
increase in banks™ lending was of course not as fast as the growth of deposits but still
managed to rise by 21 percent ‘from Birr 17.7 billion to 21.4 billion). With respect to the
planning and controlling practice of ECBs in line with the cash flow statement, which
mainly describes sources and uses, the respondents disclosed their attitude. Accordingly, 81
‘44.3 %) of the respondents said that the planning and control practice in the banks arena for
cash inflow and out flow is used ‘systematically’ as a normal routines. Another 60
‘32.8%) of the respondents confirmed that the practice is used “quite often’. Whereas,
36°19.7%) and 4’ 2.2%) of the respondents reported that the planning and control practice with
respect to cash inflows and cash outflows is applied “at times’, and ‘very seldom’,
respectively. Finally, only 2°1.1%) of the respondents asserted that the planning and control
practice relating to cash flow ° cash inflows and cash outflows) is not at all
implemented. Regarding branch reports and operations, under the perspective of planning and
controlling during a financial year of the banks, even if each of ECBs head offices are placed
in the capital , AA, there are operations of the banking activities at branch levels out of AA.
Here with respondents™ description in planning and control practice of the branch reports
and operations summarized in the above table 4.2. As it is displayed on the above table 4.2,
regarding the planning and controlling practice of branch reports and operations, the majority of
the respondents 88 ¢ 48.09%) revealed that follow-up and forecast is applicable as a normal
routines, 59 ‘32.24%) used "quite often’, 35 ‘19.13%) used "at times™ and only 1 ‘0.55% )used
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very seldom’ . It is very clear that the choice item "not used™ is not selected by any of the

respondents. To sum up, the planning and controlling practice of ECBs is described by

average of the listed questions for it and revealed that the range lies between 1.50 to 4.00 ‘i.e.

from ~ very seldom™ to ‘systematically’). But the average results of the variable ‘i.e.

planning and controlling) shows that more than “quite often” which is mean value of 3.1366.

The standard deviation of the result 64.66% shows that the variation of the actual values from the

mean. This explanation is supported with the following table.

Table 4.3: Bank Plan and Control

Variable N Minimum Maximum Mean Std. Deviation
Bank plan and control 183 1.50 4.00 3.1366 | 0.64657
Valid N “list wise) 183

Source: Survey data and researchers own computation.

4.2.2. Generic Strategy of Ethiopian Commercial Banks
A discussion with the respective banks managers shows that the generic strategy of ECBs has

been divided for two main areas of business: deposit and lending. Even if these are the

prominent strategy for the banks, their application of it varies from area to area so as to

increase the market share. The issue is further elaborated on table 4.4 as follows.

Table 4.4: The Range which the Banks are using Generic Strategy

Criteria 1 2 |3 |4 |5 |Total | Weighted®Value | Mean Value | Rank
Differentiation strategy 12 |27 |37 |48 |59 | 183 | 664 3.63 1
Focus strategy 6 18 |94 |41 |24 |183 |608 3.32 3
Cost leadership strategy 7 30 |63 |54 | 29183 |617 3.37 2

Source: Survey data and researchers own computation.

Even if the banks are applying the strategies, the degree or rank of using within it varies. As per

the information obtained from the respondents, differentiation strategy is ranked as first with a

mean value of 3.63. Cost leadership strategy placed in the second rank and followed by focus

strategy. The investigator noted that differentiation strategy is implemented in line with

providing unique service to their customers. This is also supported by the interview with the

29




officials of the bank. According to the interviewees, since the directives and policies are given
by NBE, all banks apply the interest rate fixed by this central bank. Hence, in order for the
banks to have large number of customer and penetrate the market ‘i.e. higher market
share) the banks solely use different strategies such as providing unique service for instance
withdrawal of the telegraphic transfer from any of the bank's branches. This enables
customers to withdraw the money in the nearby branch. In addition to differentiation
strategy, the ECBs use focus strategy so as to specialize in one of the major activities such as
lending. In this respect, the interview added that even if banks are operated under the
supervision of the central bank of Ethiopia ‘NBE), for instance, the interest rate for lending is
similar across the banks. Therefore, currently commercial banks attract customers mainly
through their internal management system. One of the interviewees said that even if the
regulation or policies usually offered and ordered by the ultimate power of NBE, the banks have
a room to provide low cost service by intensively considering the organizational structure.
This means that the bank can be able to provide service at low service charge if and only if the

unnecessary activities and bureaucracy is removed. ‘Aychew .E. Haile, 2011).

Where the Likert type scale given for strategic generic strategy where the variable given value
on table above stands for 1=Not used, 2=Very seldom, 3=At times, 4= quite often,

5=systematically. This value is given to give meaningful information for the criteria not used.

Table 4.5: Strategic Planning and Management with respect to Analysis

Criteria 1 |2 3 |4 5 | Total | Weighted®Value | Mean Value | Rank
Benchmarking reports 8 |41 |51 |56 |27 |183 602 3.29 3
& analysis

Market share analysis 8 |40 |46 |57 |32 |183 614 3.35 2
and forecasts

Customer analysis & 12 |45 |60 |54 |12 |183 558 3.05 5
Forecasts

Competitor analysis & 12 |62 |42 |45 |22 |183 552 3.02 6
Forecasts

Personnel analysis 10 |33 |63 |56 |21 |183 594 3.25 4
‘performance,

satisfaction)

Analysis of business 6 |21 |81 [49 |26 |183 617 3.37 1
strengths & weaknesses

Source: Survey data and Researcher’s computation 3
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Where the Likert type scale given for strategic planning and management where the variable
given value on table above stands for 1=Not used, 2=Very seldom, 3=At times, 4= quite often,

5=systematically. This value is given to give meaningful information for the criteria not used.

Table 4.5 shows that weights of MCS with respect to their rank. It is very clear that the ECBs
make the analysis of business strengths and weaknesses with a mean value of 3.37 as
the prior activities among the alternatives, which is ranked as first. This is immediately followed
by market share analysis and forecasts with a mean score of 3.35. That means, the ECBs make
market share analysis so as to obtain competitive advantage. Even the interviewees said that
market share analysis is usually made by the bank in order to know their status. This idea is
supported by Access Capital, which ranks the market share of Ethiopian banks with the
parameter of deposits, loans, average assets, average equity and profit. This enables to work
ahead to best of the bank in territory of Ethiopia as well as abroad. The third rank; which the
input of the respondent given value from the alternatives is benchmarking report and
analysis, which score a mean value of 3.29. This means that the banks which operated in
Ethiopia benchmarks reports and further procedure from the existing as well as from banks
abroad. The value also shows that there is frequent benchmarking of reports analysis so as to
have better performance and understanding the working arena. Even a discussion with the
manager of the control department in one of the recently established banks revealed that there
is consistent frame of report among the banks. In addition, the working procedures;

including the structure of the departments are similar across the banks.

This shows evidence that the banks benchmark among themselves and there is also clear
evidence under article 8 of Proclamation No. 592/2008 of banking business proclamation that the
National Bank shall, in its annual report, publish the list of licensed banks. It shall also publish,
in newspapers of wide circulation, any additions to or cancellation from the said list. The above
explanation further supported by Directive No. SBB/21/96. Reports shall be submitted to
the Supervision Department of the NBE within twenty days after the end of the period for
which the data are reported except the reserve and liquidity requirement reports which shall be
submitted in accordance with Directives No. SBB/14/96 & SBB/15/96, respectively, in the

form and manner as given by NBE. This Directive shall enter into force as of 20th day of
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November 1996. This further elaborates that each and every bank should report their financial

statement according to the frame or guidelines given by the central bank of Ethiopia ‘NBE).

The fourth item with its mean value of 3.25 is personnel analysis. In this respect, the banks are
playing in its role to evaluate their employees™ performance as well as their satisfaction. From
the input of the respondent, the analysis with regard to personnel is the usual practice of the
ECBs. The interviewee with Bank manager said that banks evaluate their employees
performance using different parameters such as discipline, cope up with the new issue,
capability and interest to work with. Even the annual reports of the majority of sample CBs
ascertain state the fact that the Banks sustainable growth is very much dependent on its
human capital. It has been successful in providing various in-house and external trainings to a
considerable number of staff, with a wide range of capacities through continuous human resource
development programs. Making good use of the educational assistance given by the Banks so as
to increase their performance and rely on the bank.

This and other rewards in the banks are usually given to the employees based on their year of
experience in the banks. In line with the competitor analysis and forecasts, the ECBs are
playing pivotal role in achieving its competitive advantage since similar privileges and rule is
given to all banks by the NBE. To support this idea, article 6 of Proclamation No.
592/2008 states that fulfill, before commencing operation, sound information management and
internal control systems, risk management policies and procedures, and human resource
organization and such other essential obligations to carryout banking business as determined by
the directive to be issued by the National Bank. This enables the bank to use different means to
address their service to the targeted customer. One of the mangers in the respective CBs
favored this idea and clearly stated during the interviewee that the existing and the upcoming
banks use different strategy to attract their customers. In connection with this, an interviewee
sited Zemen bank as one of the Ethiopian banks indicated that to open a new account with the
bank the client is required to make a minimum deposit of birr 25,000; and withdrawing of
money is possible through ATM service. Related to this idea, the target interviewee said that
Zemen bank is mainly targeted those who are wealthy. This means that even if different
regulations and rules were set by NBE, so as to stay in the market the specific strategies for

which each bank follows may vary. In the competition environment, it is simple and clear to
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make competitor analysis and forecasts so as to achieve competitive advantage by having
unique skill and resources ‘such as new technology which is not in the hand of others).
‘Aychew .E. Haile,2011).

The last criterion under strategic planning and management is customer analyses, which
score a mean value of 3.06. This means that ECBs make analysis to know about their
customer satisfaction and behavior as well in the range of at times. In line with this issue the
interviewees in the respective CB branch manager, explore that there is suggestion box
to hear and apply the comments and feedback given by the customer; and all the banks operated
in Ethiopia believe that customers are king. They also further pointed out that in order
to have a large market share, the level of customer satisfaction and their behavior should
be intensively analyzed and the summary of the comments given by the customers should also

be put in to practice.

Based on table 4.5, banks, on average, are using a total of 6 assorted MCS practices, at least
‘sometimes™ if not even “very often” or “systematically’ integrated into their normal routines
‘mean value of 2 or greater). All listed items which results mean value of 3 and above. From this
point of view, these results indicate that banks have included in their MCS also several other
practices than only traditional financial accounting — like statutory annual accounts and are also
using them fairly regularly. The usage rates alongside the adoption ranks seem to give a
deeper understanding of the intensity and commitment to the use of MCS practices in banks.
Table 4.5 also indicates that, in total, all items highly adopted, are also highly used among
banks.

4.2.3. Budgeting System

The budget is one of the main tools utilized in the planning, control and cost management
decision making process undertaken within the organizations. Hence the budgeting system in the
banking sector by using survey study through questionnaire to the target respondents in line
with the question whether the bank uses budget follow-ups, at least quarterly, and
variance analysis, the inputs of the respondent explore in the following table.
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Table 4.6: Budget Follow-ups, at least Quarterly, and Variance Analysis

Selected choice Frequency Percent Cumulative | Percent
Very seldom 4 2.2 2.2

At times 42 23.0 25.1

Quite often 85 46.4 71.6

Systematically 52 28.4 100.0

Total 183 100.0

Source: Survey data and Researcher's own computation

The table above shows the frequency of which the CBs are using the budget follow up for cash
flow. As displayed from the above table, more than 95 % of the respondents confirm that the
CBs are follow up their budget and make analysis to know how much deviation results

from the expected one so as to know the usage portion and additional wants.

Figure 4.1: Budget for Branch Expansion

W 1st Qtr

H 2nd Qtr

3rd Qtr

1% Qtr at time, 2" Qtr quite often, 3" Qtr systematically

Source: Survey data and Researcher’s own computation

The above figure 4.1 describes that the CBs are frequently open branch banks so as to
increase the market share®. Looking the above figure the ECBs are aggressively rush to have
branch banks. Even if the given alternatives includes "not used” and ‘'very seldom’, the
respondents do not mark these alternatives to explore how CBs are intensively open branch
banks. The majority of the respondents i.e. 44.26 % marked that ECBs in line with branch
expansion as it is a normal routine. The remaining 36.61% and 19.13% of respondents

marked the branch expansion "quite often’, and "at times’, respectively. Moreover, the CBs are
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participating in other sector by contributing their efforts in the economic development.
Therefore, the respondents in this regard marked that 20.8%, 36.1%, 24%, 13.7% and 5.5% for
the choice item "not used’, “very seldom’, ‘“at times’, “quite often’, and “systematically’,
respectively. There is also budget for their capital structure in order to alleviate the liquidity
problem. The majority which is around 75% of the respondents said that the ECBs have a

budget for their capital structure from the range of “at times™ to “systematically'.

*Market shares: Market shares in different sectors show the dominance of some of the
oldest and largest private banks. Indeed, reflecting its large size, Dashen Bank has the
largest market share in five sectors, providing 35 percent of all manufacturing lending by
private banks, 28 percent of total transport lending, 26 percent of construction lending, 25
percent of domestic trade and services lending, and 19 percent of total personal lending. In only
a few sectors is the market leadership position held by others: by Awash in the case of total
export loans 25 percent), by NIB in agriculture loans 29 percent), and by United in Import
related loans 21 percent). sectors, providing 35 percent of all manufacturing lending by private
banks, 28 percent of total transport lending, 26 percent of construction lending, 25 percent of
domestic trade and services lending, and 19 percent of total personal lending. In only a
few sectors is the market leadership position held by others: by Awash in the case of total
export loans 25 percent), by NIB in agriculture loans 29 percent), and by United in Import

related loans 21 percent ‘Access capital 2010).

Table 4.7: Budget for Investing in other Sector and Capital Structure

Variable Choice item Frequency Percent | Cumulative
percent
The bank budget for Not used 38 20.8 20.8
investing in other sector Very seldom 66 36.1 56.8
At times 44 24.0 80.9
Quite often 25 13.7 94.5
Systematically | 10 55 100.0
Total 183 100
Not used 14 7.7 7.7
The bank budget for their Very seldom 35 19.1 26.8
capital structure * equity At times 59 322 | 59.0
and liabilities) Quite often 49 26.8 | 858
Systematically | 26 14.2 100.0
Total 183 100

Source: Survey data and Researcher’s own computation.
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The annual reports of the majority CBs showed that the banks are investing in other sectors such
as in insurance companies, and government treasury bills. Even the interview with one of the
Corporate Planning officer of ECBs revealed that banks are on the verge of participating
in different sectors such agricultural, manufacturing sector and other sectors. With regard
to the capital structure, when interview is undertaking with one of the officials of the bank said
that even if banks are doing a lot on the capital structure so as not face a liquidity
problem, currently with letter send by NBE compel private lenders ‘including private
banks) to purchase government bonds equivalent to 27 percent of their annual loans to help fund

development in the country.

Under the central bank directive, five-year National Bank bonds will be bought by lenders at
the end of each month. He also added that the securities will offer a coupon of 3
percent and the interest which the bank pays for the depositor is 5%, hence there is a
minimum loss of 2% while the money is revolving. State owned banks including Commercial
Bank of Ethiopia, the countrys biggest lender, will be exempt as they routinely finance long-term

projects.

4.2.4. Cost Accounting and Service Pricing
Table 4.8: Cost Accounting and Service Pricing

For determining the cost Choice item Frequency | Percent | Cumulative

and price of service, the percent

bank:-

Calculates service-level Not used 46 25.1 25.1

costs at each stage of Very seldom 22 12.0 37.2

activities up to customer At times 74 40.4 77.6

receive it Quite often 28 15.3 92.9
Systematically | 13 7.1 100.0
Total 183 100

Calculates cost at each Not used 59 32.2 32.2

centers Very seldom 36 19.7 51.9
At times 30 16.4 68.3
Quite often 39 21.3 89.6
Systematically | 19 10.4 100.0
Total 183 100
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Calculates target costing * Not used 8 4.4 4.4
price and target profit are Very seldom 34 18.6 23.0
known, so planning is used At times 46 25.1 48.1
for reaching allowed Quite often 62 33.9 82.0
service costs) Systematically | 33 18.0 100.0
Total 183 100.0
Calculations of branch Not used 15 8.2 8.2
costs Very seldom 21 115 19.7
At times 35 19.1 38.8
Quite often 65 35.5 74.3
Systematically | 47 25.7 100.0
Total 183 100.0

Source: Survey data and Researcher’s own computation

The calculation of service level costs at each stage of activities up to customer receive it
helps to know the cost incur at each stage and simple to determine the service charge.
Though there is room to calculate the cost at each stage, the CBs yet under the concentration of
applying it at times whose respondent revealed that 40.4%. The other 25.1%, 15.3%, 12% and
7.1% respondents marked "not used’, ‘quite often’, “very seldom” and ‘systematically’,
respectively. Looking the respondents output, the calculation of cost is not that much done in
CBs. This issue also further supported with the interviewees of the branch manager of the CBs.
They mentioned that even if the employees® at bottom level undertakes the assigned

activities, the price to charge is given by the top managers and board level.

In support of the above mentioned issue, the majority of the respondents which is 51.9 % show
that the CBs are not used and practice the cost center. The remaining respondents ‘49.1%)
revealed that the banks used cost center to know the costs incur at each department. Thus, this

indicates that there is gap even if a room to calculate cost at each center.

On table 4. 8, the respondents revealed their attitude for calculation of target cost and price so as
to obtain the target profit. In this regards, the majority of respondents which is 33.9%
revealed that banks are using it at the level of "quite often’. The remaining 25.1%, 18.6%, 18%
and 4.4% of the respondents marked the choice given with “at times’, ‘very seldom’,
“systematically’, and “not used’, respectively. In this respect one of the interviewee said that

the bank not only at the head office level but also at the branch level forecast up
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coming years by stating different strategies and he also added that this is usually done by
looking the past experience. In order to get the target profit, the cost should be properly

controlled.

*Employees at bottom level are those who have information about the cost incur to provide
service ‘Access Capital, 2010). Hence using appropriate technology enables to have the target
profit. This also further explained by Access Capital; which the common critique of
Ethiopian banks as technologically backward has been valid for quite some time, and remains
so to some extent, but many changes are taking place in this area both from initiatives by the
central bank ‘a national payment system is soon to be operational providing a real-time and
electronic interconnection among all banks) and from initiatives by individual banks.
Within a vyear, all banks will have full-fledged core banking systems, which will mean
that all their branch operations will be automated, thus simplifying customer transactions and
making it possible to move away from the heavily paper-based system of the past. Modern

banking services such as ATM services and Internet Banking now provided by all banks.

Moreover, additional technology-based services such as mobile banking are being launched.
With these innovations, the sector is becoming much more technologically in tune with
banking services available in neighboring countries and even the wider world.’ Ayichew E. Haile
2011)

Finally, the question forwarded for the target respondents was with respect to the calculation of
branch costs. Accordingly, the majority of the respondents which is 80% marked at a
range of “at times® to “systematically’. This means that the CBs before opening their branch
they calculate the maximum possible costs to incur. In this respect with the interviewees of the
banks officials said that head office banks calculates the costs that will be incurred for the branch
so as to know the benefits received in the future. These activities are made by the bank
not only at the time of opening new branches but also during the operation. The
investigator finds that the majority of the bank are easily explore the costs incur and revenue

earned from it.
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4.2.5. Decision Making Procedures of Ethiopian Commercial Banks

The bank makes decision based on investment benefit, policies or directives given by NBE, the
strategic plan formulated, market survey, comments given by the employee and customers
and the target set by the bank. The average of the aforementioned base of decision making which
is presented in the following table.

Table 4.9: Descriptive Statistics of Decision Making

Variable N Range Minimum | Maximum | Mean Std. Deviation

Decision Making | 183 |2.50 1.50 4.00 2.6776 | 0.60563
Valid N “list wise) | 183

Source: Survey data and Researcher’s own computation . The above table describes that the mean
value ‘i.e. 2.67) which is interpreted as on average the total population is marked the
decision making with respect of the above base results show that the CBs use more than
“at times™ since the value given for choice ‘at times™ is 2. The investigator understands that
there is a room for upgrading the heights of decision in the proper way. Even the standard
deviation, which is 60.56% shows that the variation of the actual mark value of the
respondents to the choice item from the expected value ‘mean value =2.6776). with the
interviewees of the respective CBs officials said that the central bank of Ethiopia has the
ultimate power in the supervision of all banks with respect to the banking activities even if the
specific bank evaluate the investment benefit, there may have rules given by NBE. For this

the interviews mentioned that credit cap or restriction given by the central bank of Ethiopia®

The guidelines issued by NBE in 2003, shows that the board of directors is responsible for
reviewing and approving a bank credit risk strategy and policies. Each bank should develop a
strategy that sets the objectives of its credit-granting activities and adopts the necessary
policies and procedures for conducting such activities. This and other strategies formulated

by the banks enable them to achieve their objectives.

In line with the decision for comments given by the employees and customers, the officials of the
CBs said that the banks are collecting the suggestions given by the employee as well as the

customers and made decisions by the branch in which the power is in hand, whereas the power
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which cannot in the hands of the branch manager and officer as well will transfer to the board of

directors to judge and pass possible decisions by making vote through which.
4.2.6. Performance Measurement

One of the criteria for measuring the financial performance of the firm is by comparisons of
financial ratios to industry averages and competitors ratios. In this respect, 43.72% of the
respondents of the ECBs confirmed that the banks are evaluating their financial performance
against the industry average and competitors ratios used fairly frequently. The succeeding
outcomes shows that the frequency of using the financial ratios of which 30.05% used at
times, 15.30% used as normal routines, 9.84% used at very seldom and the remaining 1.09% of
the respondents marked as if the bank not used the comparisons with regard to industry average

and competitors ratios.

Figure 4.2: Comparisons of Financial Ratios to Industry Averages and Competitor's

30.05%

Deep blue not used 1.09%), Red very seldom, Green at time, Purple quite often, Blue
systematically. Ratios Source: Survey data and Researcher’s own computation. The figure above
displayed how frequently the banks wuse the financial ratios to evaluate the financial
performance of the banks and their branches. In connection with this issue, an interview
with branch manager of the CB disclosed that by taking the audited financial statement
from the central bank of Ethiopia, banks evaluate their performance with the industry as
whole. He also added that not only specific bank but also due to the competition environment
access capital disclose the performance of the bank according to return on asset and return on
equity.
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Figure 4. 3: Comparison of Actual Performance with Pre-determined Target

10.38%

Blue very seldom, Red at time, Green quite often, Purple systematically. Source: Survey data

and Researcher’s own computation.

With regard to the practice of comparison of actual performance with the predetermined
target, as depicted in figure 4.3, 34.43 %, 29.51%, 25.68%, and 10.38 % of the respondents
asserted that CBs compared the actual performance with predetermined one with the range of
“quite often”, “systematically’, "attimes and “very seldom’, respectively. All CBs compare
actual performance with predetermined target of their branches frequently. Coming to the
individual level, 90% of the respondents feel that their actual performance is compared with
predetermined target at the range of greater than or equal to “at times” and the remaining
marked ‘very seldom™ for the practice of comparison of actual performance with

predetermined one.

Table 10 below portrays the performance of the CBs evaluated by using the financials
information such as return on investment ‘ROI), return on equity ‘ROE), net profit margin, and
economic value added ‘EVA).

Table 4.10: Performance Evaluation Criteria in ECBs

Criteria 1 |2 3 4 5 Total | Weighed | Mean

value’ | Value | Rank
Return on Investment ‘ROI) 10 | 4 48 |83 |38 |183 | 684 3.74 3
Return on Equity ‘ROE) 10 |1 46 |93 |33 | 183 | 687 3.75 2
Net profit margin - |7 62 |67 |47 |183 | 703 3.84 1
Economic Value Added ‘EVA) 7 |41 |67 |59 |9 183 | 571 3.12 4

Source: Survey data and Researcher’s own computation
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The mean value shows that how frequent the commercial banks use the criteria to evaluate their
performance. Among the variable mentioned, net profit margin, which is the prior rank that the
CBs used as their means to evaluate their performance. The managers of different CBs still
desire to evaluate the performance of their banks and branches on the basis of ROE, ROI, and
EVA respectively. To sum up, the findings of this descriptive statics are in line with the

findings.
4.2.7. Compensation and Benefits

According to Saroj ‘2006), employees in any organization work for reward, and most
important reward is money, but individuals expect more than wages or salary from their
employers. In Ethiopian commercial banking sector, salary/benefit/promotion is mostly
determined by education and training followed by experience, performance, relationship, and
other factors  which are numerically expressed as the number of respondents that are 59%,
39.34%, 12%, 2.73% and 2.18%, respectively. Even with the interview with the officials of the
CBs, additional benefit given by the bank differed with the range of the salary and the status of
the employees stands for. They also added that the bank does not yet consider the performance
of employee so as to give additional benefits such as fuel allowance, house allowance and
other benefits. Majority of CBs are providing bonus to their employees out of profit
except some of the younger banks .The amount of bonus is based on the amount of
salary an employee is earning, others such as not committing non disciplinary action,
relationship with the top manager, performance of employee which is numerically
presented as 91.37%, 4.91%,

2.48% and 1.24% of the respondents, respectively. The major ways of giving bonus to the
employees are based on the salary getting. The researcher identifies giving bonus based on the
salary usually does not encourage those who are outstanding in performance. Encouraging
employees to learn new skills: The other dimension which the ECBs are playing their
role on encouraging employees to discharge better performance and enhance educational
qualification and attain trainings. This issue is pointed out during the interview with the officials
that the annual report of the bank shows how bank trying to scale up the heights of
qualification and knowledge of employees. For this, the investigator confirmed that the

bank really does a lot in this regard. But the researcher view out this encouragement is made
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through the experience or service offer to the bank. During the interview one of the interviewee
mentioned that banks are on the verge to evaluate the performance of their employees so

as to continue and sponsor for their further study and training as well. ‘Aychew .E. Haile, 2011).
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Chapter Five
Summary of Findings, Conclusions and Recommendations

Introduction

This part of the study tries to summarize and conclude the key findings which arose out of the
study and pass possible recommendations as remedies to alleviate the existing and

observable potential hurdles.
5.1. Summary of Major Findings

The key findings which arose out of the study.

ECBs are frequently planning and controlling their activities such as monthly or quarterly
income statements; working capital and its parts; cash flow statements and branch reports
and operations. On the average the planning and controlling practice which score the
mean value of 3.1366 in fact there is 64.66% deviation of the actual values from the

expected one. .

The ECBs made analysis in the prioritized order of business strengths and weaknesses, market
share and forecasts, benchmarking reports and analysis, personnel analysis, competitor

analysis and forecasts; and customer analysis and forecasts, respectively.

The majority of the target respondents ‘95 %) revealed that CBs follow up their budget and
make analysis to know how much deviation results from the expected one so as to know the

usage portion and additional wants.

To increase the market share, CBs rushed to have more branch banks. For accomplishing this,
banks set budget. Regarding the individual level in connection with the aforementioned,
80.87 % marked the level usage from quite often to systematically. Moreover, the CBs
are participating in other sectors by contributing their share in the economic development
of the country. The annual reports of the majority CBs showed that the banks are investing

in other sectors such as in insurance companies, and government treasury bills.

44



Though CBs budget for their capital structure, due to the intervention by the NBE compel private
lenders ‘including private banks) to purchase government bonds equivalent to 27 % of their
annual loans to help fund development in the country. But this has been done at a loss of 2%
which is the difference of interest paid to the depositor is 5% and coupon rate stated on the bond
is 3%. It is not much done with the calculation of service level cost at each stage of activities up
to customer receive by the CBs. The majority of the respondents ‘51.9 %) show that the CBs are
not used and practiced the cost center. CBs make decision based on investment benefit, policies
or directives given by NBE, the strategic plan formulated, market survey, comments given
by the employee and customers and the target set by the bank. The mean value of decision
making is 2.67 out of a score value of 4. Even though NBE intervenes in its own aspect, the
banks can be tremendously go through it to achieve the objective and goals of the bank; and
upgrading the heights of decision in the proper way.

The majority of the CBs are measuring their financial performance of the firm by
comparing of financial ratios to industry averages and competitors™ ratios. Regarding this,
89.07% of the respondents explore the wusage rates ranging from “at times to
“systematically”. In Ethiopian commercial banking sector, salary/benefit/promotion are mostly
determined by education and training followed by experience, performance, relationship, and
other factors. In addition, the amount of bonus given to the employees is based on the amount of
salary they are earning. ECBs are encouraging employees to upgrade their knowledge and skill
as the benefit of employees is based on the experience or service offered to the bank, they
provide paid leave to participate in training and for further education. ‘Aychew .E. Haile, 2011).

The association between performance and strategic planning and management is positively
and statistically significant. Hence, the strategies formulated have impact on the
performance of the bank. In addition, SPM, and PM are positively and statistically highly
significant. This explains that the independent variables, SPM and PM, have significant
impact on the MCS of ECBs.

The major barriers to use and develop further their MCS in the banking sector of Ethiopia are
inadequate skills and knowledge about the use of MCS practices and information; lack of
human resources; insufficient cost-benefit relation in the usage of MCS information; lack

of suitable computer applications, computers and other required skills for the use of
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information technology; insufficient use of information technology. Currently, ECBs are
highly suffered from the lack of various human resources regarding the use of more efficient
MCS and their information. ‘Aychew .E. Haile, 2011).

5.2. Conclusions

ECBs are doing a lot with the planning and controlling activities with respect to income
statement, working capital and its parts; cash flow statement; and branch reports and
operations. This will in turn increase the level of profit as well as helps to achieve the banks

goals and objectives.

In order to stay in the market, banks are developing different strategies. The prominent strategy
that ECBs follow mainly differentiation strategy among the alternatives. This is because of

common law is given to all of the banks by NBE.

ECBs are not sufficiently utilized the calculation of cost within the responsibility center even if
there is a room to calculate cost at each center across the departments. Due to the intervention of
NBE compel the banks to purchase the bond at a loss of 2%, this may lead a liquidity problem in
the future. Though a lot of efforts to use MCS, there is serious problem of human capital. This is

considered as one of the barriers to use MCS.
5.3. Recommendations

Following recommendations are forwarded. /ECBs encountered some drawbacks in applying

MCS. So as to alleviate these drawbacks/

Benefit entitlement: in order to assure going concern and get more profit, the bank should
encourage outs tending employees in performance by setting aside the benefit. The performance
of employees and their level can be conformed through peer evaluation horizontally,
customer comments nearby officials evaluation. Human capital:  lack of human capital is one
of the prominent barriers to use and apply MCS, the researcher recommends banking
institutional sector to strengthen the knowledge of candidates as well as the existing employees.
In order to increase the use of MCS, it is better outsourced services in the area of MCS their

annual accounts and statutory financial reports. Thus it might be a very natural solution to extend
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this outsourcing also to consist of more comprehensive MCS services for the emerging
needs of banks. Another solution is implementing balanced scorecard to align business
activities to the vision and strategy of the organization, improve internal and external
communications, and monitor organization performance against strategic goals. ‘Aychew .E.
Haile, 2011). Liquidity problem: even if this problem is created due to the intervention by NBE,
the bank should strengthen working in other activities like investing in other sector in order to
compensate the negative margin of bank during intervention made by NBE compel to
purchase bond at a coupon rate of 3%. Responsibility center: the ECBs have a room to
establish responsibility centers such as revenue centers; expense centers; profit centers; and

investment center.
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Appendix A

Addis College

Department of Business Administration /MA
School of Graduate Study

Dear Participant,

This questionnaire is designed to conduct a research on the topic ‘The Application of
Management control system ‘MCS) in Ethiopian Commercial banks in case of Addis Ababa’.
The purpose of the study is for the partial fulfillment of the requirement of MA degree in
Business Administration. For the successful accomplishment of the study, the response of
employees of the bank will have pivotal role by being used as valuable input for the study. So,

you are kindly requested to genuinely fill the questionnaire.

Thank you in advance for your cooperation!

Instructions:-

e Writing your name is unnecessary.
e Circle or put “[1”mark as per the questions required in the box or answer in the space

provided.
Part One: Respondent Profile
1. Sex [1 Male [J Female
2. Age ‘Years) [ below 25 [125-35 [135-50 (] above 50
3. Educational level [ 10/12 grade complete [ Certificate [1 Diploma [
Degree  [1 Above Degree
Part Two: Questions related with the topic

Use of MCS in Supporting Business Management Next, there are listed reports of various

MCS practices and techniques that can be used to support business management in
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banking industries. Do you use these analyses or reports in your bank? If you do, how occasional

‘very seldom-quite often) is the use or is it systematic as a part of your normal routines? ‘Please,

circle the most appropriate alternative for each row.)

A. Planning and control during a financial year:

The bank plans and controls Not | Very at Quite Systema
Used | seldom | times | often tically

1. Monthly or quarterly income statements 0 1 2 3 4

2. working capital and its parts ‘deposits with 0 1 2 3 4

banks, customers’, demand, saving deposits)

including use of ratios

3. Cash flow statements of the financial year 0 1 2 3 4

describing sources and uses of earnings and capital

4. Branch reports and operations 0 1 2 3 4

B. Strategic planning and management

For strategic plan and management , the bank uses: Not | Very at Quite Systema
Used | seldom | times | often tically

5. Benchmarking reports and analysis ‘for example, 0 1 2 3 4

comparisons to a respective top-firm for learning

purposes)

6. Market share analysis and forecasts 0 1 2 3 4

7. Competitor analysis and forecasts 0 1 2 3 4

8. Customer analysis ‘satisfaction, behavior etc.) 0 1 2 3 4

9. Personnel analysis ‘performance, satisfaction etc.) 0 1 2 3 4

10. Analysis of business strengths and weaknesses etc. 0 1 2 3 4

11. Analysis and scenarios for alternative strategies 0 1 2 3 4

12. Differentiation strategy ° such as different in service | 0 1 2 3 4

offer, unique service)

13. Focus Strategy ‘such as specializing in lending 0 1 2 3 4

service and etc.)

14.Cost leadership strategy © such as low cost service, 0 1 2 3 4

efficiency)
0 1 2 3 4
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C. Budgeting system

The bank uses Not | Very at Quite Systema
Used | seldom times | often tically
15. Budget follow-ups, at least quarterly, and 0 1 2 3 4
variance analysis
16. Monthly or quarterly Budget for Cash flow 0 1 2 3 4
17. Budget for branch expansion 0 1 2 3 4
18. Budget for investing in other sector 0 1 2 3 4
19. Budget for the firm’s capital structure’equity and 0 1 2 3 4
liabilities)
D. Cost Accounting and pricing
For determining the cost and price of service, the bank Not | Very at Quite Systema
Used | seldom | times | often tically
20. Calculates service-level costs at each stage of 0 1 2 3 4
activities up to customer receive it.
21. Calculates cost at each centers 0 1 2 3 4
22. Calculates target costing ‘price and target profitare | 0 1 2 3 4
known, so planning is used for reaching allowed
service costs)
23. Calculations of branch costs 0 1 2 3 4
E. Decision making
The bank makes decision based on: Not | Very at Quite Systema
Used | seldom | times | often tically
24. Investments benefit 0 1 2 3 4
25. Policies or directives given by National Bank of 0 1 2 3 4
Ethiopia
26. The Strategic plan formulated 0 1 2 3 4
27. Market surveys and other marketing reports alike 0 1 2 3 4
28. Comments given by the employee and customers 0 1 2 3 4
29. The target set by bank 0 1 2 3 4
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F. Performance measurement

The performance of the bank Not | Very at Quite Systema
Used | seldom | times | often tically

30. Is evaluated by comparisons of financial ratios to 0 1 2 3 4

industry averages and competitors’ ratios

31.Is evaluated on the basis of shareholder value 0 1 2 3 4

analysis/Economic value added ‘EVA)

32. Is evaluated by comparing actual performance with | 0 1 2 3 4

predetermined target

33. Is evaluated on the basis of net profit margin 0 1 2 3 4

34. Is evaluated on the basis of Return on investment’
ROI)

35. Is evaluated on the basis of Return on Equity’ROE)

G. Compensation and Benefit Plan

36. Salary paid by your bank ‘Ethiopian Birr Monthly)
1 Bellow 1000 []1001-2000 [J 2001-3000
1 3001-4000 [14001-5000 [ above 5000

37. The salary increment and additional benefit given by the bank is based on, select more than

one if possible?

Performance of employees [ Relation with the top Manager(]

Years of service [J other, please specify

38. Salary given to the employees of the bank is mostly determined by

Performance [ Education and training [

Experience [ Others, please specify

Relationship [J

39. Does the bank provide bonus to the employees out of the profits earned?

Yes [1 No [
40. If your answer for Q.No. 39 is yes, what is the base?

Performance []  Relationship [

Salary [ others, please specify
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41. If your answer for Q.No. 39 is No, what is the reason?

Would you like to obtain a summary of the results?
1. No
2. Yes, e-mailed to the address:
3. Yes, posted to the address:
-------------------------------- BN e e

Appendix B

Addis University College;

Department of Business Administration
School of Graduate Study

Dear Participant,

This Semi-structured interview is designed to conduct a research on the topic ‘The Application
of Management control system ‘MCS) in Ethiopian Commercial banks’. The purpose of the
study is for the partial fulfillment of the requirement of MSc degree in Accounting & Finance.
For the successful accomplishment of the study, the response of employees of the bank will have
pivotal role by being used as valuable input for the study. So, you are kindly requested to

genuinely react the interview questions.

Thank you in advance for your cooperation!

1. How do you express the strategic planning and management of your bank?

2. How do you evaluate budgeting system and related activities in your bank?

3. How the bank calculates the cost incur for service and selling price of the service?
4. What are the bases to make decision for banking activities?

5. How the performance of your bank is evaluated?

6. What are the bases to give additional benefits and rewards?

7. What are the barriers to use of MCS practices and information?
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