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Abstract:

This paper aims to discover priority alternatives involved in decisional-making processes to reduce agency problems considering
Corporate Governance (CG) and Management Accounting (MA) criteria. Using the Multi-Criteria Decision-Making (MCDM)
methodology, it is possible to model the hierarchy structure to determine the ranking of decisional priorities using the Analytic
Hierarchy Process (AHP) method. CG and MA are the main criteria for decision-making to reduce problems between ownership
and capital control. Thus, engaging agents is the first alternative to reduce agency conflicts considering a general approach. Strategic
accountability should be a priority to reduce agency problems focusing on CG and confidence is the main variable to consider from
the MA standpoint. The research provides a multiple criteria system to reduce agency problems in decision-making. This work
contributes to information asymmetry’s minimization and has implications on value preservation and creation for stakeholders.
The decisional structure and the alternatives related to CG and MA have direct practical applications for managers and actors
involved in business decisions to reduce agency conflicts. This paper provides evidence on the importance of CG and MA variables
to reduce information asymmetry and agency problems and sets out the main priorities in a context of decision making for
managers.

JEL codes: M1, D21

Keywords: corporate governance, management accounting, agency conflicts, multi-criteria decision making, analytic hierarchy
process.

Resumen:

Este trabajo tiene por objeto descubrir las alternativas prioritarias que intervienen en los procesos de toma de decisiones para
reducir los problemas de agencia teniendo en cuenta los criterios de Gobernanza Corporativa (CG) y Contabilidad Gerencial
(MA). Utilizando la metodologia de Toma de Decisién Multicriterio (MCDM), es posible modelar la estructura jerdrquica para
determinar la clasificacién de las prioridades de decisién utilizando el método del Proceso Analitico de Jerdrquico (AHP). La CG
y la MA son los principales criterios de toma de decision para reducir los problemas entre la propiedad y el control del capital. Asi
pues, comprometer a los agentes es la primera alternativa para reducir los conflictos de agencia considerando un enfoque general. La
rendicién de cuentas estratégica debe ser una prioridad para reducir los problemas de agencia centrdndose en la CG y la confianza
es la principal variable para considerar desde el punto de vista de la MA. La investigacion proporciona un sistema multicriterio para
reducir los problemas de los organismos en la toma de decisiones. Este trabajo contribuye a la minimizacién de la asimetria de la
informacién y tiene implicaciones en la preservacion y creacién de valor para las partes interesadas. La estructura decisoria y las
alternativas relacionadas con la CG y la MA tienen aplicaciones pricticas directas para los gestores y los actores que participan en
las decisiones empresariales para reducir los conflictos de agencia. Este articulo presenta pruebas de la importancia de las variables
de CG y MA para reducir los problemas de asimetria de la informacién y de agencia, y establece las principales prioridades en un
contexto de toma de decisiones para los gestores.

Palabras clave: gobernanza corporativa, contabilidad gerencial, conflictos de agencia, toma de decisién multicriterio, proceso
analitico jerdrquico.
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Resumo:

Este trabalho tem como objetivo descobrir alternativas prioritdrias envolvidas em processos decisérios para reduzir problemas de
agéncia, considerando critérios de Governanga Corporativa (GC) ¢ Contabilidade Gerencial (CG). Utilizando a metodologia
Multi-Criteria Decision-Making (MCDM), ¢ possivel modelar a estrutura hierdrquica para determinar o ranking de prioridades
decisérias utilizando o método Analytic Hierarchy Process (AHP). A GC e a CG sio os principais critérios de decisio para reduzir
os problemas entre a propriedade e o controle do capital. Assim, o envolvimento dos agentes ¢ a primeira alternativa para reduzir
os conflitos de agéncia, considerando uma abordagem geral. A responsabilizagio estratégica deve ser uma prioridade para reduzir
os problemas de agéncia, com foco na GC, enquanto a confianca ¢ a principal varidvel a ser considerada do ponto de vista da
CG. A investigacio fornece um sistema de critérios multiplos para reduzir os problemas de agéncia na tomada de decisdes. Este
trabalho contribui para a minimizagio da assimetria de informagio e tem implica¢des na preservagio e criagio de valor para os
stakeholders. A estrutura de decisdo ¢ as alternativas relacionadas & GC e &4 CG tém aplicagoes préticas diretas para os gestores
e atores envolvidos nas decisdes empresariais, visando a redugio dos conflitos de agéncia. Este artigo fornece evidéncias sobre a
importancia das varidveis de GC e CG para reduzir a assimetria de informagio e os problemas de agéncia. Apresenta as principais
prioridades no contexto da tomada de decisoes para os gestores.

Palavras-chave: governagio empresarial, contabilidade de gestio, conflitos de agéncia, tomada de decisdes com critérios
multiplos, processo analitico hierdrquico.

Introduction

Organisational socio-economic growth has been characterised by management difficulties, mainly related
to economics with separation of ownership and capital control (Morck & Steier, 2005). Such separation
enables the inclusion of non-shareholders into organizations to help the expansion and the complexity of
their activities. In this context, a wide and complex research field comes out and seeks to place the principal
(capital owner) and the agent (which creates possessions on behalf of the principal) as the most important
actors (Abdallah & Ismail, 2017; Garanina & Kaikova, 2016).

That movement to decision-making power has pointed out the improvements in the process to protect
the rights of the concerned parties, in other words, advances in the corporate organizations’ governance
system (Miglani, Ahmed & Henry, 2015; Saltaji, 2013). That happens because the utility functions of actors
(principal and agent) are different and a natural information asymmetry will exist between them. Thus, the
first actor will use an objective function that would tend to maximize its usefulness, at the expense of the
second actor’s objective function. The principal does not manage to have access to the agent's informational
model. Therefore, the information asymmetry exists. In that regard, Iudicibus (2015, p.73) emphasises that
this issue can become an opportunity since it leads the accounting, including the management accounting,
to large developments to better understand the stakeholders’ decision-making model of accounting and
management information.

According to the document issued by CGMA (2014), “management accounting is at the heart of high-
quality decision making because it brings to the fore the most relevant information and analysis to create and
preserve value” (p. 3). It adds that management accounting by itself can’t resolve the entire range of issues that
organizations face in response to information. However, it seeks to provide an organizational management
approach that favours the development and execution of organizational strategy. High-quality decision-
making has never been so important and/or so difhicult since the volume and the speed of unstructured data
are increasing the process complexity. Therefore, impulsive decisions often replace evidence-based ideas so
far as organizations struggle to keep the rate of growth in their operation market.

In order to contribute to information asymmetry’s minimization between the actors and improve the
decision-making process, the Multi-Criteria Decision Making (MCDM) method was used to model the
hierarchy in smaller parts and structure the way of calculation using the Analytic Hierarchy Process (AHP).
The AHP identifies the dominance of an element over other one (attributes, sub-attributes, and alternatives)
in different hierarchic levels. To this effect, the priorities of initiatives such as those related to strategic
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accountability and operational accountability were visualized. In addition, management accounting was
implemented in the decision-making process that reduces agency conflicts. The model was applied in a
management case study of an Accounting Science course in a higher education institution. Above-mentioned
application didn’t have any commercial purposes.

The contribution of this article consists in improving the decision-making process that reduces agency
problems. To that end, the AHP method is used to model governance and management accounting. The
research has created a multiple criteria system to reduce agency problems in decision-making that covers
governance and management accounting factors. The existence of other important factors to reduce agency
problems is highlighted. These factors can be observed and remain as suggestions for future research about
the subject. These other factors are related to the analysis, for example, of information asymmetry.

The following pages present the review of literature that supports the empirical research, the
methodological modelling, the instrument for collecting and analysing the results, the research application
context, as well as the results analysis and the concluding remarks.

Literature Review

This literature review analyses some aspects related to agency conflicts and some ways to minimize them
through governance, in the strategic structure and through management accounting, in the inner operational
structure of the organization.

The agency theory focuses on the determination to have optimal contracts that control the relationship
between principal and agent by mainly involving owners and senior management. Nevertheless, it doesn’t
restrict itself to this organizational structure level (Eisenhardt, 1989). According to Boe, Gulbrandsen and
Sorebo (2015, p. 376), agency theory is an omnipresent theory that has been implemented to several
relationship types and explains transaction arrangements among parts with own interests, incongruous aims
and uncertainty. Saam (2007, p. 826) remembers that agency theory has been implemented to the analysis
of research fields as diverse as the company structure.

As reported by Eisenhardt (1988), agency theory’s goal is to explain the relationship between the principal,
which delegates an activity, and the agent, which performs it on behalf of the principal. Such relationship was
defined by Jensen and Meckling (1976, p. 310). In theory, the agency problem arises when the agent does
not maximize the principal’s welfare, that is, it does not perform in the interest of the principal (Jensen &
Meckling, 1976). Other writers, following the example of Eisenhardt (1989), Laffont & Martimort (2001),
Saam (2007) and Linder and Foss (2013), understand that the agency problem’s origin is based upon conflicts
of interest, risk aversion and information asymmetry between principal and agent.

Berle and Means (1932) previously broached the separation of ownership and control resulting from the
change process in organizations because of capital search in the market. Almost simultancously, Coase (1937)
highlighted that the size of organizations varies as their transactions vary. To that end, the organizational
structures need to be adjusted. According to Jensen and Meckling (1976) and Fama and Jensen (1983), those
adjustments can result in delegation of power to agents, given the needed structure’s size, creating agency
problems which arise from the separation of ownership and control.

In that regard, the agent will not always act in the interests of the principal since both actors maximize their
own wealth. In other words, it is virtually impossible to ensure that the agent will make an optimal decision
from the point of view of sharcholders, since the perfect contract is not possible (Jensen & Meckling, 1976).
Therefore, the principal is responsible for setting controls that minimize the agency costs by monitoring
the agent’s behaviour and setting incentives, while trying to balance the interests through the corporate
governance.
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Corporate governance features the implementation of internal and external controls by means of
mechanisms and principles that aim to minimize conflicts of interests between the agents, managers, and
the principals, owners and shareholders of organizations (Jensen & Meckling, 1976; La Porta, Lopez-De-
Silanes, Shleifer & Vishny, 2000; Morck, 2005). It also aims to protect the interests of other stakeholders by
controlling the social contract compliance, acknowledged with the partnership in which organizations are
involved (O'Donovan, 2002; Parmar et al., 2010; Suchman, 1995).

In order to minimize agency problems good governance practices are required, particularly in relation
to internal controls related to organizations” administration councils and to their managers (Garanina &
Kaikova, 2016). Some of those good practices result in incentives to managers: structure and independence
of councils and advisers, gender diversity in the councils, interaction between councils and risk management
specialists from the organizations (Benkraiem, Hamrouni, Lakhal & Toumi, 2017; Hong, Li & Minor, 2016;
Lozano, Martinez & Pindado, 2016; Mathew, Ibrahim & Archbold, 2018; Teti, Dell'acqua, Etro & Volpe,
2017; Titova, 2016; Xia & Beelde, 2018).

In addition, according to the agency theory, it is possible to state that the organizations’ economic
performance is related to their control levels set by the governance. Organizations establish economic policies
based on a suitable governance structure to meet the desired results (Akbar, Poletti-Hughes, El-Faitouri
& Shah, 2016; Bhatt & Bhatt, 2017; Briano-Turrent & Rodriguez-Ariza, 2016; Funchal & Pinto, 2018;
Shawtari, Salem, Hussain, Alaeddin & Thabi, 2016). On this point, besides the concern over councils and
managers, controls regarding the organizations’ ownership structure are needed (Abdallah & Ismail, 2017;
Ararat, Black & Yurtoglu, 2017; Ducassy & Guyot, 2017).

On the other hand, agency problems deepen because of the information asymmetry among the parties
to a contract. The level of information is not the same among the parties because the agent is usually
better informed than the principal. In other words, information asymmetry is a premise that makes the
completeness of contracts impossible (Arrow, 1974; Stiglitz, 2000; Williamson, 1979). Recognizing the
existence of information asymmetry changes the "mindset” of organizations and makes the introduction of
controls possible, mainly over the agent in order to minimize the asymmetry.

Information asymmetry appears when an economic agent has more information than its counterpart and
arises because of two main sources of agency problems, adverse selection and moral hazard (Arrow, 1985;
Linder & Foss, 2013). Thus, adverse selection is related to hiding information or knowledge (ex-ante). Agents
have information that is unknown to the principal (Eisenhardt, 1989). The agent makes observations that the
principal cannot make and uses them in the decision-making process. However, the principal cannot verify
if the agent has used his/her information the best way to meet his/her interests (Arrow, 1985, p.39).

Moral hazard is related to hiding actions (ex-post). In other words, the principal does not know the agents’
actions, or it is difficult to observe them because the agent can make observations that the principal cannot
make since he/she is far from the process (Arrow, 1985). Saam (2007, p. 828) adds that the hidden action
takes place after the agent’s recruitment as the agent can choose among different actions. He/she can choose
to work less and pretend that he/she has worked more, since the principal cannot assess it easily. According to
Segatto-Mendes (2001, p. 38), in moral hazard, the agent’s action, which is hidden to the principal, involves
the agent’s effort and the principal cannot identify the level of actual effort applied to meet his/her interests.

The presence of asymmetric information among the parties in an economic transaction contributes to
dishonesty. As maintained by Saam (2007, p. 827), information asymmetry arises because the principal
cannot monitor the agent’s skills, purposes, information and actions, since they are hidden and can be
monitored only with high costs. The principal and the agent’s utility functions are separable over time
and information structures can change as time goes by, creating a natural information asymmetry between
principal and agent (Laffont & Martimort, 2001).

Due to incomplete information, some people can obtain larger profits than others (Stiglitz, 2000).
This situation can injure the organizational outcomes. Therefore, information asymmetry would lead to
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opportunistic behaviour that would create pressure from the stakeholders to reduce it. In that regard, the
will or the need for reducing the information asymmetry goes through the organization’s communication to
transparency and accountability, since there is a strong link between information disclosure and asymmetry
reduction (Verrecchia, 2001; Xiao, Yang & Chow, 2004).

The disclosure’s role is to level out the information for the parties to a contract (Cunha, Frankenberger,
Povoa & Silva, 2015; Stiglitz, 2000; Verrecchia, 2001). Thus, organizations must be transparent and account
for their activities to their stakeholders in accordance with the standards. Especially to capital providers and
those who legitimize the community where they are present (Albu & Girbina, 2015; Christensen, Kent,
Routledge & Stewart, 2015; El-Diftar, Jones, Ragjeb & Soliman, 2017), and to other stakeholders interested
in organizations, such as associates, customers, providers and government, considered as overriding groups
(Mitchell, Agle, & Wood, 1997).

That way of thinking of organizations is related to a continuing decision-making process in which
simplistic or dual methods cannot be used. They can only be used when the process gradually moves forward
and considers the decision-makers” subjectivity. In that regard, Management Accounting concurs with the
corporate governance principles of transparency and accountability, by minimizing information asymmetry
and by monitoring the agents’ behaviour, mainly because it is strongly directed to internal accountability.

The main goal of management accounting is to provide information for the internal decision-making,
related to processes, people and investments, at planning and control stages (Lunkes, Schnorrenberger &
Rosa, 2013). Weber (2011) highlights that the provision of information is not enough. It is necessary to
interpret and advise managers with actions focused on spreading the understanding about organizational
strategies. According to Weissenberger and Angelkort (2011), in order to contribute to organizational
management it is necessary to take into consideration the form, comprehensibility and quality presented in
financial and management information.

To Iudicibus (2015), management accounting involves few people, essentially the internal decision-makers
of the organization. In addition, it is a strength of accounting for the decision-making processes in the
short term, which gets closer to costs, to computer science, to operations management, to efficiency and
effectiveness. Management accounting does not only exist as a structured administrative body. It must be also
considered as an area of knowledge which justifies the execution of diverse planning and control activities in
an organization (Cavalcante, Luca, Ponte & Gallon, 2012). According to Cinquini and Mitchell (2005) a
profile of evidence is the most appropriate basis on which to make success judgements about management
accounting,.

Management accounting has four global principles, shown in Table 1, that are understood as guides for
good practices that reflect the perspectives of academics and professionals (CGMA, 2014).
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TABLE 1.
Global management accounting principles

Principle Description

Communication provides insight that iz influential. Management accounting begins
and ends with conversations. The prineiples have been designed to help organizations
cut through silos and encourage integrated thinking, leading to better decision-

Influence making.

Information iz relevant. Management accounting makes relevant information
available to decision-makers when they need it. The principles provide guidance on
identifying past, present and fiuture information, incloding financial and non-financial
? data from internal and external sources. This includes social, environmental and
ERelevance :
economic data.
Impact on value is analysed. Management accounting connects the organisation’s

: strategy to its business model. This principle helps organizations to simulate different
Value scenarios to understand their impact on generating and preserving valoe.

Stewardship builds confidence. Accountability and scrutiny malce the decision-

malking process more objective. Balancing short-term commercial interests against
Confidence long run value for stakeholders enhances credibility and trust.

Source: compiled by the authors based on CGMA (2014)

The principles are intended to be universally applicable to help organisations large and small, public and
private to extract value from the increasing volume of available information (CGMA, 2014). One of the
tasks of management accounting is improving decision-making process in organizations. This is because
people communicate to every decision-maker in the organization their relevant ideas and analyses, while
being alert to the organization’s social and environmental duties. Management accounting influences the
company’s strategic decisions, operating directly or indirectly at the management process stages supported by
a synergistic information system. It assumes a systemic view of the organization about information requests
(Cavalcante et al., 2012), considering, according to Warren, Reeve and Fess (2008), historical and estimated
data used in conducting daily operations, planning of future operations and developing integrated business
strategics (Warren et al., 2008).

Lunkes et al. (2013) emphasize that a good performance in accounting information does not only depend
onrelevance, accuracy and technique, but also on consistency towards the user’s point of view. A large amount
of information, rather than being positive, can be debilitating for an organization, since it can lead to decision
paralysis or to rash action. Available information has never been more plentiful, complex, unstructured
or more difficult to interpret (CGMA, 2014). Therefore, defining the planning and control processes of
organizational information becomes relevant.

Planning and control processes are equivalent to a system that allows all management levels to integrate
functional and operational aspects with measures created by those responsible for its execution. It must also
include the appropriate control stages (Lunkes et al., 2013). According to Fonseca (2007), goals and policies
are chosen at a strategic level and they are considered as inputs to control process. They serve as controllers
and enablers to the other hierarchic levels with the creation of mechanisms that level out the expenditure
of resources.

In addition, according to Anthony and Govindarajan (2008), a management control system is the result of
a conscious planning process that represents the actions that the organization must undertake, as well as the
amount of resources to be hired. This system allows a comparison between defined and accomplished goals.
Management accounting actively participates in the process of planning and control of companies by giving
access to information that justifies their users” actions (Cavalcante et. al., 2012).

Budgeting is an important and widely used planning and control tool for organizations. It represents a
plan of action proposed by the management department for a specified period. It is understood as the process
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of allocating an organization’s financial resources to its activities (Uyar & Bilgin, 2011). Budgeting coverage
begins with the development of the organization’s strategic planning and finishes with the definition of the
activities needed for its application. It creates a plan of goals and resources that guide its implementation by
aiming to analyse the variances and to implement adaptation measures (Lunkes et al., 2013).

Anthony and Govindarajan (2008) propose four stages for its development, namely, i) adjusting
the strategic planning, ii) helping to coordinate the different parts of the organization, iii) assigning
responsibilities and iv) obtaining the engagement of the agents involved. The provision of strategic
information contributes to the users’ management process. It is important to remember that budget and
management accounting should use the same terminology system to compare the prediction and the
accomplishment.

Methodology

Analytic Hierarchy Process (AHP) is a Multi-Criteria Decision Making (MCDM) methodology that
defines a prioritization ranking among different attributes, sub-attributes and alternatives (initiatives) that
communicate with each other as it happens in localization problems or selection of logistic providers
(Bianchini, 2018). Therefore, it reduces organizational complexity by allowing the manager to make
management accounting decisions that ensure the accomplishment of corporate governance principles. This
way, agency conflicts are reduced, and the impact of each hierarchy element is measured.

The AHP method is structured in six different steps (Saaty, 1980) and it allows to break down and reduce
criteria relationships to achieve prioritizations of all the variables involved in the model. This happens by
mixing different levels of hierarchies until the general goal is reached, thanks to different weights that work to
reach it. Thus, peer-to-peer comparison arrays are established with validations that involve the Consistency
Index, Consistency Ratio and Random Consistency Index to carry out sensitivity analyses.

The most cited creator and author of this method is Prof. Saaty whose works (Saaty, 1980; Saaty &
Vargas, 2001) made their mark in the whole AHP trajectory; ranging from the first applications of military
planning and transports to current investments in technology and projects under uncertainty. This method
hasbeen combined with other ones to further increase the strength and intangibilities that are part of complex
decision-making processes, especially in aspects related to converting verbal scale to numerical scale. The
AHP combines well with fuzzy, statistics and even with Analytic Network Process (ANP), developed by Prof.
Saaty’s team.

The steps recommended by Saaty (1980) for the application of this method are: define the problem
and its specific goals or attributes in a hierarchic process; identify the criteria to achieve the sub-goals
or sub-attributes related to the main goal; make peer-to-peer comparisons of the decision elements by
creating comparison arrays that set peer-to-peer importance’s until reaching the alternative level; check the
consistency characteristics of the completed arrays (recommended below 0.1); calculate the weights for each
decision element and evaluate the alternatives based on the weights of decision elements. It can be completed
with an “assessment” analysis by linking, for example, costs to each alternative.

The importance of the elements is measured according to the table below.
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TABLE 2.
Definition of weights scale in AHP

Weight Definition Description
1 Equally importance Element 1 and element j are equally important.
3 Moderate importance Element 1 is slightly more important than element j
5 Great importance Element 11s significantly more important than element
1
7 Strong importance Element 1 15 strongly more important than element |
9 Extreme importance Element 1 1s extremely more important than element j

2,468 Intermediate values between the previous ones, when 1t 1s necessary to qualify.

Source: compiled by the authors based on Saaty (1980) and Saaty & Vargas (2001)

Table 2, using the 1-9 scale, defines well the data input with the AHP method and it can set the importance
judgement between two elements (attributes, sub-attributes and alternatives). Thus, the less important
element in each peer-to-peer comparison is defined as inverse from the integer value of the more important
clements (reciprocal value in the array position).

AHP works well with intangible variables that, it can be said, are common in the context of corporate
governance and agency theory. Therefore, by a peer-to-peer comparison between elements (attributes, sub-
attributes and alternatives) it is possible to define decision weights that lead to better knowledge and a
better alternative in order to decide (psychological judgement of seven positions of difference with variability
points). Additionally, it is necessary to measure the inconsistency of answers in the peer-to-peer comparison
and to ensure the judgement stability.

The research was developed with the participation of 3 experts in accounting and corporate governance.
The evaluation of the model elements was provided by the experts by means of consistent judgements and
paired comparisons that were validated through a process of discussion and consensus.

The data collection instrument considers the Management Accounting and Corporate Governance

principles. They are defined bellow in the Table 3.

TABLE 3.
MA and CG principles

Corporate Governance Management Accounting
Incentives for manapers Influence
Eizk management Relevance
Compliance Value
Transparency Confidence
Strategic accountability Accuracy

Operational accountability

Source: elaborated by the authors

Table 3 refers to the attributes of Agency Theory, Corporate Governance and Management Accounting
that were grouped to reduce the conflict between owner and agent. The model does not include Influence
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because it is an attribute of extreme intangibility. Influence is constituted by key ideas, dialogues, overcoming
barriers between its units and encouraging integrated thinking that leads to a better decision making, which
was virtually impossible to make the interviewed understand it. Nevertheless, all these characterizations
were included when mapping the other attributes (Influence, Relevance, Value, Confidence, Accuracy and
Operational accountability).

The alternatives related to each sub-attribute of Corporate Governance and Management Accounting, also
in the context of planning/control and budgeting, are presented in the Table 4.

TABLE 4.
CG and MA alternatives

Decizional alternatives

Streamline the flow and dissemination of information
Develop and adjust strategic planning
Assign responsibilities

Engage agents

Source: elaborated by the authors

Figure 1 shows hierarchically all theoretical-logical structuring between the goal of reducing agency
conflicts and the attributes of corporate governance and management accounting, as well as the respective
alternatives. Even if the alternatives are linked to the highest hierarchic level, in other words, corporate
governance and management accounting, they also link calculations and compare each attribute and sub-
attribute peer-to-peer. The hierarchy and the different comparison matrices were created with the academic
version of Expert Choice, a software that creates a decision-making support system to hierarchize and define

priorities.
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Streamline the flow and dissemination of information

Develop and Adjust Strategic Planning |

— Incentives for Managers |

Assign Responsabilities |

Engage Agents

Streamline the flow and dissemination of information |

Develop and Adjust Strategic Planning |
I Risk Management

Aszign Fesponsabilities |

Engage Agents

Streamline the flow and dissemination of information |
Develop and Adjust Strategic Planning |

Assign Responsabilities |

Engage Agents

= Transparecy

— Corporate Governance |—

Streamline the flow and dissemination of information

Goal: To Reduze Agency Conflits | Develop and Adjust Strategic Planning |

L Strategic Accountabiiity |

Assign Responsabilities |
Engage Agents
— Relevance

I Streamline the flow and dissemination of information |
— Walue

Develop and Adjust Strategic Planning |
I~ Confidence
Assign Responsabilities |

— Management Accountability |—— Accuracy | = =
gage Agen

Streamline the flow and dissemination of information

Develop and Adjust Strategic Planning

— Operational Accountability I

Assign Responsabilities |

Engage Agents

FIGURE 1.
CG and MA hierarchy

Source: elaborated by the authors with Expect Choice.

All the hierarchy converges to achieve the main goal, which is reducing agency conflicts without losing
coherence among attributes, sub-attributes and alternatives. By creating different data input arrays and
interviewing one or more managers, it is possible to complete the peer-to-peer comparisons.

Instrument for data collection and analysis

The data analysis instrument was implemented via AHP approach and Expert Choice software. For
structuring the method an implementation for a given time was used by considering:

e The priorities.
e The peer-to-peer structures.
e The comparison inconsistencies that should be within the method suggested limits.

In this sense, it should be noted that the application advanced in an adequate Consistency Index (CI) <0.1
since each time the inconsistency was different, above 0.1, the research was stopped and the filling in of the
peer-to-peer comparison data was re-analysed.

The main array of comparison between attributes, in other words, Corporate Governance versus
Management Accountingis presented below with a 2x2 array. This main array of data input, as shown in Table
5, structures the highest and closest level to the main goal of reducing agency conflicts.
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TABLES.
Main array of data input of CG vs MA attributes

Management
accountability

————— 020 I
st [

CI=0.00(<0.1)

Goal: To Reduce Agency Conflict  Corporate governance

Source: research data.

Table 6 is presented below like a 5x5 array that reflects the Corporate Governance approach and involves
the sub-attributes of Incentives, Risk Management, Compliance, Transparency, and Strategic Accountability.

TABLEG.
Data input array of CG attribute

Attribute: Corporate governance M BEM CcO TR SA

Incentives for managers (IM) 4.0 4.0 5.0

Risk management (RM) 20
Compliance (CQO)
Transparency (TR)

Strategic accountability (SA)

CI=0.08 (<0.1)

Source: research data.

The crossing between Incentives for Managers and Risk Management is highlighted in the array above.

The data input array related to the Management Accounting attribute considers the sub-attributes
comparisons, namely, relevance, value, confidence, accuracy and operational accountability. In Table 7 the
peer-to-peer comparison and the crossing attributes can be seen.

TABLE 7.
Data input array of MA attributes

Attribute: Management accounting RE VA (a{0] AC OA

Relevance (RE) 7.0 7.0 8.0
Value (VA) 7.0

Confidence (CQO)

Accuracy (AC)

Operational accountability (OA)

CI=0.08 (=0.1)

Source: research data.

The data input array of the MA attribute is presented with the respective peer-to-peer crossings and it
highlights the intersection between relevance and value.

Additionally, it was possible to make analyses with the support of the sensitivity graphs: dynamic,
performance, gradient, head-to-head and 2D that make it much easier to understand the priority ranking of
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all the variables. That is, the attributes, sub-attributes and especially the alternatives which have the main role
in the decision-making process for reducing agency problems.

Results Analysis

Once data arrays were presented and data collected, the prioritizations found, including the ones of each
alternative, are presented below in a synthetic way due to the number of graphs that have been created. The
calculation of each array followed the adjustments recommended by the AHP methodology.

Figure 2 presents the ranking of alternatives to reduce the agency conflict general approach, in other words,
it considers the corporate governance and management accounting. Therefore, Engage agents is the first
alternative in the ranking with 0.322 followed by the assignment of responsibilities as a second alternative
with 0.222.

Synthesis with repect to Goal: Reduce Agency Conflicts
Overall inconsistency = .09

Streamline the flow and dissemination of information
Develop and adjust strategic planning EEEEEEEEEEEE——
Assign responsibilities o e e e
Engage agents o e,
0 0.05 0.1 0.15 0.2 0.25 03 035

Streamline the flow and
Develop and adjust

Engage agents Assign responsibilities BN T dIS-SEmII'IatI-OI'I of
information
B Rank 0.322 0.290 0.166 0.222
FIGURE 2.

Ranking to reduce the agency conflict: general approach
Source: elaborated by the authors.

The ranking of alternatives to reduce the agency conflict focusing on management accounting is shown
in Figure 3. Thus, Confidence is the first alternative in the ranking with 0.390, followed by issues affecting
Operational accountability.

Synthesis with repect to Goal: To Reduce Agency Conflicts > Management Accountability
Qverall inconsistency = .08 with 0 missing judgments

Relevance
Value
Confidence

Accuracy

Operational accountability

0 0.05 0.1 0.15 0.2 0.25 03 035 0.4 0.45
Operatlol:lz_al Accuracy Confidence Value Relevance
accountability
M Rank 0.334 0.191 0.390 0.034 0.052
FIGURE 3.

Ranking to reduce the agency conflict in MA
Source: elaborated by the authors.

Figure 4 presents the ranking of alternatives to reduce the agency conflict focusing on corporate
governance. Therefore, Strategic accountability is the first alternative in the ranking with 0.388, followed by
the alternative of improving T7ansparency with a much lower priority, with 0.242.
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Synthesis with repect to Goal: To Reduce Agency Conflicts > Corporate Governance
Overall inconsistency = .08 with 0 missing judgments

Incentives for managers
Risk management
Compliance

Transparency

Strategic accountability

0 0.05 0.1 0.15 0.2 0.25 03 0.35 0.4 0.45
Strategic . . Incentives for
arcountabili Transparency Compliance Risk management a——
B Rank 0.388 0.242 0.149 0.172 0.048

FIGURE 4.
Ranking to reduce the agency conflict in CG

Source: elaborated by the authors.

In addition, focusing on strategic accountability, the ranking of alternatives to reduce the agency conflict is

show in Figure 5, reflecting that Assign responsibilities with 0.409 it would be the most outstanding alternative
with quite a difference with respect to the others.

Synthesis with repect to: Strategic Accountability
(Goal: To Reduce Agency Conflicts > Corporate Governance > Strategic Accountability)
Overall inconsistency = .05

Streamline the flow and dissemination of information EEEEEEE————————
Develop and adjust strategic planning  —
Assign responsibilities w5 e

Engage agents  mmmmmm ey s
0 0.05 0.1 0.15 0.2 0.25 0.3 0.35 0.4 0.45

Streamline the flow and
Develop and adjust

Engage agents Assign responsibilities . . dissemination of
strategic planning : :
information
® Rank 0.289 0.409 0.096 0.205
FIGURE 5.

Ranking to reduce the agency conflict in strategic accountability
Source: elaborated by the authors

With respect to operational accountability, the Engage agents is the first alternative in the ranking with

0.483 (as is shown in Figure 6) and to a minor extend the alternative regarding the appropriate Assignment
of responsibilities with 0.276.

Synthesis with repect to: Operational Accountability
(Goal: To Reduce Agency Conflicts > Management Accountability > Operational Accountability)
Qverall inconsistency = .08

Streamline the flow and dissemination of information =———
Develop and adjust strategic planning "5
Assign responsibilities  EE———————

Engage agents e e e
] 0.1 0.2 0.3 0.4 0.5 0.6

Bansiomandiadiusk Streamline the flow and

Engage agents Assign responsibilities R g dissemination of
strategic planning ¥ ¥
information
W Rank 0.483 0.276 0.101 0.141
FIGURE 6.

Ranking to reduce the agency conflict in operational accountability
Source: elaborated by the authors
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Focusing on transparency sub-attribute, Streamline the flow and dissemination of information is the first
alternative in the ranking with 0.553 (as shown in Figure 7) being the difference with the rest of alternatives

highly significant.

Synthesis with repect to: Transparency
(Goal: To Reduce Agency Conflicts > Corporate Governance > Transparency)
Qverall inconsistency = .04

Streamline the flow and dissemination of infornma tio r |
Develop and adjust strategic planning 5"
Assign responsibilities  ———
Engage agents
0 0,1 0,2 03 04 0,5 06

Develop and adjust strategic ~ Streamline the flow and
planning dissemination of information
B Rank 0,212 0,135 0,101 0,553

Engage agents Assign responsibilities

FIGURE 7.

Ranking to reduce the agency conflict in transparency
Source: elaborated by the authors

Figure 8 presents the ranking of alternatives to reduce agency conflict focusing on compliance. Thus,
Streamline the flow and dissemination of information is also the first alternative in the ranking with 0.340
disputing the priority with the alternative relating to Engage agents with 0.281.

Synthesis with repect to: Compliance
(Goal: To Reduce Agency Conflicts > Corporate Governance > Compliance)
Overall inconsistency = .02

Streamline the flow and dissemination of information |
Develop and adjust strategic planning EE—————
Assign responsibiliiie:
Engage agents o e
0 0,05 0,1 0,15 0,2 0,25 0,3 0,35 0,4

Develop and adjust strategic  Streamline the flow and
planning dissemination of information
M Rank 0,281 0,239 0,140 0,340

Engage agents Assign responsibilities

FIGURE 8.

Ranking to reduce the agency conflict in compliance
Source: elaborated by the authors

Finally, the grouped alternatives allowed us to visualize the ranking or the prioritization so that decisions
can be made in a more coherent way, considering the complex multicriteria situations. For that purpose, the
following results were obtained:

TABLE 8.
Prioritization ranking for alternatives

Decisional alternatives Ranking (%)
1 - Engage agents 334 %
2 - Assign responsibilities 204 %
3 - Streamline the flow and dissemunation of information 228%
4 - Develop and adjust strategic planning 14 4 %

Source: elaborated by the authors

The following graphs, developed by using performance analysis and sensitivity analysis, are presented in
the Figure 9 as a general consolidation.
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Performance and sensitivity analysis

Source: elaborated by the authors, with Expect Choice

Conclusions

The multicriteria decision making in CG and MA that reduces problems between ownership and capital
control has been developed in this work by defining the priorities in different alternatives. These alternatives
are related to: 1) streamlining the flow and dissemination of information, 2) developing and adjusting the
strategic planning, 3) assigning responsibilities, and 4) engaging agents.

This paper provides evidence on the importance of CG and MA variables to reduce agency problems and
determines the main priorities in a context of decision making for managers. This work also contributes
to information asymmetry’s minimization and has implications on value creation and preservation for
stakeholders.

Additionally, a comprehensive hierarchical structure of criteria, sub-criteria and decisional alternatives is
used. Thus, by using the Multi-Criteria Decision-Making methodology it was possible to model the hierarchy
in smaller parts and structure the way of calculation using the AHP.

The findings evidence that CG and MA are the main criteria for decision-making to reduce problems
between ownership and capital control. Strategic Accountability should be a priority to reduce agency
problems focusing on CG, with confidence being the main variable to consider from the MA viewpoint.
Furthermore, engaging agents should be the first decisional alternative to reduce agency conflicts considering
a general approach.

The decisional hierarchy structure and the ranking of priorities discovered related to CG and MA have
direct practical applications for managers and actors involved in business decisions to reduce agency conflicts.
This work is interesting as management case study of corporate governance and accounting science for Higher
Education Institutions.

The complexity and specificity of the problem discussed make it necessary to carry out further research in
this field through studies that expand the size and heterogeneity of the expert panel and the application of
new decision-making methods together with other research techniques.

Therefore, it is possible to simulate investment variations in any of the attributes and to verify how the
other attributes and alternatives behave. However, this work does not include this simulation or sensitivity
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analysis and it implements investments since these aspects are more suitable for a specific case, preserving the
appropriate confidentiality. In future works it could be possible to present results related to financial aspects.

Finally, it should be highlighted the fact that CG and MA is at the heart of high-quality decision making
to create and preserve value. This kind of decision works well with the volume and speed of unstructured
data in complex processes. The research has created a multiple criteria system to reduce agency problems in
decision-making that covers governance and management accounting factors. Other important factors to
reduce agency problems can be observed and remain as suggestions for future research about the subject.
These other factors are related to the specific analysis of information asymmetry problems.
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