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ABSTRACT

There are two purposes of this study, first, to examine some effects of budget qualities
of goal clarity, evaluation and accuracy on budget slack. Second, this research was tested
effect of risk management as moderating variable on relation between budget qualities and
slack of budget. In practice, the results of this study contribute for local parliamentarian and
local government when they prepare the budget. By purposive sampling method, this study
used 89 data that being collected from members of budget committee. The statistical analysis
based on linier regression (o fest first hypothesis and interaction analysis or Moderated
Regression Analysis (MRA) was used for second hypothesis analysis. The results show that
goal clarity, evaluation, and accuracy tend to have negative effects on budget slack. The
interaction analysis result show effect of risk management on relation between budget quality
and slack of budget were found to be wealk or insignificant. Risk management, furthermore,
were found to have negative influence on budget slack.

Keywords: Budget Quality, Budget Slack, Risk Management.
INTRODUCTION

The business plan (i.e. budgeting) can help an organization arrive at a nice balance
between reach and realism by developing a written summary of what the organization hopes
to accomplish and how it intends to organize its resources (Benjamin et al., 2006).Slack
existence in the budget due to distorted information in the planning and budgeting process
(Belkaoui, 2002). Distortion of such information comes from the existence of understatement
and overstatement in the budgeting process. Distortion of information and slack in the budget
is also a strategy for the organization or negative behavior of individuals involved in the
budgeting process.

Previous research has concluded about budget slack from different angles. Some
rescarchers conclude that budget slack is common in organizations (Merchant, 1985,
Merchant and Manzoni, 1989), while Merchant (1989) concludes that budget slack is useful
in anticipating future uncertainty. In addition, budget slack is also seen to have negative
implications such as low managerial effort, resource allocation and bias in performance
evaluation of managers (Dunk and Nouri, 1998; Kren and Liao, 1988). In addition to testing
the phenomenon of budget slack with the old paradigm as described above, some researchers
also explore personal and contextual factors, such as reputation and ethics (Stevens, 2002),
while Chen (2009) uses manager behavior as an individual factor. In exploring the above-
mentioned factors, Davila and Wouters (2005) argue that there are different ways to
understand the phenomenon of budgetary slack to understand that the budget slack described
as a negative behavior phenomenon needs to be revisited as a risk management strategy
(Elmassri and Harris, 2011). Thus budget slack is one of the issues that are still a debate in
budgeting.
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This study differs from previous research by Stevens (2002) and Chen (2009) who
explored personal and individual factors to examine the phenomenon of budgetary slack. so
in this study used the characteristics of budget quality in relation to budgetary slack.
According to Kenis (1979), the quality of the budget based on its characteristics
(participation, clarity of objectives, and feedback, evaluation, and difficulty level of budget
targets) as a whole plays an important role in the development or behavior of the budget.
including the behavior of making budgetary slack. Increased participation in strategic
planning leads to poor budgeting creation, in addition, budgetary participation that is one of
the characteristics of budget quality also decreases the trend of budgetary slack
(Baerdemacker and Bruggeman, 2015). The phenomenon of budgetary slack can be reduced
through improving the quality of the budget. so that efforts are needed to improve the quality
of budget preparation. The allocation of resources in the budget is expected to be more
effective and efficient when the budget slack tendency is reduced.

To improve the quality of the budget should take into account the criteria of good
planning, among which are continuous, flexible and accurate, to meet these criteria in
planning should ensure that between long-term strategic planning and short-term planning
that is more operational have a link or synergy Blumentritt, 2006). In addition to the
integration of long-term/strategic planning with short-term/operational planning, in the
planning process should also consider the factors of uncertainty that contain elements of risk.
This is in accordance with the definition of risk from The International Federation of
Accountants (1999), the risk is uncertainty of future events that will affect the achievement of
objectives. Therefore, a systematic approach is needed to determine the best course of action
under conditions of uncertainty through the identification, understanding, action. and
communication of a risk, in other words risk management is required.

Based on the above explanation and suggestions from Collier & Berry (2002) and
(Baerdemacker and Bruggeman, 2013) that it is important to research the risks in budgeting
as well as understand how budgetary slack occurs, the purpose of this study is to empirically
test how risk management roles in the relationship between budget quality and budgetary
slack. Conceptually it is expected that the results of this study provide a new perspective in
assessing the existence of slack in budgeting, which is reviewed based on the characteristics
of budget quality. Practically, the findings of this study are also expected to provide
consideration in the implementation of risk management in the budgeting process, with the
aim of reducing the slack trend in the budget.

To answer the purpose of the research above, will be used primary data obtained
through questionnaire instrument with the respondents of budget agency members in local
government. Data were tested by regression analysis for hypothesis 1 and Moderated
Regression Analysis (MRA) for hypothesis 2. In the next chapter will describe literature
review and hypothesis development, research methods, results and discussion, conclusions,
limitations and suggestions.

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

The goal-setting theory was pioneered by Edwin Lock (1978). which states that the
important determinant for the individual about how he exerts his efforts is the individual's
own goal and the extent of his responsibility to that goal. Edwin Locke points out that the
intentions to work toward a goal are a major source of work motivation. That is, the purpose
of telling someone what needs to be done and how much effort will be spent, so it can be said
that specific goals will improve performance (Robbins, 1998).

The implications of this theory on the budgeting system are that the targets within the
budget can ideally be achieved. So basically the concept of goal setting theory is that
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