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Abstract 
Subsidy is one of the means of government support that is used to support various economic sectors. Today 
subsidy for different political and economic reasons in several countries, such as Iran, is common. This study has 
examined the effects of changes in agricultural subsidies on production and export of agricultural products. For 
this purpose, a computational model of general equilibrium (CGE) for the year 2011 was used in social accounting 
matrix form in 2001 as the statistical basis. For the extraction and transportation of nonlinear programming 
model "mixed complementary problem" (MCP) was used. Social Accounting Matrix was divided into six main 
sections that are agriculture, oil and gas, textiles, energy, industry and services and also welfare, investment, 
exports and imports sectors, and a consumer sector. To examine the effect of subsidy, the amount of agricultural 
subsidies was reduced in four steps and its effects on the endogenous variables were examined. Results showed 
that reducing agricultural subsidies, decreases the level of production in this part and increases prices and this 
causes the real exchange rate deviations from equilibrium and stops the exports of this section. Also, the 
unemployment rate increases and welfare decreases. 
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I. Introduction 
Generally, subsidy is the value that governments 
pay to deliver goods and services to consumers 
with cheaper price and to support the 
competitiveness of manufacturers. Subsidy is one 
of the means of government support that is used to 
support various economic sectors. In fact, the 
subsidy is paid to the costs. The subsidy is one of 
the most common and most controversial 
economic concepts that it is closely related to the 
living fate of large segments of the population. In 
general the types of subsidies are classified in five 
categories: economic subsidies, development 
subsidies, social subsidies, political subsidies and 
cultural subsidies. Subsidies Based on payment 
steps are divided into consumer subsidies, 
production subsidies, distribution subsidies, 
service subsidies, export subsidies, Subsidies in 
order to reduce imports and save foreign exchange 
and input and price subsidies (jansooz, 2009). It 

seems that in the current time, Iran has an 
inefficient system for subsidies. In this system 
subsidies are distributed equally among high-
income groups, medium groups and vulnerable 
groups of society. One consequence of this 
situation is increased waste products. In addition, 
continuing this way for subsidies has resulted in 
expanded trafficking market and has created 
differences between the free rate and government 
rate. So we can say that one of the major issues 
considered by policy makers and macroeconomic 
planners can be removing the current system for 
public subsidizing (Najafi and Shooshtarian, 2004). 
Subsidy and tax with the change in relative prices 
affect the economy. The relative prices of goods 
that tax is levied on them are increased and the 
relative prices of subsidized goods are decreased. 
So subsidies by creating a deficit and increasing 
Social costs have substantial effects on the national 
economy. Although in some countries, consumers 
by pay lower prices for subsidized goods benefit from 



2 |         J .  P r a c t i c a l  A u d i t .  A c c . ,  2 0 2 0 ;  1 ( 6 ) :  0 1 - 1 0  
 

these subsidies, but in fact indirectly it cause losses 
for them, due to subsidizing cause Increased public 
costs , slowing economic growth , the budget deficit 
and thus leads to swelling ( Karimi et al , 2007 ). 
Studies were conducted on subsidies and general 
equilibrium which are as follows: 
(Ariafard, 2010) examined the reduction of tariff 
rates on the economy of Iran using of a computable 
general equilibrium mode in his master's thesis. 
The results showed that the reduction or 
elimination of customs tariff rates in the textile 
industry sector by the government would not be 
too concerned due to inflation as an indicator of 
welfare will remain unchanged. Unemployment 
rate decreases and welfare increases and also 
production in important sectors such as 
agriculture and horticulture, oil and gas, textile and 
chemical industries will increase. 
(Tayeb Nia and Foladi, 2009) examined the effects 
of rising world prices on domestic prices, trade 
balance and exchange rate using a computable 
general equilibrium model. They provided a 
general equilibrium model for Iran and examined 
separately and simultaneously the effect of change 
of world prices of agricultural, industry and 
services goods on domestic prices level, Trade 
balance and exchange rate. The results showed 
that rising prices of industrial goods had the 
greatest impact on the domestic price level and 
rising prices of services goods had the minimal 
impact on the domestic price level. 

(Mabugu and Margaret, 2008) examined the effects 
of further support for agriculture on the 
productivity and welfare of poor households in 
South Africa. They used a top down simulation 
model of general equilibrium. Their model 
predicted that supporting of agricultural 
production has minor impact on GDP. 
 
II. Materials and Methods 
Based on the theory of production in 
microeconomics capital and labor can be 
substituted for each other and for goods 
production requires a fixed combination of these 
two factors. In other words, the value of the 
materials and value added are combined with 
Leontief law. Domestic goods can be issued or be 
combined with imported goods to create the final 
product. In other words, firms supply domestic 
goods to the domestic market or issue them in 
order to maximize their revenues .firms do this 
operation by using a transfer function. This 
function has similar characteristics to the 
production function with constant elasticity of 
substitution, but it is called the transfer function 
with constant elasticity (Akbari Moghaddam, 
2008). The following diagram shows the various 
stages of production and supply in the market: 
 
 

 
Figure 1: Structure and overall process of production in general equilibrium models  

 
Figure 2: the flow of goods in general equilibrium models 
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The following model that consists of n goods and m 
factors of production is considered to introduce 
general equilibrium of economy. If Pj is the j-th 
commodity price and J = 1,2, ..., n , price vector is written 
as follows:  
(𝑃𝑃 = 𝑃𝑃1,𝑝𝑝2, …𝑝𝑝𝑛𝑛) (1)  
If it is assumed Wi is the wage i and i = 1,2, 
..., m the vector of wages (w) can be written as 
follows :  
(𝑊𝑊 = 𝑊𝑊1,𝑊𝑊2, …𝑊𝑊𝑚𝑚) (2)  
It is assumed that the economy is in competitive 
conditions so households and firms are price -
maker. In economics, there are f firms that buy 
each of the factors of production (data) from the 
market and sell 
 
 
 
 
 
 
 
Organisations are often confronted by the constant 
pressure to efficiently manage expensive resources 
in their course of rendering complex business 
activities. Such pressure has forced them to 
continuously improve business performance by 
engaging appropriate decision support systems. 
Managerial cost accounting technologies, such as 
budgeting, activity-based costing and target 
costing, are considered as useful decision support 
systems that managers, in their capacity as key 
decision makers, use to demonstrate sound 
administrative capabilities in managing such 
resources more efficiently. This is based on the 
worldwide movement that advocates a more active 
application of decision support systems to 
generate useful information within organisations 
(Azhar & Abdul Rahman, 2008; Chiwamit et al., 
2014; Abdul Rahman et al., 2012; McLaren et al., 
2017; Urban, 2017). This movement appears to 
have also been extended to service organisations 
like hospitals (see Abernethy & Stoelwinder, 1990; 
Abernethy & Lillis, 2001; Finkler et al., 2007; 
Hammad et al., 2010; Lachmann et al., 2013; 
Langabeer II & Helton 2015; Wager et al., 2017). 
Previous studies and writings have suggested that 
hospitals have applied decision support systems to 
enhance their decision-making capabilities (Abdul 
Rahman et al., 2012; Haux et al., 2013; Peppard & 
Ward, 2016; Wager et al., 2017). Nevertheless, 
there are studies that have highlighted such 
systems as activity-based costing, balanced 
scorecard and benchmarking have been applied in 
a very limited way and/or are in the early stages of 
application (Pizzini, 2006; Azhar & Abdul Rahman, 
2008; Abdul Rahman et al., 2012; Lachmann et al., 
2013). More generally, however, hospitals have 

given much focus on how they can improve both 
financial and non-financial performance better 
given the increasing demands both from the inside 
and outside. In this regard, the use of cost 
accounting information is deemed crucial in 
supporting healthcare activities. There are also 
studies that have reported hospitals are becoming 
more concerned about the downturn of healthcare 
revenues that closely relate to cost increases in 
which their profit margins do not increase 
appreciably and/or favourably (Zwanziger & 
Bamezai, 2006; Melnick & Keeler, 2007). This 
arguably relates to poor pricing decisions and cost 
controlling mechanisms emerging from a lack of 
decision support systems (Peppard & Ward, 2016). 
Costs associated with medical services accounted a 
significant proportion of healthcare expenditures 
and continue to rise from year to year. Fees related 
to medical services (e.g. medical treatment 
charges) and maintaining medical equipment 
accounted for more than half of hospitals’ total 
expenses. However, little is known about how they 
make sense of cost accounting information in 
deciding on important healthcare activities, 
especially with regard to pricing and cost 
controlling of healthcare services. Moreover, there 
is a lack of systematic analysis concerning the use 
of decision support systems that generate cost 
accounting information to price medical and 
clinical services and to control the costs associated 
with those services, as well as the power struggle 
of key decision makers—that is expected to 
happen between accountants and healthcare 
professionals (Kurunmäki, 1999; Malmmose, 
2015), at least in the case of Malaysian private 
hospitals. Therefore, it is important to unravel how 
the studied hospitals use the cost accounting 
information in deciding on pricing and in 
controlling costs associated with providing 
medical and clinical services. Specifically, this 
study attempts to understand how cost accounting 
information is mobilised by different groups of 
decision makers in two selected Malaysian private 
hospitals given their complex healthcare activities 
which give rise to diverse managerial practices. 
This paper is organised in five parts. The first part 
introduces the background of the study. The 
second part reviews the literature. It presents 
views and arguments found in the extant literature 
on decision support systems used by 
organisations, in particular hospitals, and the 
mobilisation of cost accounting information as a 
means of supporting business activities. This 
instrumental view of accounting has a functional 
understanding of the role of key decision makers 
in making informed decisions to achieve desired 
organisational objectives. The third part describes 
the adoption of qualitative approach as this study’s 
research methodology. It justifies the use of an 
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interpretative case study to address the research 
objectives of this study. The fourth part sets out 
the research context of this study. It provides an 
overview of the private healthcare 
operationalisation in Malaysia. In the fifth part, the 
results of the investigation at the case study sites 
are analysed. Finally, in the conclusion, this paper 
draws together the analysis of the comparative 
studies and offers a continuing research agenda. 
 
2. Background of the Study 
Players in the healthcare industry have started to 
increase their focus on the measurement and 
control of costs (Finkler et al., 2007). Boyns & 
Edwards (1997) claim that cost accounting is often 
associated with providing managers the timely and 
relevant accounting information required to help 
them managing healthcare business operations in 
an effective and efficient manner. As such, sound 
accounting practices, particularly decision support 
systems, need to be established and applied to 
enable them to make informed business decisions 
through the provision of cost accounting 
information. It is not surprising that such 
information can exert a significant influence on 
how the healthcare is being managed, particularly 
in setting healthcare services’ prices and 
controlling costs given that hospitals deal with 
complex business activities which involve 
expensive resources. While accountants are 
deemed to have been equipped with the capability 
to influence decision-making by making sense of 
the business activities through the use of cost 
accounting information derived from a wide range 
of decision support systems, healthcare 
professionals may have certain power to manage 
healthcare business operations in accordance with 
individual hospitals’ practices. However, little is 
known about how such functions are performed by 
this group of decision makers. Thus, this study 
aims to unravel how two private hospitals in 
Malaysia (disguised as Hospicer and Hosvista) 
make sense of cost accounting information in two 
major accounting functions, i.e., pricing and cost 
controlling. It also aims to examine the power 
struggle between accountants and healthcare 
professionals in discharging their functions. 
 
3. Literature Review 
Healthcare business is dynamic in that its scope is 
wide and its operations are complex (Langabeer II 
& Helton, 2015). The scope and complexity of 
healthcare activities require good support to 
ensure healthcare services are carried out in the 
best way possible to achieve the intended business 
objectives through proper management of 
resources (Wager et al., 2017). Moreover, the 
nature of this business requires precise and quick 
information to be made available in supporting 

decision-making activities. Thus, increased 
visibility of accounting is an important 
characteristic of an efficient healthcare 
management in which the cost accounting 
information has exerted a significant influence on 
accounting measures and financial performance of 
hospitals. In this regard, it can be argued that the 
use of decision support systems to provide the 
timely and relevant information need to be aligned 
with the aim to maximise business value and 
efficiency. The budget, for example, often serves as 
a mechanism to control healthcare costs and 
appears to be efficient in private setting given that 
it considers market efficiency and business 
profitability. Consequently, hospitals can increase 
their range of services as decision support systems 
function in the way that can lead to a more 
systematic management of healthcare services. 
Thus, there is a possibility that accounting rules, 
procedures and information may impact the 
technical core of healthcare services and facilities. 
Research on cost accounting in healthcare industry 
has been undertaken by many researchers as their 
attempts to explain and understand management 
accounting practices that concern the delivery of 
healthcare services (Abernethy Lillis, 2001). Such 
practices have an important influence on the 
healthcare management. As argued by Langabeer II & 
Helton (2015), sound healthcare management does 
not depend solely on the effectiveness of the decision 
support systems, but also the role that accountants 
play. While decision support systems have become 
an integral part of the healthcare management 
(Wager et al., 2017) through the provision of 
accounting information, an active role of 
accountants is crucial given that they are expected 
to handle matters related to accounting, although 
in some instances healthcare professionals assume 
the role that accountants play. Nevertheless, these 
two groups cannot function in isolation, but 
through integration. Indeed, cost accounting 
information and other forms of accounting outputs 
(such as financial reports and business 
performance analysis) are provided by 
(integrated) decision support systems for the 
disposal of decision makers to meet hospitals’ 
desired goals. 
Accountants and healthcare professionals draw on 
different knowledge bases and so bring different 
perspectives to the issues of pricing (Malmmose, 
2015) and cost controlling (Kurunmäki et al., 
2003). This is highlighted by the different social 
and institutional contexts of the different groups of 
actors, which are attached to the ideological 
rationale of accountants and healthcare 
professionals. For example, cost accountants may 
provide accounting information which determines 
how certain aspects of healthcare system should 
work by structuring, organising and counting the 
facts (Kurunmäki et al., 2003). Meanwhile, 
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healthcare professionals decide based on 
experiences and medical knowledge by registering 
observations in journals and share experiences 
and experiments (Malmmose, 2015). 
Management scholars have identified several cost 
accounting methods that provide organisations 
with accurate estimates of the costs they incur in 
producing output. However, little is known about 
which of these methods are most commonly used 
by hospitals. This paper examines the literature on 
the relative costs and benefits of different 
accounting methods and the scant literature 
describing which of these methods are most 
commonly used by hospitals. It goes on to suggest 
that hospitals have not adopted sophisticated cost 
accounting systems because characteristics of the 
hospital industry make the costs of doing so high 
and the benefits of service-level cost information 
relatively low. Thus, there appears to be an 
increasing pressure to set prices at levels that 
reflect the costs of providing healthcare. If these 
changes materialise, cost accounting information 
will become a much more important part of 
hospital management. 
To this end, it is clear that the practice of 
management accounting (through the provision of 
cost accounting information) in the context of 
private hospitals has a significant impact on the 
healthcare management. Even the role that 
accountants play appears to be active as they need 
to interact with healthcare professionals, although 
in some instances they assume the role of 
accountants. Generally, however, cost accounting 
information and other forms of calculation on the 
management of healthcare are provided by 
accountants for various decision-making purposes. 
 
4. Methodology 
The methodological approach used for this study 
was based on a case study approach. According to 
Power et al. (2015), this approach has been used to 
explore the application of decision support 
systems within organisations. This approach is 
particularly useful for this study given that it 
examines decision support systems that required 
direct, in-depth and extended contact with 
organisational participants of the two studied 
private hospitals. In this comparative case study, a 
series of site visits to two private hospitals in 
Peninsula Malaysia. These hospitals appeared to 
have yielded more growth in terms of the return 
on sales, the number of medical staff, and 
investment volumes, as well as their increased 
presence in the healthcare industry. Such visits 
involved identifying the cost accounting 
information produced by decision support systems 
that have helped the hospitals in making decisions 
regarding pricing and cost controlling. During 
early stages, terminologies were clarified with 

some respondents of those hospitals and the use of 
decision support systems and the role of 
accountants were investigated. These proved to 
have enhanced the researcher’s understanding of 
medical and clinical services offered, healthcare 
operations and maintenance procedures, 
consumables, and assets typically associated with 
medical and clinical activities. Consequently, the 
researcher was able to draw some useful insights 
on the issues examined in this study; i.e., to first 
investigate the existing decision support systems 
of two hospitals followed by a comparative case 
study to explain the results of exploring how such 
systems produce useful information for two major 
decision-making activities, i.e., pricing and cost 
controlling and the role of decision makers. The 
sampling strategy was based on purposive 
sampling as the hospitals chosen for this study met 
the requirements of the purpose of the study. 
Administrators (mainly accountants) and 
healthcare professionals at different units (or 
consultancies) were observed while performing 
their tasks throughout the period under study as 
they were involved in the decision-making 
processes of the two hospitals. 
The fieldwork consists of 16 visits to both 
hospitals. For each hospital studied, the researcher 
was supplied with such information as the 
historical background, the number of staff 
employed at the time of research, the aggregate 
estimates of medical and clinical average in-patient 
and out-patient costs, and revenues per discharge. 
In addition, the researcher was given further 
information on organisational characteristics, 
discharge structure and payment plans. The 
representatives of both hospitals also presented 
organisational charts, and the decision support 
systems used to facilitate their decision-making 
activities. In some visits, the representatives of the 
respective hospitals described their existing 
accounting practices and how cost accounting 
information was used in their day-to-day 
operations. These were then followed by a tour of 
the different medical divisions, which enabled the 
researcher to understand the job scope of 
healthcare professionals in greater depth. 
Additionally, attention was given to the role of the 
systems (in terms of producing specific accounting 
reports) and the relationship between diverse 
medical divisions. These followed by interviews 
with both medical and non-medical teams. In total, 
21 semi-structured interviews with healthcare 
professionals, accountants, and administrators 
from both medical and other non-medical teams, 
ranging from heads of physicians to technicians, 
were conducted, transcribed, and analysed. Apart 
from interviews, the researcher also visited the 
plant, and attended informal events, such as 
lunches and coffee breaks. The researcher was also 
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supplied with internal documents, such as 
handbooks, presentations, and other documents. 
The fieldwork took place between May 2014 and 
April 2017. 
 
5. The Context of Private Hospitals in Malaysia 
Healthcare industry in Malaysia has risen to its 
immense potential given private hospitals’ 
attractive proposition in offering quality 
healthcare to its clients. To support the demands 
for healthcare services, which are expected to 
continuously expand in the future due to projected 
demographic shifts, there is a need for them to 
establish improved decision support systems. 
Within the healthcare context, such systems refer 
to computer-based systems that facilitate the 
decision-making processes of hospitals and 
provide solution for both structured and non-
structured management problems. They are 
mainly used to assist healthcare professionals 
(such as physicians, specialists, and technical 
experts) in making informed decisions and in 
improving the quality of healthcare delivery. To 
enhance our understanding on these matters this 
paper analyses two private Malaysian hospitals 
(namely Hospicer and Hosvista) by exploring how 
such systems produce useful information for two 
major accounting functions, i.e., pricing and cost 
controlling. 
 
5.1 Hospicer 
Hospicer commenced its private healthcare 
business in the late 1990s. The hospital is fully 
owned by one of the Malaysia’s foremost and well-
diversified conglomerates immersing in several 
leading industries. From a single building to five, it 
has grown exponentially since its inception. Today, 
the hospital is claimed to have provided quality 
healthcare treatments using advanced 
technologies and facilities. Specifically, with more 
than 500 beds, 150 consultation suites, and 45 
operation theatres across its four hospital 
networks in Malaysia, it offers a comprehensive 
range of healthcare services, which includes 
medical technologies clinical facilities and for out-
patient and in-patient specialty care, health and 
wellness programmes, and 24-hour emergency 
services. The hospital specialises in several 
treatments, such as the heart surgery, the deep 
brain stimulation, and the management of 
Parkinson’s disease. Such specialisation requires it 
to enhance the integration of its healthcare 
management. 
Throughout its years of establishment, it has 
attained various recognitions. For example, it was 
recognised by the Australian Council on Healthcare 
Standards for its commitment to deliver quality 
standards of healthcare to clients. The evaluation 
was based on a number of mandatory criteria in 

clinical, support and corporate aspects outlined in 
the standards. More recently, it received the 
Westgard Sigma Verification of Performance, an 
endorsement of the standards of its laboratories. 
Such recognition and endorsement have attracted 
more clients to get healthcare services from 
Hospicer; hence the improvement in financial 
performance. As indicated by its annual reports, 
the healthcare segment of this hospital realised 
revenue of RM234.6 million and core profit before 
tax of RM26.6 million in FY2016 (FY2015: 
RM196.6 million and RM15.7 million). The growth 
in revenue and profitability was due to higher 
patient volume and improved operational 
efficiency. Such impressive business results were 
achieved through the support provided by both 
medical and non-medical staff at different 
hierarchical levels. Currently, Hospicer employs 
about 300 staff in at least 20 different units and 
consultancies with more than 95 full-time 
healthcare professionals and 80 administrators 
who are deemed to be the backbone of its 
healthcare operations. 
Inspired by its vision of becoming a leading 
regional medical centre, Hospicer has recently 
invested in several capacity expansion initiatives, 
such as constructing a new centre for advanced 
medicine and expanding two of its existing hospital 
networks. In supporting its complex healthcare 
services which requires enormous amount of 
resources, it has established sophisticated decision 
support systems. The use of such systems as SAP is 
mainly geared up to generate information for 
planning and controlling purposes. This has 
enabled the hospital to make informed decisions 
that has a significant impact on its financial 
performance. 
Despite these developments, there are several 
issues faced by Hospicer. One, it only specialises in 
certain types of diseases and exclude others. Two, 
it has been experiencing poor financial 
performance records at certain healthcare units 
since 2015 in which they have been registering low 
net profit margins (merely between 3% and 5%) 
due to high overhead costs. Three, it faces weak 
operating cash flows as some branch hospitals fail 
to achieve minimum performance targets due to 
intense competition. Finally, it experiences high 
staff turnover which results in shortage of 
qualified healthcare professionals. Of these four 
issues highlighted, the shortage of healthcare 
professionals has not only affected this hospital’s 
profitability, but also caused problems for 
accountants to decide on the healthcare prices of 
the individual healthcare units. This is because the 
accountants have to refer and/or consult with the 
healthcare professionals on the pricing matters. 
The pricing practice in Hospicer is based on line-
item expenditures that relate to “diagnostic 
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pathways”. Each pathway is defined for a set of 
similar diagnoses and is charged with a fixed price 
which corresponds to the fee-for-service system 
that it adopts. This system is the principal means of 
charging prices for medical and clinical services 
rendered. Nevertheless, there are cases where 
prices are negotiated between the insurer and the 
hospital after consulting respective healthcare 
professionals. The agreed prices of diagnostic 
pathways have a direct linkage to the costs actually 
incurred; mainly in respect of the ratios between 
each diagnosis and condition, and in terms of the 
varying degrees of severity within a diagnosis 
performed by individual units and consultancies. 
This is due to the fact that the diagnostic pathways 
are based on the main diagnosis and procedure. 
Thus, the more pathways Hospicer reports, the 
more profits it bags due to “cost-effectiveness”. In 
terms of cost controlling, there is no specific 
system adopted by Hospicer.  
Nevertheless, it applies analytical accounting by 
continuously monitoring and analysis the 
healthcare costs. This is aimed at achieving “cost 
effectiveness” by strictly adhering to costing 
guidelines. The absence of mandatory cost-
accounting systems does not prevent this hospital 
from encouraging systematic cost accounting by 
means of developing costing guidelines. The 
collection of cost data is enforced centrally and is 
used to calculate prices charged by individual 
units, which leads to the development of cost-per-
case calculations, which are mainly performed by 
accountants. Its senior accountant expressed the 
following: 
Seriously, we function like a retail business. We 
use information that we get based on comparison 
with other competitors… so we use market rate to 
price our services... by aligning with the costs 
incurred. This approach of setting prices allows us 
to define the appropriate price for each healthcare 
unit’s services which should attract extra volume 
based on greater efficiency and lower costs. We 
can compare prices of our competitors according 
to predetermined standards. 
 
5.2 Hosvista 
Hosvista is a private hospital whose 60% shares 
are owned by a multinational corporation listed on 
Bursa Malaysia. It has immersed itself in 
healthcare industry since early 2000s. This 
hospital aspires to provide quality healthcare and 
is committed in achieving a standard of excellence. 
In upholding such aspiration and commitment, its 
management team has emphasised on customer 
satisfaction. Thus, unsurprisingly, it has been 
regarded as “hospital of choice” for a wide range of 
both local and international clients. This hospital 
renders healthcare services in such areas of 
expertise as general intensive care, coronary care, 

neurological care, burn and neonatal intensive 
care. It emphasises such aspects as 
professionalism, compassion, integrity and 
teamwork in delivering its healthcare services to 
its clients. It is committed in safeguarding 
customers’ health and well-being. 
Leveraging on latest healthcare technologies and 
appealing interior and exterior designs, there are 
claims that Hosvista has been able to raise its 
standards at par with other competitors. It has also 
been able to develop a positive culture of 
excellence among its members which comprise of 
physicians, specialists, radiologists, laboratory 
technicians, pharmacists, physical rehabilitation 
therapists, dieticians, and nurses to make sure 
patients get full coverage of treatment and care. 
Given its commitment in offering quality 
healthcare services, it was listed among top 10 
hospitals in the world with best treatment, care 
and management by The Medical Travel and 
Health Tourism Quality Alliance in 2015. 
Prior to its “regained excellence” in 2015, Hosvista 
underwent a rationalisation programme in 2006. 
This programme had enabled this hospital to 
sustain profit growth in the years up to 2012. 
However, as it progressed to 2013, the hospital 
began to suffer a major decline in healthcare 
demand leading to substantial operating losses. 
The managers of the company perceived their 
problems as stemming from significant 
competitive pressures in both domestic and 
overseas markets, and deteriorating standards of 
healthcare services. A lack of decision support 
systems was recognised as the main contributor to 
the poor performance. This recognition led to a 
change of its decision support systems in 2015 
whereby the hospital purchased a set of fully 
integrated, computerised decision support 
systems. The new systems have provided a means 
to set prices of, and to track costs to, healthcare 
services. However, surprisingly, such a change did 
not appear to immediately increase the 
profitability of the hospital. It was later discovered 
that the key decision makers who made up of 
medical practitioners had given little consideration 
on cost reduction. This was the result of paying too 
much attention to the core of healthcare 
operations (too operational oriented), and 
relatively little to the substance and skills required 
to control healthcare costs. 
In terms of the practice of pricing healthcare 
services, there is a separate list of prices that 
Hosvista prepared to charge their clients (either 
through private health insurance’s claims or 
clients’ out-of-pocket). This list, which was 
prepared by accountants, was commissioned by 
the board of directors after consulting the medical 
and private insurer associations, as well as other 
stakeholders, and after considering market forces 
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(e.g., rates set by competitors and amounts of 
money paid under health plan contracts). The list 
of prices specifies the relative weight of a range of 
different diagnostic procedures. Only accountants 
are allowed to set prices after taking into 
consideration such factors as differences in the 
complexity of the individual service provision. This 
is done by consulting the healthcare professionals 
who appear to have the final say on healthcare 
prices. Such an arrangement has provided price 
flexibility for Hosvista within reasonable limits and 
nestles this within a more pronounced approach to 
price setting. This approach, although considers 
healthcare costs as the primary driver of pricing of 
Hosvista’s healthcare services, has prompted 
Hosvista to adopt a less-rational (or 
uncompetitive) price system in determining the 
fully loaded and incremental cost of each service to 
be priced. This pricing system, however, fails to 
link to the costing model used to monitor unit 
costs of each healthcare service offered as they are 
designed to produce different information for 
different reporting purposes. As a result, 
integration is considered low in Hosvista. 
 
6. Results and Discussion 
This study compares management accounting 
practices of the two private hospitals in Malaysia. 
This involves examining the role played by cost 
accounting information in the management of the 

healthcare services and the dominance of key 
actors in making accounting related decisions in 
these hospitals. In addition, this study explores the 
power struggle between accountants and 
healthcare professionals in terms of making sense 
of cost accounting information and decisions in the 
two studied hospitals. 
Generally, the commercial nature of the two 
private hospitals is evident in the appearance of 
their “for-profit” corporate objective, flexible 
organisational structures, and sophisticated 
decision support systems with the growing 
importance of management controls and reliance 
on cost accounting information for various 
decision-making purposes, which considers 
economic outcomes. They adopt profit maximising 
strategies, such as engaging in profit maximising 
efforts that are achieved through establishing cost 
allocation mechanisms, formulating competitive 
pricing, and engaging in cost reduction activities. 
Nevertheless, there are some unique features of 
the two hospitals. 
As described in the earlier section, the context and 
management accounting practices between them 
are different. 
Table 1 below summarises the main descriptions 
of each hospital as provided by the respective 
hospitals’ respondents and prints collected during 
the visits. 
  

Table 1: Summary of the main information of Hospicer and Hosvista  
No. Information Hospital  Description 
1. Organisational Hospicer ▪  Established in the late 1990s. 
 background  ▪  Fully owned by a Malaysian conglomerate. 
   ▪  Adopts a decentralised organisational structure. 
   ▪  Operates healthcare business in 4 locations throughout Malaysia. 
   ▪  Equipped with more than 500 beds, 150 consultation suites, and 45 
    operation theatres across its networks in Malaysia. 
  Hosvista ▪  Established in the early 2000s. 
   ▪  Majority shareholding (60%) owned by a multinational corporation. 
   ▪  Adopts a centralised organisational structure. 
   ▪  Operates healthcare business in a single location. 
   ▪  Equipped with not more than 120 beds, 40 consultation suites, and 
    10 operation theatres. 

2. Healthcare Hospicer ▪  Prices are determined based on line-item expenditures (using fee- 
 pricing policy   for-service system). 
   ▪  Prices are determined through a consultation with the board of 
    directors (using rational price system with separate list of prices 
    made available). 
   ▪  Accountants are responsible for setting the prices (using a 
    competitive pricing model). 
  Hosvista ▪ Considers market forces. 
   ▪  Healthcare professionals are responsible for setting the prices 
    (heterogeneous practices in different healthcare units). 

3. Healthcare cost Hospicer ▪  Merely emphasising on “cost effectiveness” by strictly adhering to 
 controlling   costing guidelines. 
 practice  ▪  Continuously monitor costs by using analytical accounting 
  Hosvista ▪  Developed predetermined standards for controlling the healthcare 
    costs (similar to variance analysis). 
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   ▪  No specific system adopted for cost controlling. 
4. Decision support Hospicer ▪  Externally developed (open shelves). 
 systems  ▪  Fully integrated systems (post-rationalisation programme). 
  Hosvista ▪ Internally developed. 

   ▪  Loose integration (most systems work independently). 
 
In both hospitals, accounting numbers are 
evaluated on the principles of healthcare efficiency 
and financial performance.  

Table 2: Organisational overview and accounting resolutions in Hospicer and Hosvista  
 Hospicer Hosvista 
Economic pressure Emerges from the hospital’s need Emerges from the group 
 to survive (realistic performance (unrealistic performance targets) 
 targets)  
Responsibility for accounting Accountants are dominant Healthcare professionals are 
functions  dominant 
Accounting resolutions Sophisticated decision support Simple, traditional decision support 
 systems systems 

 
Healthcare expenditures in Hospicer and Hosvista 
serve as a basis for determining the prices of 
healthcare services that they provide. As shown in 
Table 3 below, professional service costs, which 
include salaries and benefits for healthcare 
professionals, account for a large proportion of 
overall healthcare costs. Such costs continue to 
increase over the years due to such factors as 
rising number of in-patient and out-patient 
treatments, drastic drop in the ringgit which 
affects the prices of imported medications and 
clinical supplies, the imposition of certain taxes, as 
well as the repercussions of general price 
increases in Malaysia. Support service costs have 
also showed some increments. These include 
pharmaceuticals, professional fees (both internal 
and external), and maintenance of and additions to 
buildings, including the need to equip them with 
technology and security related elements. 
Hospicer’s senior accountant commented: 
As costs keep on increasing, we need to consider 
both the healthcare and non-healthcare costs in 
setting our prices. This is the basis that we use to 
determine the prices for our services. 
Similarly, a healthcare professional in Hosvista 
commented the following: 
Certainly, the healthcare costs… both medical and 
clinical… which involve using operating theatres or 
lab tests keep on increasing. So, it is not unusual 
that our operational expenditure is very high over 
time. However, as we emphasise on quality 

healthcare and standards, we cannot downgrade 
our services… we need to maintain all these. 
The hospitals’ cost increases are attributable to many 
uncontrollable factors. This has significant 
implications to decision-making processes 
concerning the prices of healthcare services rendered 
by the two studied hospitals. The healthcare cost 
trends show that costs are the key factors that have 
driven the rising prices of healthcare services. 
Nevertheless, it should be emphasised that prices are 
different between Hospicer and Hosvista depending 
on their underlying cost differences. This can be 
observed in the way higher professional costs, which 
are established in Hospicer, may result in higher 
expenses and, consequently, higher prices per 
medical and clinical service or treatment. Thus, 
differences in prices charged over medical services or 
treatments can be explained by the differences in the 
costs associated with providing healthcare services. 
Extensive analyses of healthcare services’ prices 
derived from these hospitals’ respondents demonstrate 
that costs dictate the generation of revenues. Both 
hospitals have incorporated these costs into a more 
conclusive calculation so as to determine prices of 
healthcare-related services more accurately. 
The cost trends for each hospital are shown in 
Table 3 below. 
 
 
 

 
Table 3: Healthcare expenditures in Hospicer and Hosvista  

No.   Descriptions Hospicer Hosvista 
1. Direct healthcare expenditures (services & supplies)   
 a) Main medical expenditures   
  i. Major treatments (in-patient)   
  ii. Minor treatments (out-patient) 27% 18% 
  iii. Health consumption expenditures   
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 b) Main clinical expenditures   
  i. Blood testing   
  ii. X-ray services 8% 16% 
  iii. Other experiments and testing   
2. Professional & support services   
 a) Professional services   
  i. Internal physician services   
  ii. Internal clinical services 25% 11% 
  iii. External physician services   
  iv. External clinical services   
 b) Support services   
  i. Laboratory   
  ii. Nursing 15% 21% 
  iii. Technicians   
  iv. Others   
3. Retail outlet sales and medical products   
 a) Prescription drugs and other pharmaceutical expenses   
 b) Other medical products 17% 9%   i. Durable medical equipment     

  ii. Non-durable medical equipment   
4. Commercial/investment   
 a) Research 8% 25%  b) Structures and equipment    

 
The data presented above suggests that healthcare 
expenditures comprise of a wide array of 
categories, including hospital and expert services 
and pharmaceuticals. While these healthcare 
expenditures are the main bulk of the total 
expenditures (resulting from medical and clinical 
activities), other major categories include external 
professional services, including external physician 
and clinical services, prescription drugs and other 
medical products, nursing home and home health, 
and investment. Healthcare expenditures continue 
to increase from time to time. This increase is 
associated with many factors, such as rising 
technological costs, etc. 
In terms of the power struggle, there are some 
differences between the two hospitals. In Hospicer, 
accountants have been regarded as the authorities 
vested with power to make price and cost related 
decisions on the basis of medical and clinical 
criteria alone. This is totally the opposite in 
Hosvista whereby healthcare professionals are 
given the authority to decide on the pricing and are 
responsible to control costs. Accountants are 
merely responsible for reporting purposes. As 
such, healthcare professionals appear to retain 
power over not only medical and clinical activities, 
but also accounting. This clearly suggests the 
existence of power struggle mainly to protect 
healthcare professionals’ interests and to maintain 
their relevance in the healthcare business. 
However, one cannot deny their involvement in 
non-clinical areas of responsibility, such as 
accounting (Abernethy & Stoelwinder, 1990; 
Abernethy & Lillis, 2001). In this regard, it can be 

argued that accounting has become “universal” 
language used by non-accountants in making 
healthcare decisions, such as whether or not to buy 
particular medical equipment. Finkler et al. (2007) 
argue that within a healthcare setting, there is a 
need to relate cost accounting information to every 
clinical decision. The inability of decision support 
systems or accounting information to support the 
healthcare operations may lead to operational 
disruption or even poor economic performance. 
The above findings highlight the very different 
experiences of the two private hospitals in 
Malaysia. The differences identified in this study 
are not concerned with the nature of healthcare 
functioning, but instead, they relate to the role of 
cost accounting information in informing specific 
decision-making activities and the power struggle 
between the two groups of main actors in the two 
hospitals studied. The decision support systems, 
which appear to generate useful cost accounting 
information, have enabled both Hospicer and 
Hosvista to price and control the medical and 
clinical costs appropriately. Although they appear 
to enhance the decision-making activities, the 
major contrast between Hospicer and Hosvista is 
captured when the researcher characterises 
Hospicer’s experience as that of “empowering 
accountants”—where the accountants are given an 
authority in discharging their accounting role—
and Hosvista’s experience as that of “empowering 
healthcare professionals”, where this group of 
decision makers assume much  
accounting role. Nevertheless, in both hospitals, 
the presence of accountants reinforces, rather than 
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detracts, the accounting role through the sense 
making of cost accounting information. In effect, 
the cost accounting information is deployed as a 
useful tool to achieve organisational objectives 
with accounting information and other calculations 
on the management of clinical care permeates the 
practices of healthcare professionals; hence the 
role played by accounting. 
 
7. Conclusion 
In conclusion, decision support systems have been 
applied in the two hospitals to manage their 
complex healthcare activities. This relates to their 
relevance in managing expensive resources in the 
private healthcare settings through the provision 
of useful cost accounting information. Such 
systems have been able to produce useful 
information that helps both Hospicer and Hosvista 
to capture (or compute) the healthcare and non-
healthcare costs that determine the prices of 
services offered, as well serve as a basis to control 
costs. This study has explained that effective role 
of decision support systems in providing cost 
accounting information can be useful in resolving 
issues associated with the price setting and cost 
controlling. While such systems can provide a 
sound basis for projecting desired revenues and 
exercising control over costs for the hospitals, 
there exist power struggles between healthcare 
professionals and accountants in deciding on two 
major accounting functions, i.e., price setting and 
cost controlling. 
This study is not without limitation. One limitation 
of this study is that the information provided by 
the two private hospitals was limited in that they 
restricted the provision of actual payments for in-
patient services from each client (or patient). They 
only provided payment data on total patient 
services (i.e., for both in-patient and out-patient 
services). This had obviously limited the 
observation on the pricing charged on each client. 
Another limitation was that they provided in-
patient discharges for medical and clinical 
treatment services and a total for all clients. 
Consequently, the total discharges included third 
party clients. The information was based on 
individual hospitals’ fiscal year ending in either 
June or December. As a result, observations were 
not conclusive as the reported time periods 
included other than a full year. 
Reference 
[1] Abdul Rahman, I. K., Azhar, Z., Abdul Rahman, N. H., & Mohd 

Daud, N. (2012). Strategic management accounting and 
benchmarking practices in Malaysian hospitals. Journal of 
Applied Sciences Research, 8(3): 1665-1671. 

[2] Azhar, Z., & Abdul Rahman, I. K. (2008). Enhancing 
management accounting practices in Malaysian service 
organisations: What the present demands of the future? 
Accountants Today, 12(1), 30-33. 

[3] Abernethy M. A., & Stoelwinder J. U. (1990). The relation 
between organization structure and management control in 

hospital. Accounting Auditing and Accountability Journal, 
3(1), 18-32. 

[4] Abernethy, M. & Lillis, A. (2001). Interdependencies in 
organizational design: A test in hospitals. Journal of 
Management Accounting Research, 13, 107-129. 

[5] Chiwamit, P., Modell, S., & Yang, C. L. (2014). The societal 
relevance of management accounting innovations: 
Economic value added and institutional work in the fields 
of Chinese and Thai state-owned enterprises. Accounting 
and Business Research, 44(2), 144-180. 

[6] Finkler, S. A., Ward, D. M., & Baker, J. J. (2007). Essentials of 
cost accounting for health care organizations. New York, NY: 
Aspen Publishers. 

[7] Folland, S., Goodman, A. C., & Stano, M. (2016). The 
economics of health and health care. Pearson International 
Edition. Routledge. 

[8] Hammad, S. A., Jusoh, R., & Yen, N. O. E. (2010). Management 
accounting system for hospitals: A research framework. 
Industrial Management & Data Systems, 110(5), 762-784. 

[9] Haux, R., Winter, A., Ammenwerth, E., & Brigl, B. (2013). 
Strategic information management in hospitals: An 
introduction to hospital information systems. Springer 
Science & Business Media. 

[10] Kurunmäki, L. (1999). Professional vs financial capital in 
the field of health care—struggles for the redistribution of 
power and control. Accounting, Organizations and Society, 
24(2), 95-124. 

[11] Kurunmäki, L., Lapsley, I., & Melia, K. (2003). 
Accountingization v. legitimation: A comparative study of 
the use of accounting information in intensive care. 
Management Accounting Research. 14(2), 112-139. 

[12] Lachmann, M., Knauer, T., & Trapp, R. (2013). Strategic 
management accounting practices in hospitals: Empirical 
evidence on their dissemination under competitive market 
environments. Journal of Accounting & Organizational 
Change, 9(3), 336-369. 

[13] Langabeer II, J. R., & Helton, J. (2015). Health care 
operations management. Jones & Bartlett Publishers. 
Malmmose, M. (2015). Management accounting versus 
medical profession discourse: Hegemony in a public health 
care debate: A case from Denmark. Critical perspectives on 
Accounting, 27, 144-159. 

[14] McLaren, J., Appleyard, T. & Mitchell, F. (2016). The rise 
and fall of management accounting systems: A case study 
investigation of EVA™. The British Accounting Review, 48(3), 
341-358. 

[15] Melnick, G., & Keeler, E. (2007). The effects of multi-
hospital systems on hospital prices. Journal of Health 
Economics, 26(2), 400-413. 

[16] Peppard, J., & Ward, J. (2016). The strategic management of 
information systems: Building a digital strategy. John Wiley 
& Sons. 

[17] Pizzini, M. J. (2006). The relation between cost-system 
design, managers’ evaluations of the relevance and 
usefulness of cost data, and financial performance: an 
empirical study of US hospitals. Accounting, Organizations 
and Society, 31(2), 179-210. 

[18] Power, D. J., Sharda, R., & Burstein, F. (2015). Decision 
support systems. John Wiley & Sons, Ltd. 

[19] Urban, W. (2017). Amoeba management system 
transformation in the light of organisational change 
literature. Management and Production Engineering Review, 
8(1), 16-23. 

[20] Wager, K. A., Lee, F. W., & Glaser, J. P. (2017). Health care 
information systems: A practical approach for health care 
management. John Wiley & Sons. 

[21] Zwanziger, J., & Bamezai, A. (2006). Evidence of cost 
shifting in California hospitals. Health Affairs, 25 (1), 197-
203. 

 
 
 
 



10 |         J .  P r a c t i c a l  A u d i t .  A c c . ,  2 0 2 0 ;  1 ( 6 ) :  0 1 - 1 0  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 


	I. Introduction

