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ABSTRACT

This paper presents the results of the researcthefdifferent types of product costing methods
utilization in Czech enterprises performed in theang of 2004, 2007 and 2009. Results of
individual surveys are compared, in order to prdahe expected tendencies of higher usage of
modern costing methods such as Activity-Based i@psiin recent years. First part of the paper
refers to previous studies of the enterprise ctysicture presented by other authors and illustrates
the most important reasons of the individual cas8gstem utilization. Following part of the paper
defines the basic research methodology and expdictetation of the study. In final part of the
paper, results of the survey are introduced andprty discussed.
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INTRODUCTION

Field of the product costing techniques is onehef important features of cost management and
management accounting. While the method used fodymt costing purposes are usually not an
object of the any regulations, companies couldamsemethod of product costing and any tape of
cost allocation technique. This fact causes a hgiety of used costing methods. According to
traditional management accounting (Drury 2003, Sarr et al. 2010, Weygandt et al. 2010, Shim
and Siegel 2009) product costing methods could ibeleti in two major categories: job order
costing and process costing. These systems diffédrel object of the cost assignment. While in job
order cost system, the company assigns costs to jebcor to batch of goods, in process cost
system companies apply costs to similar productd #re mass-produced in similar fashion
(Weygandt et al. 2010). It is therefore unnecessargssign costs to individual units of output
(Drury 2001). Based on this definition we can expétat choice to use either job order costing
system or process costing system will be more oheted by the characteristics of the company
production process than by desired way of cosgassent.
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Objective of the study was to identify the prodaosting method according to used method of cost
allocation. Traditionally, two different product sting systems are defined, the traditional
absorption costing and alternative variable cost{dgury 2001). These two major costing
approaches differ from one another, by the degfemsts assigned to the cost driver. Many other
methods of product costing are defined in traddlamanagement accounting. Special category of
product costing method is the Activity-Based Cagtiwhich was designed in 1980°s and became
more natural part of enterprise’s costing systemeaent years. One of the objectives of the study
was to identify the level of Activity-Based Costinglization in Czech Republic.

1 PRODUCT COSTING METHODS

Various types of the product costing systems afmelk by the academics and practitioners. As
mentioned above, product costing methods are rjetbbf any regulation which lead in situation,
where users of these systems are free in desigsiraction and use of the product costing system.
Shields (1998) has speculated that there will bmereasing divergence in management accounting
practices across industries. Classification of pheduct costing methods is not general. Product
costing methods could be classified in differentysvaAs mentioned above the costing methods
could be classified into job order costing and pssccosting based on the type of production
process. More important classification of the prddeosting systems is based on cost allocation
principles. In this field we can distinguish thaditional absorption costing, variable costing and
Activity-Based Costing.

Product costing methods used in organizations weaugh the relatively important changes in last
decades. Al Omiri and Drury (2007) suggests thaéed to improve the sophistication of product
costing systems has been driven by changes in metuhg technology, global competition,
information costs and customers’ demands for grgataduct diversity. These changes prompted
criticisms of the ability of traditional managemetcounting systems to report sufficiently accurate
product costs and ABC systems were promoted asdhion to overcome the distortions in the
product costs reported by traditional costing syst¢Cooper, 1988; Kaplan, 1994).

Many studies had been performed in order to analysdevel of utilization of individual costing
methods. Most of these studies are focused omtheidual segments of the business (Brierley et
al, 2007). Many surveys into product costing pactdentify the industries making up their sample
(e.g. Bright et al., 1992; Drury et al., 1993; Lammaki and Drury, 2001) and others have
identified industries making up their samples irtivity-Based Costing (ABC) research (e.g. Cobb
etal.,, 1993; Gosselin, 1997).

Performed studies had the focus on different ingusegments and used different structure of
guestions, which make even more difficult to dexlany common results. Brierley’s (2007) study
performed in England shows that 20.7% of compad@sot include overhead costs in product
costs, while 33.6% of companies uses or is opars¢oABC. Similar study made by Al Omiri and
Drury (2007) in 1000 UK companies showed very samiesult: 35% of companies use traditional
absorption costing system, 23% of companies usablar(direct) costing system and 29% of the
companies use ABC system.

Many studies have been reported in field of ABCeakt Cokins (2003) suggest that significant
variations in usage of ABC both within the samentopand across different countries have been
reported. These differences may arise from thecditly to define precisely the difference between
traditional costing systems and ABC systems andsgieeific time period when the surveys were
actually undertaken. The same limitations couldptale in distinguishing other types of costing

systems such as absorption and direct costing.
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Drury (2003) suggests that performed survey evidgrunts at an increasing interest in ABC over
the last two decades. In the UK, surveys in théyeE90s reported adoption rates around 10%
(Innes and Mitchell, 1991), similar adoption ratés0% were found in Ireland (Clarke, 1992) and
14% in Canada (Armitage and Nicholson, 1993). la BSA Green and Amenkhienan (1992)
claimed that 45% of firms used ABC to some extdhbre recent studies suggest higher ABC
adoption rates. In the UK reported usage was 29POfAiri and Drury, 2007). In the USA Shim
and Stagliano (1997) was reported usage rate 27%.

Large surveys related to the ABC adoption had hmsformed in mid 1990s. Report usage rates
from mainland Europe are 19% in Belgium (Brugemahl 1996), and 6% in Finland in 1992,
11% in 1993 and 24% in 1995 (Viertanehal, 1996). Low usage rates have been reported in
Denmark (Israelsert al, 1996) in Sweden (Ask et al, 1996) and GermanyhéB8er, 1996).
Activity-based techniques do not appear to be tbm Greece (Ballas and Venieris, 1996), Italy
(Barbato et al., 1996) or Spain (Saez-Torrecilg9a).

Along with the relatively strong differences betweesed product costing methods in different

surveys, many authors points at the dependendeeaided method of product costing on the type
of the organization and organization cost struct@tidy performed by Lawson et al. (2009)

showed very strong relation between indirect castipn and cost management methods used.
Study proves the fact, that best-practice orgaioizathave a much higher level of indirect costs,
requiring them to have a costing system that careraocurately allocate these costs in a relevant,
reliable, and reasonable manner. The greater usa@reciation of Activity-Based Costing by the

best practice companies can be attributed to thedater need for better costing system.

Strumactickas and Valanciene (2009) proved that gpplicable instruments of management

accounting depend on an organization type. Thedysindicates that Market Creators use the least
tools and Value Creators have most of them on arage. Market creators are strategically
oriented young companies, which reach their “blossphase and start to stabilize, while value

creator is mainly related to the getting out obgization phase.

Another reason which drives the selection of thedpct costing system is the structure of the
products, customers and performed activities. Mautyrors (Cokins, 2001; Stanek 2003) refer that
application of more sophisticated product costirgthad, such as Activity-based costing, is most
effective in enterprises with complex structureh® products, customers and activities. Abernethy
et al(2009) shows how product diversity and cost stmgctafluence the design of costing systems.

1.1. Specifics of the product costing in Czech perspective

Use of the management accounting techniques infORepublic in the second half of'2@entury
had several specifics caused by political enviramm@rientation on central planned economy led
to the establishment of integral system for compargnagement. Methodology of the product
costing was regulated by the statutory rules ireotd fulfil the needs of central planned economy.
This costing technique was based on traditionabmt®ns costing principles and used three
different types of overheads (production, admiaisie and sales). In 1966, the regulations of the
unified costing rules were accepted and in 197loaanified social-economic information system
finished the complex regulation of the managemertoanting techniques in state owned
enterprises (Lafa and Sedlfek, 2005).

Change of the politic system in 1989 caused thestommation from central planned economy into
free market economy. In this situation no regulaioelated to the system of the management
accounting were furthermore demanded. The chandkeopolitical system doesn’t mean radical
change in the management accounting practices. @uegstarted very slow process of adoption

40



International Journal of Entrepreneurial Knowledge Issue 1/2013, Volume 1

of diverse costing techniques. Anyway, many comgmrkeep in use the traditional techniques
known from 1970s.

2 RESEARCH OBJECTIVESAND USED METHODOLOGY

Research focused on the product costing methodicapiph in Czech enterprises had been
performed in years 2004-2009. Three individual sysvhad been performed: first in 2004, second
in 2007 and last in 2009. The performed researblagsbeen focused on the more aspects of the
management accounting practices such as cost wseuctised methods of product costing,
budgeting practices etc. This paper reports thaltesf the research focusing on used product
costing techniques. Performance of the similaraet®es in different periods of time allows the
analysis of the product costing method utilizatteends. The expectations, based on the foreign
studies, were in increasing usage of the sophisticaosting methods such as Activity-based
costing and decreasing use of traditional absamptimsting methods. Foreign experience shows,
that relative use of modern costing systems isuglylincreasing in long term period. Expectation
about absolute portion of use of different costmgthods was different than in foreign studies.
Because of the above mentioned specifics of theéngpprocess before 1989 and slower adoption
of progressive managerial techniques, considetalblgr usage of ABC was expected in the study.

The hypothesis about the low usage of ABC techsicared about their increasing use in Czech
enterprises was tested by the questionnaire suamdyby the statistical comparison of the data
gathered from different time periods.

Data from three questionnaire surveys has beeryzadhin the research in order to get better and
more accurate results and also because of a needntpare the evolution of the researched
indicators. First questionnaire survey was made2®4, when 116 questionnaires had been
evaluated (Popesko 2005). Similar research was nma@e07. The structure of the questionnaire
was focused on the same objectives as in 2004uéstignnaires have been gathered and analyzed
(Popesko & Novak 2008). Final questionnaire sumweg performed in 2009 as a part of extended
research focused on costing methods use in Czetérpeses (Novak 2009). Finally 77
guestionnaires have been processed. Enterprisdiffexent sizes have been researched within the
individual surveys. Table 1 shows the structurstafistic file.

Table 1.Structure of the researched enterprises

YEAR/ENTERPRISE CATEGORY TOTAL | RELATIVE
2004
Small 9 7,76%
Medium 55 47,419
Large 52 44,83%
2007
Small 38 39,589
Medium 32 33,339
Large 26 27,08%
2009
Small 8 10,399
Medium 42 54,559
Large 27 35,06%
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3 RESULTS

As mentioned above, first research survey has leade in 2004 where 116 manufacturing
enterprises have been investigated. The objecfitbeosurvey was an identification of the used
product costing methods in Czech enterprises. Reslilthe survey are depicted in table 2. Total
sum of answers doesn’t give the number of surveyadrprises, because some of the respondents
use more than one method.

Table 2.Product costing methods used in 2004

USED PRODUCT COSTING METHOD TOTAL | RELATIVE
Do not use any product costing method 7 5.98%
Division costing 5 4.27%
Traditional absorption costing 36 30.77%
Joint and by-product costing 2 1.71%
Standard costing 50 42.74%
Variable costing 35 29.91%
ABC/M 6 5.13%
Other 11 9.40%

(Source Popesko, 2005)

The survey proved relatively high use of traditioalasorption costing (over 30%) and high use of
variable (direct) costing method (30%). Relativelyprising was the use of the standard costing
method. Because this method in not pure allocatiethod, but rather cost control method, it was
mostly marked along with the other costing methddse of the Activity-based costing and
management techniques were identified by 5.1% prnses.

Very similar research had been performed in 200& performed research, which was primarily

oriented on the complex management accounting tgoes used by Czech enterprises, contained
the same questions related to the used produdngasiethods as research performed in 2004, in
order to allow the comparison with 2004 researasuRs of the survey are depicted in table 3.

Table 3.Product costing methods used in 2007

USED PRODUCT COSTING METHOD TOTAL | RELATIVE
Do not use any product costing method 5 5.21%
Division costing 9 9.38%
Traditional absorption costing 30 31.25%
Joint and by-product costing 4 4.17%
Standard costing 39 40.63%
Variable costing 23 23.96%
ABC/M 5 5.2%
Other 2 2.1%

(Source Popesko and Novak, 2008)

Despite relatively different structure of the rasbad enterprises (table 1), survey performed in
2007 showed very similar results as the study peréd in 2004. This similarity could support the
42



International Journal of Entrepreneurial Knowledge Issue 1/2013, Volume 1

relevance of the performed studies based on tlagively low number of respondents. Two major
product cost techniques showed similar utilizateanin 2004, the traditional absorption costing
(31.5%) and variable costing little lower volumel¥2). The study showed again relatively high
usage of the standard costing method very ofted ak®g with other costing methods. Utilization
of ABC is almost the same (5.2%).

Similar data were gathered in questionnaire suparformed in 2009. Results of the survey are
depicted in table 4.

Table 4.Product costing methods used in 2009

USED PRODUCT COSTING METHOD TOTAL | RELATIVE
Do not use any product costing method 3 3,90%
Division costing 2 2,60%
Traditional absorption costing 31 40,26%
Joint and by-product costing 0 0,00%
Standard costing 8 10,39%
Variable costing 4 5,19%
ABC/M 6 7,79%
Other 30 38,96%

(Source Novak, 2009)

Result of the survey is relatively different formepious studies. Most common product costing
method is again the traditional absorption costfdgtvey showed relatively low use of variable
costing. Some of the users of variable (directing¥tcould be in the category “other” because of
various description of this type of product costingthod in practice. The use of ABC/M was very
similar to the expectations. Result showed thatofiskis method is slightly increasing.

4 DISCUSSION AND CONCLUSIONS

Above described results qualify the authors to sE\a&atements. Most used type of product costing
method in Czech manufacturing enterprises is ittt absorption costing. Surprising result was
the relatively increasing use of this type of pradcosting, together with the relative lower use of
variable (direct) costing. Explanation of this abide tendencies of manufacturing companies to
adopt the full costing method in order to bettgpprt of pricing decisions. The variable costing

method seems to be relatively popular in Czechrpnges in 1990°s. Temporary adoption of the

absorption costing method could be accepted astitigretation of the survey results.

Expected results have been indicated in the Agtivétsed methods utilization. Survey showed
relatively low use of these methods with comparismother European countries. The study also
proved increasing use of ABC/M in Czech manufaomenterprises. The study also showed that
the utilization of Activity-based techniques isa@ely more frequent in large enterprises, than in
small and medium enterprises. The large companéee WBC users in 5 out of the 6 cases in 2004,
in 4 out of the 5 cases and in 2 out of the 6 cas2609.

The study could have limitations in number of reskad enterprises, in understanding of question

by the respondents or in ability of respondentgsrtwvide undistorted answers in the survey. Despite
that fact it provides the actual overview of theedisproduct costing methods in Czech
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manufacturing enterprises during 2000°s. The coisparof the individual survey results could
also depict the tendencies in product costing ntethihization.
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