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Abstract: In this paper, it will review the Strategic Management Accounting concepts
focusing on the selected strategic cost calculation in the small and medium sized companies.
1t will describe different views of costs and classify of basic characteristic of Strategic Cost
Calculation. There will be also comparison of strengths & weakness of the strategic cost
management methods. The purpose of this paper will discuss the advantages
and disadvantages of the Strategic Cost Management Techniques and also how these
strategic techniques could help manage SME's. The attention is focus on the Activity Based
Costing, the Life Cycle Costing and the Target Costing. No doubt that these three tools can
bring a success in management of the competitive strategy, but currently this topic needs
more next qualitative researches. Some author’s ideas for next survey are mentioned
in this paper.
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Introduction

Today’s companies are having a myriad of strategic cost management tools (SCM)
to choose from according to their needs. The traditional management accounting was
transformed to strategic management accounting (SMA) which supports the strategic
approaches. Several SMA techniques appear to be used in Czech companies as they are
in other countries investigated in different studies. For example Cinquini and Tenucci [§]
describe that Customer accounting, competitive position monitoring, competitor
performance appraisal based on published financial statement and quality costing represent
the most widely used SMA techniques in their sample. SCM-oriented surveys and case
studies have trend to focus on the connection between particular elements of the Cost
Management Systems (CMS) and the specific strategy adopted by the firms under
a contingency theory approach. The current issues of Czech companies (SME’s) are
described in this paper.

Based on the results of the research [41] examined the impediments to selling goods
and services, as reported by European business owners, as well as their judgments about
their profitability, and their plans for the future. The results of Robinson’s survey show that
“competition and lack of demand were the two most common reported impediments to
sales, a significant proportion of people experienced difficult in pricing and struggled with
a lack of marketing skills”’[25]. For instance U. S. manufacturers have a lot of experience
with using an integrated cost management approach who is help to achieve strategic
advantage. The U. S. study [17] says: "however many organizations are implementing these
techniques concurrently as they move toward a more robust and responsive approach
to strategic cost and resource management."
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The paper aims to familiarize readers with the existence and potential use of Strategic
Cost Management Techniques, the benefits that costing brings and the difficulties associated
with costing, and where costing can be used in practice.

1 Literature Review
1.1 Strategic management accounting and his cost management techniques

Strategic management accounting focuses on the costs and prices which are significant
factors of competitiveness and also have an important effect on company performance.
“By evaluating their performance on each of these (strategic, operational, financial) levels,
organizations can better understand the impacts of strategy, customer and supplier behavior,
and internal process performance on their effectiveness and profitability”[17].
Contemporary enterprises and their business environment 1is characterized by
discontinuities, surprise, global threats (e.g. the global economic crisis), technological
changes, shorter life cycles of products and services, ecological challenges [14], prices are
now determined by the market [29]. In the current competitive business environment,
markets determine prices. Thus firms need a competitive pricing strategy for their survival.
Ideally prices should always recover the costs but sometimes the situation is opposite,
in which case the price does not recover the costs because prices are determined
by the market.

It has been long-established that traditional costing systems are inadequate and therefore
managerial accounting has been transformed to include strategic elements and consequently
it helps managers to strategically manage their business. Today, costs need to be controlled
in terms of long-term development because the short to medium-term view which has been
applied to date has ceased to be sufficient. What has caused the previous traditional
management accounting systems failed? With the advent of new technologies, products are
no longer burdened by direct labor as they did before, and the share of overhead costs
on a product has changed to a completely opposite position [14]. Previously, direct labour
and other direct costs accounted for a large part of product costs while overhead costs
accounted for a small component as compared to the current situation. Today, a major share
of the product is represented by overhead costs, and direct costs no longer constitute the
dominant position as before.

Currently, cost management activities are based upon one or more views of cost which
have distinct levels of detail and different purposes as well, as the shown in the
following table.
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Tab. 1: Different Views of Cost

View of Cost Strategic Operational Financial
Business/strategic Front-line Financial controllers
planners managers Tax managers

Users of Sourcing Gross Process Treasury

Information Capital budgeting improvement Tax authorities

Cost engineers teams

Quality teams

Activity-based Key Performance Shareholder
product costing Indicators reporting
Target Costing Value/non-value Inventory valuation
Uses tools/ Make or buy added identifiers Preparation of tax
techniques analysis Manage daily reports
Investment Activity Lenders monitoring
justifications condition
Life cycle costing
Product line Very detailed High
Level of aggregation Work unit level Often company wide
Aggregation Information detail data
based on type of May be on legal
decision
Ad hoc, as needed Immediate Periodic, usually
Reporting Usually a special Pos.sibly hourly or monthly
Frequency study Daily Probably ‘quarterly or
annually if other
needs were met
Type of Combination of Mostly physical Mostly financial
Measures physical and
financial
Define of capacity Practical capacity Real installed
Resources Sometimes capacities
Idle/Unequal optimal capacity
Usage of capacity Idle/Unequal
Capacity Changes of capacity capacity
Theoretical capacity Changes in
practical/optimal
capacity
Time Focus Future Current Historical

Adjusted by source: [17]

The next author’s surveys will focus on the research questions which was drawn based
on the literature review mentioned in this paper. The attention will focus on "relative" new
Strategic Cost Management Techniques which could be used in the Czech SME's. Some
case studies [17], [23], also have focused on the implementation and usage of Strategic
Management Accounting (SMA) techniques in world companies. Based on the extensive
literature review were formulated the following research questions: 1. Does SMA
techniques usage different with regard to the size and type of enterprises? 2. Do SCM
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techniques help to achieve competitive advantage? 3. Do SCM techniques help in making
good pricing decisions? 4. Do SCM techniques help to achieve higher profitability?

The purpose of this paper will discuss the advantages and disadvantages of the Strategic
Cost Management Techniques and also how these strategic techniques could help manage
SME's.

It is an assumption that usage of SCM techniques isn't so frequent in present companies.
Based on the few previous surveys [8]; [17]; [6] were registered these results who show that
“Lower usage scores are registered for most of the costing techniques, except for quality
costing, with the lowest position covered by life cycle costing”. The usage of SCM
techniques will be researched using local surveys of Czech SME's. In comparing the
previous similar survey [20] of the Czech medium and large enterprises with present, can be
assumed that the most Czech SME's aren't using the mentioned cost management techniques
with the strategic components. The following table describes some strategic cost
management tools which were mention in Table 1.
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Tab. 2: Description of Strategic Cost Calculation
SCC Basic characteristic

The technique has been developed by Cooper and Kaplan around
1980" in USA. It is based on the definition of the activities performed by
the company; there are considered the ultimate causes of indirect costs.

ABC;IS‘:(tiy The individual activities can be measured by the cost drivers. ABC
Costing strategic focus consists in supporting the management of the activities

through which it is possible to define actions aiming at achieving a
competitive advantage. This ABC calculation is mostly used by US
companies and the top companies in Europe.

Sources: [8]; [17]; [39]; [14]; [33]

First studies about the Life Cycle Costing were published around
1989'". It aims at calculating the total cost of a product throughout its life
cycle (from the design to the decline, through introduction, growth and
maturity). The calculation of LCC and strategic price-setting apply to
Life Cycle | the entire product life cycle. It’s clear long-term accounting perspective

Costing | and market orientation make it part of the group as SMA techniques. In
a similar vein, total cost of ownership has been underlined as a long-
term and strategic orientation SMA tool. Enterprises that want to record
their environmental costs can use the concept of LCC which is also
beneficial in this area of cost management.

Sources: [3]; [5]; [17]; [20]; [14]; [24]

"Target costing is not a new development, it’s use has been
documented since at least the mid-sixties"[38]. Target cost results from
the difference between the product price, derived from how much the
Target market is willing to pay, and a desired target profit. Through an accurate
Costing | product design, the costs must be contained to achieve the target cost
External market factors intervene frequently in this SMA technique.
Target costing is especially beneficial for firms that have to ration the
number of products they produce.

Sources: [7]; [14]; [17]; [38]

Source: It is written based on the literature review.

Based on the features of these SCM tools, it could be said that all these techniques are
crucial to the achievement of company competitiveness and profitability. “The newer
approach to strategy from the aspect of costs and achieving business success is that it
represents a unique and sustainable way in which the company creates value” [14].What
opportunities for creating value do present enterprises have? For instance team of authors
[14] agree that currently opportunities are moving from material resource management
to management in the sphere of strategies based on knowledge, which affirm intangible
resources. This is a major reason for the need for the development of new “tools”, which
in the 21st century denotes assets based on knowledge and strategies of creating value,
whose realization they make possible.The necessary premise is that those make decision
in production and service organizations can effectively implement company strategy,
as well as price strategy only, when they understand them completely. And it isn't possible
without a clear understanding of the ways and steps which they may contribute to business
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success [8]; [17]. For usage these strategic cost management tools are necessary for the
complete analysis of enterprise’s environment.

1.2 SME’s definition and statistical information about them

There are SME’s in virtually all modern economies. SME’s have an important role
in certain economies and markets. The some statistics mention that SME's represent 90%
- 99% of the all enterprises in a state [25]. Currently, Czech SME's are followed by a basic
uniform definition of the European Union.

The European SME's Definition is rather complex. It defines "SME's as an enterprise
that employ less than 250 persons and has an annual turnover not exceeding 50 million
Euros and/or the assets of balance sheet doesn't exceed 43 million Euros" [29]. The SME
User Guide [41] mentions that there are three levels of SME's. The first level is typically
an enterprise with less than 10 employees and assets or annual turnover of less than or equal
to 2 million Euro. This level is called The Smallest Business. In the second level the
enterprises has to have less than 50 employees and the assets or annual turnover should not
exceed 10 million Euros. This level is called Small Business. In the third level the
enterprises have less than 250 employees but more than 50 employees and their assets do
not exceed 43 million Euros or their annual turnovers do not exceed 50 million Euros. This
level is called Medium-sized Business.

For a more detailed understanding of Czech SME's, please see on website of the Ministry
of Industry and Trade (MPO) [39]. Because the research questions are focused on Czech
SME's the information from the website MPO will help the reader better understand the
basic attributes of Czech SME’s.There was 1 066 787 SME’s of 31st December, 2011 in the
Czech Republic. This number can be divided into 814 897 SME's which are an individual
perosns and 251 890 SME's which are a corporate entities. The quotient of SME's from all
enterprises was 99,84% in the Czech Republic. The quotient of SME's added value was
54,43% 1in last year. The number of SME's declined year-over-year byabout 25 598
enterprises. This represents the main reason whythe research is focused on SME's.
Accordingly, their strategic cost management is of particular importance, which is also the
topic of this paper.

China’s study [14] states that: “Strategic management ideas are significant in enterprises
financial management since we must make efforts to analyze and grasp the general
environment and development tendency of an enterprise and therefore to improve the
adaptability, changeability and applicability of financial management to uncertain
environment.”

Currently, quite a lot of small and medium enterprises don’t have realized the
importance of strategic environment for the establishment and implementation of financial
strategies and accordingly failed to have proper analysis on their strategic financial
environment especially its internal environment.

China’s study [14] mentions that at present, most small and medium enterprises have no
systematic and complete budget system made up of sales budget, production cost budget,
general indirect cost budget, loss and expense budge and cash budget and so on. “Even
if some have such a system, its shortage of careful budgeting and strict implementation also
lessens the role of budgeting as well as the implementation of financial strategies” [14].
Mentioned situation is similar as in Czech SME's.
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2 Comparison of Strategic Cost Management Techniques

Based on different characteristics and published case studies, each cost calculation has
its benefits and limitations in the aspects of management accounting. The most significant
are clearly summarized in the following table.

Tab. 3: Strengths and Weakness of Strategic Cost Calculations 1/2

SCC

Strengths

Weakness

Activity Based Costing

. an appreciation for the potential
benefits of an ABC system may
suggest to the marketing manager
that a change to an ABC system
will be desirable. In this case, the
marketing function can join with
other users who may benefit from
ABC cost data to push for a

change;

« ABC/M 1is suitable for service
organizations, while traditional
costing is irrelevant for them

which diminished the

endless

disputes between the marketing
and production departments;

some overhead absorption costs and
old projects are uneasy to allocate;
the cost of a sales representative’s
engaging in nonstandard selling
activities is often excluded from his
or her performance review;

ABC 1s based on subjective
arbitrary cost allocations;

when the production volumes
change, ABC cannot predict profits,
therefore it is not adequate for
decision-making;

Sources:

[7]; [14]

[71; [14]; [33]

Life Cycle Costing

« LCC analyses are able to

systematically take into
the cost aspect in design

account
decision

making and also to find out the
factors that had the largest effect

on the total life cycle cost;

. an established customer base
provide justification for “spend to

save” decisions;

. enable decisions to be better
informed and enable a program or
process to be monitored more

effectively;

« when selling a product or service
based on the lowest life-cycle cost,
it’s important that all the benefits

are presented clearly
customer can make
informed decision;

so the
a fully

achieve feedback occur for the
benefit of everyone both inside and
outside the organization;

if LCC reveals any negative effects
or development in most cases it is
not possible to prevent these
phenomena or to eliminate or
otherwise control them;

costing allocates the full cost of the
product and it takes all the
constraints imposed by the concept
of absorption calculations at the
level of the full costs;

Sources:

[14]; [23]; [25]; [20]

[38]; [44]

Source: It is written based on the literature review
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Tab. 3: Strengths and Weakness of Strategic Cost Calculations 2/2
SCC Strengths Weakness

. there 1is strong support in the | .static character of TC calculation;
literature for a positive relationship | « when will decrease so much the
between  the  intensity = of | enterprise costs as a result of TC;
competition and benefits and | . imprecise or incorrect estimate of

adoption of TC; future costs as well as the estimate
. intense competition creates a need | of research & develop costs, that
for TC; can bring the limitation of usage TC

« TC increases the probability that | calculation;
the new products launched will be | . real estimate of future costs and
inside their survival zones because | pricing is very complicated process;
the competitive pressure faced by
the firm is passed on to designers
and suppliers in the TC process;

Sources: [1]; [4]; [13]; [17]; [20] [33]; [38]

Source: It is written based on the literature review.

Target Costing

From this comparison it follows that the Strategic Cost Management brings mostly
benefits to organizations. Based on the analysis, it is apparent that most SMEs can benefit
Strategic Cost Management Techniques. In the next section, I will discuss how SMEs can
use SCM tools in practice.

3 Discussion

The concept of Activity Based Costing it is intended to support strategic decisions
and to focus management’s attention on resource consumption. This concept can be used
by companies that produce many pieces of the different products that share overhead
costs [8]; [14].

Life Cycle Costing is used to manage profitability of products over their entire life cycle;
that is, from the early stages of idea generation, R&D and introduction, through the middle
stages of growth and maturity to the late stage of decline. This approach is mostly used
in companies with extensive research and development and also technical preparation
of production or It can be used by companies that focus on environmental management
accounting [44]; [33]; [38].

Target Costing is intended to manage enterprises that focus their attention on the price
customers are willing to pay, and use that as a basis to produce a product at a cost that yields
some desired profit. e.g. Popesko [33] finds it used in competitive industries where prices
are more likely to be determined by market conditions. For instance, as [17] puts it, “Target
costing is a management method that allows firms to provide customers with products that
they want, when they want them, at a price they can afford, and still earn adequate financial
returns. Target costing is strategic in nature and, if done properly, it creates a culture
of excellence in an organization that provides continuing strategic advantage. It is more than
a narrow focus on improving operating efficiencies or meeting cost budgets.” [17]

Researchers agree on the fact that is necessary that enterprises know and understand their
activities and the associated costs and result. It means the activities that are performed
by suppliers and customers and the impact on product and service effectiveness
and profitability. Freeman [17] describes ways to use several SCM tools in large companies.
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Freeman’s results show that the usage of SCM tools have positive influence on the
increased profitability and supports long-term profitability as well as related strategic
decisions.

This discussion confirms the increased relevance of SCM and also the need of more
research in this area. More research of SCM tools that focus on qualitative research
techniques is needed as this would allow for more nuanced interpretation of the relative
effectiveness of diverse SCM techniques. So far, researchers employing surveys have found
SCM tools have a positive effect on contemporary enterprises.

Conclusion

In this paper, I have reviewed the Strategic Management Accounting concepts focusing
on the most significant strategic cost calculation. I have described different views of costs
in Table 1 and classified basic characteristic of Strategic Cost Calculation in Table 2. There
1s also comparison of strengths & weakness of the strategic cost management methods. The
selected studies show that several strategic cost management tools applications can be
integrated in the enterprise’s cost management and pricing decisions.

Most of the research presented in this paper, have focused on such issues as what SCM
techniques are used by what kinds of firms, but not necessarily how [e.g. 5]. To help answer
the question of “how” SCM techniques are used, a survey and qualitative research approach
can help better capture how the techniques are being used.

For instance Zongsheng’s study [39] mentions: “Due to their different characteristics,
small and medium-sized enterprises have to establish their own financial management
strategies instead of copying those of the large enterprises.” For example, surveys can be
used to investigate the extent to which, and how Czech SMEs use SCM techniques.

No firm uses a fully integrated system of strategic cost management that incorporates all
of these approaches. However many large enterprises are using several of these techniques
concurrently. The techniques discussed are helping these companies move toward a more
robust and responsive approach to strategic cost and resource management.
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