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Abstract

There is a strong pressure from investors to repatounting items using fair value concept
upon economic boom. The financial crisis period maige an issue of revival of conservative
concepts in financial reporting, e.g. historical st& measurement and application of prudence
principle. Conceptual solution of valuation issuesed not to come out from current economic
situation and it is impossible to change this cqicevery time when economic conditions tend to
change. Unsystematically changes of valuation goiscenay conduce to instability of economic
system.

Research comes out from the analysis of benefidsriaks of variant measurement bases upon
various periods of economic cycle. There will bengix@d the applicability of these measurement
bases upon the period of economic boom as well as fipancial crisis. Measurement bases will be
evaluated from the aspect of information needseéstors, owners and managers. Study therefore
pays attention to the interaction of financial amdnagerial accounting in valuation issues.
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1. Introduction

Valuation (measurement) in financial accountingime of factors which determines
the quality and reliability of presented informaticsolution of measurement issues is one of
the key problems in current financial theory andctice. There may be seen a conflict be-
tween the requirements for relevance and timelindsmeasurement on one side and the
reliability and conclusive evidence on the othélesiHowever, it shall be stated that the im-
portant problem of measurement issues is the pbigsibf subjective manipulation with
values, which is possible when using certain meamsant bases.

During last 20 years financial accounting facedbglty the shift of reporting para-
digms from the historical costs concept towardsr faalue measurement. Another
phenomenon is the harmonization of financial rapgriapplying International Financial
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Reporting Standards (IFRS) or US GAAP (US Generallgepted Accounting Principles).
Summarizing previous researches in this field wicedhem focusing primarily on two ba-
sic aspects — the reliability and the correctnebshe valuation [e.g. Aisbitt, 2001;
Emenyonu & Grey, 1996; Herman & Thomas, 1995]. Adow to Alexander & Nobes
[2004], the factors affecting the development afcamtancy in a given country can be de-
fined as follows: colonial and external influencempact of capital providers, character of
the legal system, impact of taxation, impact ofaheounting profession.

A key aspect for the approached area of reporsinthat before the IFRS standards
were adopted in the European Union, it was stodhamges in particular which required
that listed companies present financial stateméntsompliance with the IFRS or US
GAAP. Previous researches dealing with the prolighiff using multinational standards
[El-Gazzar et al., 1999; Murphy, 1999; Ashbaugh)Q20Dumontier & Raffournier, 1998;
Leuz, 2003] indicate a positive correlation betwd@nlisting of companies on foreign mar-
kets and the level of disclosure and use of muibnal standards as basis for financial
reporting.

2. Valuation Issues in Financial Accounting

Applied principles of measurement and their regoiet are interdependently corre-
lated with the informational needs of external agespecially investors) and internal users
(managers). Owners of the company may behave amekiusers (e.g. minority sharehold-
ers) or as internal users. Requirements on comteatcounting information given by the
used accounting (and measurement) method are Btromgnected not only with the group
of users (internal versus external) but also withn®mic environment. Actual economic
environment strongly affects the requirements feasurement requested from users.

Upon economic boom there can be seen higher omtirafsinvestors which leads to-
wards requirement of measurement of all accounti@gs at fair value, which mainly
represents current market prices of assets. Ukisgcboncept means the turn from the pru-
dence principle and conservative historical costgept in financial accounting. Moreover
fair value concept in financial accounting leadsigher tendency of revaluation assets or
liabilities affecting profit or loss of the company

Upon economic crisis conditions users revaluaté tiews on accounting methods,
especially the measurement bases. When we trndodiut the reasons of economic crisis,
we can hear opinions that it was very optimistioimation given by fair value accounting
in the period of economic boom. But history usedédpeat: the greatest moment was of
course Black Friday at New York Stock Exchangegrafthich the crisis smite almost all
world in 30s of 20th century. Also at that timerdnavas often heard that accounting was
unable to provide the information which may helgergsto predict this abrupt change
[Musilek, 2008; Marek, 2008]. The reaction on thentioned crisis was the evolution of US
GAAP — national standards which may be allowedat®fthe problems like this. Of course,
it shall be stated that after the period of crésisnomy tends to break up strict conservative
rules and principles because of the pressure dhtlestors’ requirements; there can be seen
divergence from the prudence principle towards mmesament based on actual market prices
(or so called fair values). This evolution was ligiseen during last decades, not only at in-
ternational level (standards IFRS and US GAAP)disb at national level (requirement to
measure certain assets at fair value given by CAecbunting Act). As a good example
shall be stated the essential material of IASBefimational Accounting Standards Board)
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prepared by group of Canadian experts which deiitt the measurement of assets and li-
abilities upon initial recognition and declared tld@vergence from historical costs
measurement towards fair value concept. Quite itapbiwas also the common discussion
paper of IASB and FASB (Financial Accounting StantidaBoard) which dealt with unifica-
tion of fair value concept in IFRS and US GAAP [Bakova, 2008]. Of course all these
materials were presented before eruption of cureenhomic crisis. We think that the ten-
dency of fair value measurement results from tiwestors’ pressure: the main objective for
investors was capital spillover and maximizatiorsbért-term profit. It is impossible to ig-
nore the fact that all these requirements werengtyoconnected with economic boom
conditions.

Current economic crisis may evoke the renaissariceonservative approaches in
measurement, especially the applicability of prugeprinciple. Confidence in financial
market upon crisis is thrilled; there can be sdsng price swings. Swings in market prices
of financial instruments or breakdown of real estatarket may also evoke valid doubts
whether the fair value concept (and market pricinésmost reliable evidence) is really the
most objective and most reliable approach suitédlevide spectrum of users of accounting
information.

The research in the area of valuation and measunteimeecessary to handle not only
from concrete economic situation and current maceetditions, but it is essential also to
discuss the potential risks which are connected wiitch restricted view. Too “optimistic”
approach applied upon economic boom is based orvdhie approach. The high value of
assets which is given by active market or it issblagn the estimates in case that active mar-
ket does not exist, leads towards rising equityvalh as balance sheet sum and in case of
revaluation through profit or loss also towardgifie profits which can be distributed to
owners. It shall be also stated that the estimattdair values for non-financial assets, but
also for certain financial assets (e.g. shareq) tsdnave low level of reliability because of
subjective estimates of valuator or based on madkieat models which are connected with
restrictive assumptions.

On the other hand the approach based on accouwdimgervatism and prudence prin-
ciple in recession periods may (jointly with inftat) lead towards erosion of company’s
substance and deepen and prolong the recession.

Financial reporting outputs are intended for presém of the company to external
environment, i.e. to external users, who deterntivee requirements for reporting outputs
(i.e. financial statements and annual report). €hesquirements are (in certain level)
mapped to system of normative regulation of acdaagrih countries, or in global (multina-
tional) level. The influence of external users amntent of accounting information is
dominant during last decades and the role of owaptsmanagers is conformed to inves-
tors’ interest. In case those companies want toecaanoss a market and receive necessary
sources of capital for their businesses, they hayerovide investors required information.
In many countries (Czech Republic included) dongiaattrict accounting rules which pro-
vide to companies only very small maneuvering spicepresentation of information
according to their specifics as well as investogguirements.

3. Valuation Issues in Managerial Accounting

Accounting data from financial accounting are iteth not only for external users, but
further to information from managerial accountifgpafor internal users and owners. These
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requirements were much more respected during kestgs of accounting evolution. It is es-
sential that financial accounting shall rely ongence principle and its connection with the
relevance of accounting information not only frohe tinvestors’ point of view, but also
from the view point of owners and managers. Theeefee assume to concentrate our re-
search objective on deeper connection of finararidl managerial accounting.

Hence, it is necessary to solve the question, venetie system of transfer prices for
purposes of regulated financial accounting cantexithout the system of transfer prices
from managerial accounting. With the valuation ofputs it is also necessary to difference
internal transfer prices (intradepartmental pricasyl transfer prices for the valuation of
concern outputs.

Transfer prices are used for management purpose®ity directions: (i) as a meas-
urement of the performance and the motivation umsémt influencing the general behaviour
of a company (concern); (ii) as an instrument efdlelimitated competence and responsibil-
ity for the part of results of the company (congg(ii) as a tool of the allocation of costs
and revenues (by incurrence or responsibility)ntteeincrease of the concern net profit by
decrease of the total income tax and the paid itmghdy, but also to increase of the concern
net profit at the expense of minority owners of doepany, first of all by the distortion of
the actual profitability. Therefore it is logic#hat the valuation issues diffuse both informa-
tion systems: financial accounting and managetdebanting [Strouhal et al., 2009].

Managerial accounting as a specific informatiortexysuses transfer prices just for the
performance measurement and the motivation of respility centres, as well as an instru-
ment of the delimitated competence and resportsibfdr results of supplier and customer
centres and also for allocation of costs and resgmmong appropriate centres and on par-
ticular outputs.

The valuation of corporeal and incorporeal outgudsn the managerial point of view
takes on greater importance in consideration obfitamization of entrepreneurial processes
and the perspective performance management ofoimpany [Drury, 2004]. The develop-
ment of computer techniques and information teabgies enables to manage the company
from the other place than is current location afdurction and the sale of outputs, with the
possible separation of owners’ and managers’ [positi

Companies with entrepreneurially oriented busiragss geographical action, of differ-
ent law forms and with various business objectdiffered by various organizational and
economic structure of centres, which “communicatajether, create outputs by require-
ments of external customers and give each othemosdervices in dependence on the
character and difficulty of the part of the entespgurial process, which secure; every re-
sponsibility centre should be managed with the aifimthe achievement of the highest
efficiency of their costs [Russell et al., 2002].

Internal transfer prices are considered for suitasld motivation management tools of
the centre economy; they are assigned on variougdslef costing structure of particular
items of valuated outputs, although their contettitlve noted by the development of con-
temporary financial crisis and this fact will begically “projected” to the valuation of
particular transactions of centres under conditmfresach company.

Managerial accounting is primarily oriented on sdemand in the relation to transfer
prices, how correctly to determine and use intradiepental prices for management pur-
poses of the own entrepreneurial process. Trapsiegs are considered as a traditional tool
of the value management in this information sutesysand their application starts from
long-term experiences and from practically veriftadoretical basis. As they operate in the
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external unregulated information system, they niestletermined by such way, which re-
spects specifics of the company and its relevarddsein the area of the output,
responsibility, process or customer oriented vahamagement [Kral, 2006].

As for intradepartmental prices and their usingefisctive tool of the responsibility
management, three assumptions should be fulfilled thieir determination. Firstly, the in-
tradepartmental price influences decisions of dreennless is assigned advance, eventually
if rules for its assignment are determined advamberefore it is suitable as to be relatively
invariable and as to be given conditions, wherlianges can come. Secondly, intradepart-
mental price is the function instrument of the ngemaent, unless works with other
instruments of the internal responsibility managetmmainly with budgets of responsibility
centres; the clear way of the assessment and tiiertmf the intradepartmental price as the
positive management tool are important for its agstion by supplier centre and customer
centre. Thirdly, intradepartmental price of the log®neous output should be assessed on
the same level without relation to the fact, if@tlcentres take the appropriate output or the
output is sold to external customers.

Successful responsibility management supposesntrention assignment of intrade-
partmental prices of internal outputs given by pe:it The customer recognizes the
rationality in the case of the external revenuejsheilling to pay the market price for the
required output. The internal recognition of thegmsefulness in connection with interests
of the company is concerned with the case of therral revenue expressed with the help of
the intradepartmental price. Furthermore it is fiidego characterise in both cases the reve-
nue as recognition of the benefit connected wighrttional making of the activity.

Intradepartmental prices based first of all on €@sariable costs, full costs, full costs
with the counting of the profit mark-up), intradefmaental prices based on the market price
or assigned by the agreement among centres arenitbeithe valuation of internal outputs.

The choice of the intradepartmental price hastflagnce on decisions about the cen-
tre motivation, about the structure and volume igég outputs of the customer centre and
supplier centre, therefore the assignment and usinmarticular types of intradepartmental
prices are different.

The main content difference between the intradepartal price and market price fol-
lows from the various levels, when the purposefsdnef the created output is recognized.
The benefit on the border relation of the compamy e market environment is expressed
so, that the economically independent customerilligito pay for a sold output the price
answering by his opinion to usable parameters. H@nother side the valuated output of a
centre shows only partial, from the company lekelinternal recognition of its purposeful-
ness. Unless the output is given to the other aopsion or evaluation inside the company,
customer centre is restricted with the choice ef shmilar output from the external envi-
ronment by the priority of interests of the compasya whole.

The intradepartmental price is not a form of theligation of market relations in the
internal company structure, but the instrumenthef tesponsibility management, which has
to coordinate intradepartmental relations pointingthe optimal fulfilment of targets of
whole company [Wickramasinghe, 2007].

It is possible to deduce functions (from the toméd), which intradepartmental prices
shall fulfil in three directions. Intradepartmengalces should motivate workers of respon-
sibility centres to such behaviour, which will beoaomical not only for them, but mainly
for the company as a whole; unless these two vieMde in a conflict, needs of the com-
pany should have always the priority. Then intraatepental prices should perform as the
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measurement of centre activity and lead up to seerainment, how economically appro-
priate centres participated in the total economysulte of the company. Also
intradepartmental prices should reflect the leehe delimitated competence and respon-
sibility on particular centres, namely not only vartical relations of the superiority and
subordination, but in horizontal cooperative rela$i, too; they should be as tool of the
elimination, “delimitation” of results achieved Isypplier centre from results of the centre,
which receives intradepartmental output.

The significance and using of transfer prices aredémental for the company man-
agement. Upon period of the current financial srisiis necessary to give the sufficient
attention to its aspects in the sequence on egistystem of intradepartmental prices (and
its using for management purposes of companiesichwiill be modified in the certain
measure just by results of this newly incurred ricial crisis. Appropriate results will be
shown both in transactions among supplier and musstaentres inside the company and in
valuation transactions of concern companies.

4. Methodology of Research

We assume the research follow-up connected toeblts of the particular research
which was performed in this area. The final redeaeport will synthesize theoretical, ana-
Iytical and subjective elements. It will leads tod& practical recommendation for
companies, investors and regulatory bodies in treclt Republic.

There were used following research methods: (iheragtical and statistical methods;
(i) comparative analysis of accounting standatéhsaand its influence on reliability of re-
ported accounting information (from the externall anternal users point of view); (iii)
analysis of financial indicators (based on particaluation approaches), their modelling
and testing upon particular periods of economidesy@v) field research; evaluation of the
valuation approaches, generalisation of the reanlitispractical recommendation for particu-
lar groups of users.

4. Conclusions

The background for the research in the area ofatian is the detailed analysis of the
evaluation approaches under national and intermatibnancial accounting principles in-
cluding their comparison based on statistical apd-statistical indicators. The future
research will be divided onto two phases.

First phase will be the base of this fundamentséaech and its objective will be the
complex evaluation of all relevant approaches foatioon and measurement. There will be
especially discussed two major (and alternativedr@gches: historical costs measurement
and market value approach. During the analysisarket value approach there will be ana-
lyzed two major alternatives: fair value measurengfesich is based on active market and
is independent on the position of the company) am@surement which is based on the
market position of the evaluator (i.e. seller oydm). Sellers will measure these items using
realization values; buyers will measure these itesisg replacement prices. Measurement
which is based on the position of the evaluatorwile mark as an “entity specific value
model”.
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All these alternatives will be tested from the velece, objectivity, reliability and risk
level point of view. Risks will be evaluated depirgdon the valuation base.

Upon the analysis of risks which are connected wWith market based valuation (fair
value model and entity specific value model) theié be evaluated the risk of the market
price swings, proof of valuation and the risk frtme possibility of the subjective manipula-
tion with accounting information. There will be alsreated the risks connected with the
determination of fair value (or market value) irseaf non-existence of active market when
shall be used certain estimates, mathematical re@del

Upon the analysis of risks which are connected thighhistorical costs approach there
will be evaluated the risk of inflation underestiioa of assets which may lead towards the
erosion of company substance. We will also dedh Wit reliable determination of histori-
cal price, especially for the self-made assetsg{td@s as well as intangibles), as it may
leads to the important risks in the way of manipataof profit. Finally there will be also
discussed the topics concerning impairment of Hsets.

The potential risks of all valuation approached bd furthermore evaluated based on
the particular phases of economic cycle as welftam the information requirements of par-
ticular groups of accounting information users éstors, owners, management).

The consequent research in the area of managedalating will be oriented on the
valuation of internal outputs for the value manageinThe valuation of internal (corporeal
and incorporeal) outputs is made on such basisshwiiie company can determine, on the
contrary the valuation in financial accounting mistin context of used accounting princi-
ples and legislative regulations.

Information about the valuation in managerial actg is determined to the using
for the top management and particular managenadlide i.e. for internal users. Their re-
quirements on the valuation are reflected alsoh® #&ccounting system; in case that
company uses double ledger-bookkeeping systemdsred accounting information, this
system provided the information not only for mamagat decisions but also for financial
accounting. That's why the aim of the researchni®ig others to find out and solve the
dual valuation approach in financial and manageagabunting.
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