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Recently significant changes have taken place arespand business
environment, in the pressure on business subjectsnathe requirements
of owners, managers, banks and other stakeholdeenguring adequate
information. These changes are reflected (amongradthings) also by
need to consider practical ways of use traditidnals and methods of
performance management. Undoubtedly managementiioeg which is
often referred to as the backbone of informationnaggment ranks
among these tools.

Ensuring a satisfactory performance level is on¢hef fundamental
prerequisites for the successful development oh eampany. Securing
abundance of high quality information, which refldee level of business
performance and help all involved bodies to una@atn what direction
and why the performance is developed, as well aspissibility of
controlling the way they should develop, requites éxistence of quality
and complex information system and management @osystem. Under
the terms of such a corporate information systeantiqularly in matters
relating to financial performance, an accountindgpsysstem plays an
important role. Accounting is always associatedhwdecision-making
tasks of various subjects and therefore it shonkbke them to take the
right decisions related to the company.
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This paper is a follow-up to an earlier one, whighs processed
within the project supported by the Internal Gragency of UEP "The
Roleof Accountinginformation inFinancial Performance Measurements”.
The core of an earlier output was measuring anésasy) financial
performance by external users of financial infoiora{Halit, 2010). This
paper focuses on performance management from mahagewpoints,
thus enriches the previous output with a new petspgeon the issue of
performance measurement. The paper simultaneotisly to compare

both approaches, if it is desirable.

On the other hand, it should be noted that althotingh financial
performance seems to be a key factor in the managgerontrol, it is still
only a partial aspect that affects more complexoperance at a broader
level of understanding. The relationship betweenegaly conceived
performance and financial performance of the comg@nmarily from
manager’s point of view) will be an issue of furntheesearch and
conclusions will be published in subsequent papers.

The paper discusses the role of management acngunt
performance management. It seeks to clarify thaticglship between
management accounting system and performance naeagesystem.
Both of them can be understood as subsets of mamgeontrol system
in general, but they perform different roles witltinThen the paper deals
with a dual concept of measuring and managing Gizuperformance. It
emphasizes different information needs of differgmups of users with
key regard to managers (internal users of manageraeoounting
information).

In this regard, the paper (and the related resgéochises mainly on
the following objectives:

= to analyze the role of management accounting iffopaance
management system and to assess its importance,albat
highlight areas where management accounting suffers its
limitations,

= to assess to what extent the information needs afagers are
compatible with the information needs of externakrs, and
consequently to consider whether it is better tsigie two
separate information systems for external and nateusers or
prefer the pursuit of their unification.
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Perfor mance as a Quantity

Performance of an Enterprise and its Management

Business performance can be generally defined eshhbracteristic,
which assesses whether the business process behishieve business
goals within a defined time period. If so, this @deristic should also
measure the extent it occurs and assess what gactortribute to it.
According to Wagner (2005) the above definition liep the following
context: The objectives of an enterprise are rasulbf objectives of all
subjects that enter into a relationship with thenpany. The assessment
always depends on the questions for whom and fat \whrpose is the
performance assessed (assessment of performalacpugose-oriented
evaluation).

This observation is very closely tied to a dual acaption of the
financial and management accounting. This issué vél discussed in
chapter “Dual Concept of Financial and Managementdunting”.

Other sources characterize performance measuremgrd same way
— for example as “the process of assessing thecgofy with which a
reporting entity succeeds, by the economic acgosivf resources and
their efficient and effective deployment, in achrayits objectives” (See
CIMA, 1982).

Determination of targets and objectives of différewolved subjects
is crucial for the interpretation and conception pgrformance. The
traditional determination of the objectives of amtegprise was
historically oriented primarily to maximizing valder business owners.
This concept is based on shareholders theory. €hfermance achieved
is then understood primarily as increasing the ealucapital invested by
the owner of the company. This kind of performace® be suitably
described by the financial measures, which resaltgnderstanding the
performance only as its financial (value) compon&ihether financial
measures can reflect generally conceived businedgermance or not
will be examined in the chapter “The Relationshigiwieen Financial
Performance Measurement and Management Accounting”.

In the course of time stakeholders theory has namd more
forcefully come in useful. This theory is basedtba assumption that the
aim of the company is not only to meet the expemtatof its owners, but
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also expectations of other interested bodies inidmity (Stakeholders).
For many of these interested subjects many aspeetsnore important
than the company’s financial results. Performanse then to be
understood in a broader context. In such a sitnatigs not possible to
simplify the performance by reducing to its finaldivalue) component.
This extensively perceived performance can no Iobgeassessed solely
through financial (value) indicators and measutest tare not able to
evaluate non-financiabspects of business.

While managing performance the managers strivenfioance the
economic subjects’ development by a rational wasp-that they would
be able to fulfill the aims they have been foundl@d(see Kral, 2007).
High-quality and sophisticated performance measargmsystem is one
of the fundamental prerequisites for the succesbfidiness process
management. The status of performance measurerysetrswithin the
enterprise information system will be further diseed in the chapter
“The Relationship between Financial Performance $deament and
Management Accounting”.

Financial Performance of an Enterprise

In the previous chapter a view on the entrepreakpriocess which
assesses the level of achieved performance in pretvensive way was
described. Only a comprehensive and complex petooa reflects how
the firm leads in a competitive environment and ks future growth
prospect is like. Financial performance, which &sdd on traditional
accounting measures, is hierarchically subordindt of a complex
evaluation of company’s performance. It is “only” sabset of such
holistically understood performance.

The reason for this subordination is obvious: foiahperformance of
the company, of course, needs to be assessedfungngial criteria. Over
time — and especially in recent years — the fupatential of performance
has been increasingly emphasized. The main impmetah information
on company’s performance is not in the retrospectissessment of the
economic events, but in providing a basis for degdon options of
future development. The main task of measuring goerdnce is —
according to Wagner (2005) — to help to find answter questions how

! Examples of non-financial aspects can be “quiastitsuch as customer satisfaction
and loyalty, the level of corporate culture, ailif the company to innovate, etc.
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our present and future decisions and actions dunn&ito the future
benefit.

If we emphasize the strategic potential of perforoea of
continuously ongoing business process a numbeilffefte prove in a
way that financial measures are not able to capturthey prove even in
opposite way than how these effects are reflectedhé accounting.
Accounting is tactically and operationally orientembl and therefore
sometimes fails to reflect and satisfy the requeaeta for information
support of strategic management. The financial gperince measures
and benchmarks are in accordance with the usudititnaal business
objective, which is raising the value for the owradrthe company,
however it may give misleading information abowg throadly perceived
performance that reflect the extent to which thenfhas complied with
the objectives of all stakeholders.

Many analytical performance measures are based lmn dbove
mentioned criticism. They are based on the idea tha performance of
the company can be better described by a wide rarigedicators that
are directly tied to the level of future economenéfit, rather than by the
general estimate of future benefit, that is exprddsy one comprehensive
(synthetic) measure. Systems of analytical perfoceameasures2 are
definitely much more suitable tools for the assesgrand management
of comprehensively understood and strategicallerted performance.
That is, especially, for the following reasons:

2 Perhaps the best known and the most sophistisystdm of analytical performance

measures is the concept of Balanced Scorecard (B&Ugh integrates criteria and
tools that were previously used mostly in isolatitridentifies relationships between
four major prospects and links them with busineistom and business strategy. A
major contribution of this approach is a new untemding of the financial
perspective. It is the attempt to create a moreprehensive measurement system of
company’s performance. Traditional measures corsitldhe level of financial
indicators as a determining factor in business goerdnce. Thanks to the BSC
concept much greater attention to the scales arabunes, which are an important
indicator of business performance in strategic thoeizon, began to be given. The
level of care for employees began to be taken d¢otwsideration as well as the way
the company appears to its customers; it is alssiple to express how important are
the innovative activities, etc. Only as the impatteaching the desired level of so-
called value drivers, the objectives in terms official performance measures (so-
called value results) can be met.
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= system contains natural criteria and measures, hwhiave
essential significance for assessing the finanp@formance in
the long (strategic) run;

= wide range of indicators allows their decompositioto sub-
indicators, which are better understood by resjilitgi centres,
which stand at a lower hierarchical level of orgational
structure; it has a positive effect on their mdiwa, working
moral and mutual communication and integration;

= every company can create a system of measuresesutiarks,
which will support its strategy and ensure its #igk with top
objectives of the company;

= for all the above-mentioned reasons a comprehersgistem of
indicators is more effective management tool.

All of us assess some kind of performance in eweyyde. Whatever
activity people are engaged in, they always comswleat has to be
sacrificed on one hand and what does the activihglihem on the other
hand. By mutual comparison of sacrifices and béndhe individual
comes to the conclusion on what level of perforneame or she has acted.

Such a general view can also be applied to busiaeBgity. The
essence of business process is always the trarstformof inputs to
outputs. Inputs that were incurred in business gs®ccorrespond to
sacrifices that were mentioned above and outputschware gained
thanks to the business process, then corresporbnefits that were
mentioned above.

If all the inputs and outputs are measured usingnitial (value)
guantities, we assess the financial performana@éeftompany. In order
to reach the desired level ihancial performance, it is necessary that
the value of total output exceeds the value of iofaut. The main motive
of business is a general appreciation of inputgdiging a higher output
value.

Financial performance of a company can be genedafined as the
characteristic, which assesses whether the busipes=ss helps to
achieve financial (value) objectives that have been. If so, this
characteristic should also measure the extentatirscand what factors
contribute to it.
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Fig. 1. Transformation Process

Transformation
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Source: Inspired by Fibirova — Soljakova — Wad2605).

From the relationship between costs incurred amsh@wic benefits
gained some important criteria for the rational elegment of the
business process can be derived. The most impodarthese are
measurements of economy, efficiency and effectisené&conomy is
rationality in the use of economic resources. Tiheia to achieve desired
outcomes at minimum cost. The effectiveness batameeurred costs
against achieved economic benefits. This dispasitysually quantified
by profit. Finally, efficiency is the ratio of efféveness (i.e. profit)
related to the total of economic resources employed

Content and Scope of Management Accounting

It is necessary to define some additional concbptere examining
the relationship between performance measuremersteray and
management accounting system. The performance tandonception
were discussed in the previous chapter. Now ietsegssary at least briefly
define the content and conception of managemenvuating. These
issues will be furthermore elaborated in subseqdeapters of this paper.
Meeting the objectives of this paper requires my assessing the role of
management accounting in business performance mesasnt, but also
assessment of the role of accounting in generlisnprocess.

Management accounting is a very important toolf@asuring and
subsequently managing the financial performananadntity.

Methods and tools of management accounting in uaricompanies
largely differ. It results in the lack of a cohetepproach to management
accountingAlmost all professional textwhich arefocusedn accounting
theory, are aimed primarily on financial accountirfgublications aimed
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at the management accounting are then engaged irticpiar
applications of management accounting tools in tbanceptual issues of
accounting theory.

Despite the absence of a comprehensive approaclcawefind a
number of content definitions of management acdongnt~or example
the definition of the Chartered Institute of Managst Accountants
(CIMA) of the United States of America can be menéd: “Management
accounting is the application of the principlesao€ounting and financial
management to create, protect, preserve and imcrgaklie to the
stakeholders of profit and not-for-profit enterpgs both public and
private. Management accounting is an integral mdrtmanagement,
requiring the identification, generation, preseptat interpretation and
use of information relevant to:

» formulating business strategy;

= planning and controlling activities;

= decision-making;

= efficient resource usage;

= performance improvement and value enhancement;

» safeguarding tangible and intangible assets;

= corporate governance and internal control” (see AI1B82).

During recent years management accounting has gooer
continuous developmeitOne of its key features is the fact that it has
been increasingly extending beyond the principldsdouble-entry
accounting. That is because of the requirementstifoeliness and
originality of various reports and other informati@>ther methodological
elements are often applied in a modified form. Mgament accounting is
thus understood as a system of value (financidrimation aimed at
purposeful selection of both accounting informatim information from
other subsystems of the information system of aerprise as well as
from the surrounding environment. The motivationcafrying out such
special-purpose selections of information is tovte as wide range of
information for decision making as possible.

The result of the need to ensure information sujppmr emerging
methods and tools for measuring performance managemccounting
covers information that is beyond accounting methMdlen management

® Developmental tendencies are discussed belowie detail.
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accounting seeks to integrate such information iisofield, it goes
beyond traditionally-based accounting system. Tdgpect we will be
discussed in the chapters “Dual Concept of Finaheilad Management
Accounting” and “Trends in the Conception of Perfmnce and
Development of Management Accounting”.

Dual Concept of Financial and Management Accounting

The company must be seen as component of a complaork of
relationships. Each entity that is part of thiswak, aims primarily to
meet its own goals and achieve its own economiefitetowever, it is
also important to highlight that the issue of negtdifferent objectives
naturally brings the need to make different dedisiand consequently the
need for differentiation of source information. Tlmne and only
economic reality must be examined from many difierperspectives.
Narrow specialization and disciplinary perspectiwdjch enabled a rich
analysis of the economic situation from a spe@fint of view seems to
be insufficient. The present development requiresirderdisciplinary
perspective; the reality needs to be explored snctuall the linkages and
causalities.

Performance evaluation is also dependent on qumsstey whom and
for what purpose the performance is assessed. Rhemmanagers’
perspective performance is generally regarded & \moad-based
characteristics, which assesses the extent thecuijfils its objectives.
On the contrary, external users’ perspective orfittecial performance
is limited by the financial accounting regulation oy the legislation in
many countries (including the Czech Republic).

Performance M easurement and its User Differentiation

The very first question that should always be sglab performance
measurement is: “For whom do we actually measueeptrformance?”
In general, it is possible to answer: “For anyorf®was something to do
with the company and therefore needs to be infornabédut its
performance”. On the other hand, not all stakehsldeerceive and
understand the performance in the same way. Thizetause each of
them uses the information obtained by other means.
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It is purposeful to divide all the involved subgdhto two groups
according to whether they have the opportunityiteatly influence the
activities, whose performance is under considenato haven't. External
users have many reasons to be interested in basipedormance.
Wagner summarizes the most important of reasorisllasvs (for more
details see Wagner, 2009, pp. 55 — 56):

= they need to reach a decision about their relatipngo the
organization;

» they need to enforce their rights to the organmati

= they need to influence the direction of developmentthe
organization;

= they need to regulate performance and behaviogefts;

» they need to compare the performance of the orgtaorzto other
subject’s performance.

Internal users also have many reasons to be itgerem the
company’s performance. The essence of all thesemeas conception of
performance measurement, which is understood bynteenal users not
only as a desire to obtain “mere” information abth& performance, but
especially as high-quality information support fieanagement control. In
order to have good business prospects for suruivéthie long run, it is
necessary to look far enough into the future wheanaging and
influencing business activities to achieve a satisfry level of
performance. Factors that determine the long-temowip potential
(employee skills, customer satisfaction and loyattyrporate databases,
etc.) are either very difficult measurable or natasurable at all in the
accounting system. The only financial measures laready ceased to
reflect the evolution of this dimension of performa and should be
enriched with non-financial, especially stratedicariented criteria. On
the other hand, financial measures have a kind ovkreign status.
Fulfillment of the objectives of the company and stakeholders is
eventually just the proper way to achieve goodraia results (financial
performance) in the strategic time horizon.

In the context of the above-mentioned differendiatiof decision-
making tasks of individual subjects that are indezd in the business, it is
necessary to adequately distinguish the data witl@raccounting system.
The natural result of these claims is the separatfaccounting designed
for external users (i.e. interest groups outside #nterprise) from
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accounting designed for internal use (accountingaasinformation
support of management control).

The natural emergence of two separate accountistgrsgg may not —
and even should not in my opinion — necessarilylymwo different
approaches to the conception of performance measmte The different
needs of different users require a different stmecand sometimes even
different content of output information or statertsenabout the
performance achieved, but they not require differeanception of
performance itself. The information technology hdsveloped and
expanded in such way that they offer almost lirsglgossibilities of
supporting managerial decision making and manageowrirol as well
as possibilities of ensuring the information needs all other
stakeholders.

If the external and internal users require différaformation it is not
necessary — what is more, it is not even correcinguthe boom of
database tools and technologies — to archive tifrmation in two
different data stores in a different structure dach of them. The correct
way is archiving of data in one central data storeyhich each piece of
information has a number of different attributesttheflect different
views of different groups of users. Differentiatedemands for
performance information is then simply a matteffilbéring data in the
required database dimension and required strucliuige.not a matter of
the need to obtain different underlying data.

This consideration can be further generalized. Tihtegration goes
far beyond areas of financial and management actiogrand associates
data of many professional disciplines such as ntarge management,
logistics or others, including information from tlegternal environment
of the company. Only such a complex integratiomnfdrmation allow
comprehensive assessment of business performamcmrdless of
whether the entity’s performance is assessed bjesisbstanding inside
or outside the company.

The Impact of Dual Conception on Perfor mance M easur ement

All the above manifestations of duality in the ceptof financial and
management accounting are also reflected in theforpeance
measurement, of course.
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From the mutual status of the owner and the managerof a
company four basic functions of performance measard can be
derived. Performance measurement can be underasood

= information support of management conftol;

= information support of owners’ decision-making &3k

= information support of decision-making tasks of esthnterest
groups (stakeholder$):

» information support for the assessment of manageria
performance.

The first mentioned function relates to the compredive (managerial
viewed) performance with all its specifics. Manag@t accounting
system with its tools and outcomes is the datacgofor assessing the
performance of this type. The remaining three fiamst bind to the
financial performance, which assessment is bas@udaply on data
provided by the financial accounting system. Tha/wthe performance is
understood by external subjects standing outsieedmpany.

The information on the financial performance kelmanagers to verify, if the

required level of performance corresponds to theeeted. Then, managers should
identify and analyze any deviation and identify tdaises of their origin. Significant

deviation is desirable to examine in more detdils Isuitable to examine the factors
that contribute to its formation and trace its imoglions for the business process.
Quality analysis helps to assess the prospectsitafef performance and to correct
identified negative deviations.

Information on the financial performance of theezptise should help the company's
owners to answer the question: “What developmemt lba expected in future
periods?”. The owner must be able to use this mé&tion to make an informed
decision about their future relationship with tlempany. We can therefore say that
the owner is interested mainly in the performarfcén® business process as a whole.

As in the case of the first mentioned functiorthiis case it is the performance of the
business process itself. The other interest grarpsinterested in future business
prospects and they need to decide on its futuatioakhip with the company.

Thanks to information on the performance of tlenpany its owner is able to
determine whether managers are acting as expeetdlbwing these findings the
owner makes the decision to reward managers aniglegate their powers for the
future periods. Performance measurement has e#peciderial and incentive

function.
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Content and Structural Differencesin Financial and M anagement
Accounting

As already mentioned, the primary cause of differeontent and
structural concepts of financial and managemenvwadmg are different
requirements of internal and external users of @tiog information.
Financial accounting system provides informatioppgut primarily for
external users, who are business owners, invesarployees, business
partners, stock exchanges and other interestedegartvhile the
management accounting system provides informatippat for internal
purposes and management control. This informatarstitutes the basis
for decision-making tasks of the managers.

The fact that each of these two systems refleesideds of different
group of users of accounting information resultshieir dual conception.
This comes through especially by:

= different recognition of assets and liabilities;

= different recognition of costs and revenues;

= different measurement (valuation) principles;

= different structure and detail of information desytd.

All these symptoms are very closely related anerintined with each
other, thus they cannot be seen as mutually segbhcahsequences.

In management accounting assets — especially itlengssets — and
liabilities can be perceived and recognized diffidsethan in financial
accounting. The economic nature of transactiomsush more substantial
for solving managerial decision problems than thegal form that plays
an important role in the financial accounting syste

These differences reset in different definition aadognition of costs
and revenues in both accounting systems. It mag teathe different
levels of profit / loss for the period measuredjalihmeans the differing
level of financial performance achieved. Revenued especially costs
are in management accounting differently definedtenrms of value
expression and measurement, as well as the steuatd frequency and
moment of their detection and evaluation.

Within the management accounting system a much rwiglege of
measurement is applied. A number of pricing modssed on the
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expected future development are applied, whileniiel accounting is
linked to demands for reliability and verifiability

As a demonstration of the above, we can use arclos& at the
income statement, which measures the level of filmhrperformance
achieved when combined with the balance sheet.oMardemands of
users of accounting information lead to the diffees between revenues,
costs and profit in both accounting systems. It tmoscessarily be
reflected in the structure and content of the ine@tatement. While the
financial accounting strives to hide many importdatails (for example
particular factors influencing the gross profit)amagement accounting,
on the contrary, provides very detailed and cakefudtructured
information on these issues. Nowadays, many corspahudget and
sequentially evaluate this information in five asge

= product aspect provides information on how salesmfmdividual
products or from groups of products contributehi® performance
achieved;

= customer aspect shows how individual customers ustooner
groups influence the gross profit;

= territorial aspect shows how the profit is influeddy the sales in
different territories, where the firm sells its put;

= distribution aspect provides information on how thefit is
influenced by the sales via different distributicimannels, which
the company uses to meet its customers;

= responsibility aspect shows how the individual esslicontribute
to the overall profit.

Diminishing of Differences between Financial and Management
Accounting System

Financial accounting in its traditional form is migi focused on the
past, while management accounting provides datacéonparison the
actual state with the intended one and especially @ssessing the
alternatives of future development. On the otherdh#@ should be noted
that the financial accounting has experienced nantis development
and recent trends aim to capturing the transactiotise context of future
benefits.

Development of International Accounting Standardmtérnational
Financial Reporting Standards (IAS-RS) and especially U.S. Generally
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Accepted Accounting Principles (US GAAP) is undexywn accordance
with future orientation tendency. It is not legitite to assume that the
systems of financial and management accounting teadutual fusion,
but it can be argued that the development of IABRS and US GAAP
weakens the causes of a dual concept in a rangeea$. What is more, it
encourages mutual convergence of both accountistgrsg (i.e. financial
and management accounting).

This tendency can be documented for example bypeeasing effort
to separate the transactions related to ordinatwites (operating
activity) from peripheral or incidental transacton(non-operating
activity) (see FASB, 2010).

Another example is the possibility to present th@me statement in
accordance with US GAAP only with classification ekpenses by
function (see FASB, 2010). This kind of classifioat provides bettér
information on company’s performance. Managerialome statement
should always be classified primarily by functioh expenses, which
provides much better information support for mamaget control. The
information about nature of expenses is rather ¢em@ntary and serves
as a basis for ensuring proportions, stability balhnce between the need
for resources and external business environmenthnikiable to provide
them (see Kral et al., 2010, p. 70).

Another example is the requirement of IAS / IFR# &% GAAP for
displaying of lease transactions, which is basedemorting, measuring
and depreciating of long-term leased fixed assgthé lessee.

Information needs of managers, however, will alwhgsspecific and
will stem from very different motives than from tle&ort to distinguish
the information required from the data from fina@ccounting system.
“As traditional view on the management accountingsa content and
structure comes from contrast to financial accagjtirecent stage is
more characteristic by values whose effort is teroeme its narrowly
disciplinary orientation and to find interface tongiple question how to
incorporate  management accounting information irgerformance
management systems by the most effective way (sé&le 2007).

8 Better quality of information on the performanesults from the need to recover the
factors that influence gross profit.
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Developmental Tendenciesof Perfor mance M easur ement
and M anagement Accounting

In previous chapters the trends which result inarfizial and
management accounting convergence were highlighfidds trend
reflects both the information structure (an examslecreasing effort to
separate even in financial accounting impactsedl& the major activity
from other effects, which are incidental or perih@ature) as well as its
content (an example might be an effort to focusfutmre impacts in
financial accounting, which is reflected in thergasing effort to evaluate
a range of asset items in Fair Value). This chapteuses on the
deepening differences between the financial andagement accounting.
Despite the aforementioned mutual convergence ofnftial and
management accounting, management accounting rengitool for
solving very different problems and, consequentlgyelops differently
than financial accounting in many ways. Many ofsthénon-converging
tendencies” are proved very strongly in the mattér providing
information for performance measurement.

Requirements on management (and therefore nedgssiso the
measurement) of financial performance as a magiofan future growth
potential of the business have evolved over timee Evolution, of
course, must be reflected by appropriate developroErmanagement
accounting, as the central instrument of managenoemtrol. This
development causes deepening and strengthenirtge afual conception
of financial and management accounting.

A number of developmental tendencies pervadedekieinn previous
chapters of the paper. At this point | considexppropriate to summarize
and organize these tendencies into a list. Howewvenes not pretend to
be a complete listing, but rather strives to higflithe most important
trends in measuring the financial performance anthé development of
management accounting, which is an important tootHis measurement.

Developmental Trends of Financial Perfor mance M easur ement

The performance of the company has been incregsmagteived as a
potential for future success and growth, rather than as a simple glance
in the past. The main task of measuring performasde help to find
answers to questions how our present and futuresides and actions
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contribute to the future benefit (see Wagner, 200547). Business
performance has been thus increasingly seersiaigtagic parameter. In
the long term, dynamics and success of businessafewent and thus its
performance depends mainly on the quality of itategic management.
Strong focus on the future requires the valuatibassets and liabilities,
and consequently costs and revenues, based ontedpettre benefits or
sacrifices (estimated present value of future benedind sacrifices,
estimates of market prices, etc.). Management atocwy has adapted
quite successfully for these requirements, whitaricial accounting in
this regard remains — and must remain — more ptuaiah consequently
more conservative. Valuation tied to future expiote is characterized
by very high level of subjectivity, which is unaptable in financial
accounting, where is much more room for risk ofsmbof information
asymmetry between users and producers of repddsrimg about the
performance.

An important amount of economic resources is sphming the
innovation part of product lifecycle. The benefit these resources,
however, is approved by the revenue recognition hmiater than the
expense had incurred. The matching of realizednm&s® and incurred
costs should be based on the length of produatylide, rather than on
traditional fixed (usually shorter) period. (For realetails see Kral et al.,
2010.) Then it brings much higher information pdiEn This aspect
primarily refers to thecreation and use of intangible assets which are
cornerstones of competitiveness of the companidaytoThese assets
therefore belong among the most important itemsssiets (of balance
sheet). Time period in which the company achievesebts from the
intangible assets is usually delayed in compariwith the period in
which the economic resources were sacrificed ani@es that have
established the potential to generate future benefére undertaken. At
the moment of sacrificing these economic resourgekich means
creating of intangible assets) only estimating afufe benefits is
possible. In this regard financial accounting suffer its prudence again.

Just described time mismatch between the sacridiceeconomic
resources and getting the benefit from them is edusy increasing
tendency taver come the discontinuity of performance measur ement.
This limitation stems, inter alia, from performameasurement based on
a fixed time period, for which the desired paramsei@e planned and
budgeted. However, the final comparison may be nwadg when the
evaluated process itself and all its direct consages had been
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completed. Such aggregated information on the getdiperformance can
satisfy external users, whose mission is not tavelgt influence the

business. However, such information is insufficidot company’s

management needs. Managers need to know not diolymiation about

the performance as whole, but especially detaitdorination about the
factors that led to its achievement. Such infororatis, of course,

obviously useful for external users too. Knowledgfethe causes of
performance achieved is an important aspect ifméuartlecision-making,
because it allows making much better forecastsutifré development.
Managers of a company are responsible for its memagt, so they need
information on performance as soon as possiblegh&bit is possible to
influence and control the development of perfornearit is too late to

obtain such information when all processes haveadly taken place. In
terms of time, therefore, demands for informatidrdiéferent groups of

users are fundamentally different.

Another trend identified by Wagner (2005) and K{&D07), means
the perception of performance as iabernal source of the ability to
achieve success in the external (market) environment. The objectives
of the company and the chosen ways to achieve tlam,usually
formulated by managers of the company, howeverfitia performance
recognized is always up to the external environméhis trend leads to
the perception of business performance as thetyahi satisfy the
demands of all stakeholders and not only of theeyg/rones. This idea is
based on stakeholders theory and comes true itigador example by
application of analytical performance measures @mample was
mentioned above — it is Balanced Scorecard). Ia thgard, customer
worth of paying special attention, because his ar decision to buy or
not to buy the product of the company determinesrapetitive position
of the company and the level of financial perforeceachieved.

Developmental Tendencies of Management Accounting in
Relation to Financial Perfor mance M easur ement

Changes in business environment are accompaniddugfopment in
the understanding, perceiving and measuring ofop@dince. These
changes must be, of course, reflected in the mameagieaccounting to be
able to respond in a flexible way.

Many current trends stem from the effort to hightighe strategic
perspective and its information support. In thisiteat, however, the
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performance should be seen in broader concept jtiginas financial

performance. In this chapter we will focus on depeftental trends that
are directly connected to shift in perception @& timancial component of
performance. These may include in particular (se#, R007):

*  management accounting as a financial (value) infdion system;

= financial and non-financial management integrity;

= change in time parameters of accounting informatifam
operational and tactical management;

= multidimensionality of management and its inforraatsupport.

Management accounting as a financial (value) information system

Management accounting is still linked to traditibr@oncept of
accounting information, however, especially the spuge on the
timeliness, richness and originality of the infotioa for future decision-
making makes it necessary to abandon the stricticappn of all
elements of the accounting methodology. The infdionais often
transformed beyond the double-entry accountingcipies (such as
product costing).

This trend is also documented by the above merdicsféort of
management accounting to react to current issuegesformance
measurement. The effort results in increasing ttopes of management
accounting. Management accounting is defined ratherits user
orientation (i.e. focus on the needs and demandsaoiagers) than by the
type of information (which would meet the charastitzs of genuine
accounting information) (Wagner, 2005).

Financial and non-financial management integrity

There has been an increasingly strong pressurénkage financial
information with the natural (material) aspect b€ tbusiness process.
Complex performance measurement systems such asd@al Scorecard,
which links financial performance measures with wmber of non-
financial (natural) criteria, can be a suitablerapée.

The integrity also presents itself by tight linkin§ value quantities
with natural aspect of the business process. heisessary to see the
specific operation or activity behind each piecevalue information as
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well as the specific purpose of the expenditureeasonable amount of
economic resources.

Changein time parameters of accounting information

This change relates primarily to information foreogtional and
tactical control. Pressure on the speedy presentatif accounting
information is evident. Management accounting isamaloning the
principles of reliability and relevance, becauseytmecessarily imply a
rigidity and delay of information. Management aauing focuses on
providing a variety of reports reflecting the maesag needs with
minimal time delay.

Due to the risks arising from information asymmetrg information
with a high level of reliability has of course eptienal value in financial
accounting. It is usually associated with reductioriimeliness of such
information, however, it is an acceptable sacrifime information
credibility gained. It is not necessary to assurunehsstrong conflict
between interests of users and producers of mareageaccounting
information. It is therefore not necessary to safgathe information that
meets defined and harmonized requirements forehability from other
information. It is possible to use not quite releland objective but
timely information without a greater risk.

Multidimensionality of management and itsinformation support

Manager, who manages business in today's compldxaggressive
business environment, requires good informatiorthendevelopment of
relevant variables in many aspects (points of viswjultaneously. These
days it is standard practice to monitor informatiomhe management line
(aspect) of products, activities, sub-processescgsses, responsibility
centres, customers, sales territories, distributtbannels and possibly
other useful aspects.

In my opinion, the financial accounting does naolisg the potential
for assessment of financial performance, becaus#oes not use the
number of above mentioned aspects, in which infaonacould be
monitored. Financial accounting shows the realitlyan a single aspect.
While trying to find one — the most correct — poafitview seems to be
guite naive and by far not the best, financial actmg still sticks to this
effort quite stubbornly. Evidence is the approadhlASB, which is
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reflected by the conceptual framework of IAS / IFRSsays that the
financial statements which meet the needs of ilvestlso meet the most
of needs of other users (see IASB, 2009).

Each group of users has its own information neldsis possible to
strive for fulfillment of needs of all the groupskis a shame to settle for a
compromise approach described above. Demands sfakieholders can
never be fully satisfied in this case.

The generally accepted definitions of accountireguees include the
view of accounting as theurpose-oriented model of a company.
Groups of many interested people, who strive fifedent goals, imply a
lot of purposes, for which the accounting could asttbuld serve.
Monitoring and reporting of information in seveedpects (dimensions)
together (which is much easier these days thankghéo level of
information technology developmeht)would greatly increase the
explanatory power of financial statements.

This approach obviously implies the need to diffdiste between
user groups. While using the internal informatigmstem of a company
workers on different positions have different asceghts to data store, it
is also possible to differentiate between extewsars. For example, an
investor who holds 40% of shares or bank that dautis significantly to
the capital of the company will gain more detailedormation in
different structure than for example ordinary emyples or even
competitors.

Therole of management accounting in performance
assessment

Performance management can be considered as arprgoal of
managers. Managing business performance meansengcfhg the
development of the company that was entrusted toagexr’s care in
order to optimally fulfill the objectives which theompany has been

° Let us mention the possibility of storing dateoime central data store, in which each
piece of information has a number of differentiltttes that reflect different views of
different user groups. Differentiated demands ferfgrmance information are then
only a matter of filtering data in the requiredusture and in the required database
dimension due to database technologies and tools.

58



European Financial and Accounting Journal, 2011L,6/mo. 3, pp. 38-65.

founded for. Such a responsible task can be peéorionly with a
sufficiently wide range of adequate source infororat

Thoughts about the role of management accountindinancial
performance measurement, of course, cannot dependwloether
management accounting itself (respectively its dpotan measure
business performance, but rather on its integratiibim other systems and
on its role in these relationships.

Performance management should necessarily integaditethe
functions of a high-quality management control eyst which means
organizational function, planning function, conlirg function,
motivation function and last but not least, themiation function, which
penetrates all the above mentioned. Managementuating can be
considered as an information tool of performanceagament system, so
it can be characterized as an information-orienteerformance
management subsystem.

Now it is necessary to revert to question whatawally the scope
and extent of management accounting. Former irtekiethe integration
of information from financial and management acdmgnas well as
from other professional disciplines (marketing, agement, logistics or
others) including information from the external gomment of the
company was commented. This complex integratiomfofmation leads
to the fact that management accounting goes beigsrtchditional scope
(which means orientation exclusively to accountiagd/or financial
information).

This complex and modern perception of managemenbusting
means linkage with other fields related to the caghpnsive management
of the company. It can ensure the performance mesmnt methods in a
wider meaning by comprehensive information support.

In the traditional approach to performance (forregke in accordance
with CIMA’s definition, as defined above in the tgonly financial
(value) measures are included in scope of managesenunting, while
the measures of performance are often based asowelhtural criteria.
That is why the management accounting as an infitamaupport for the
performance management system plays only a peotel
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The fact that the role of management accountingperformance
management system is only partial, however, does imply that
management accounting, which has traditionally $ecu rather on
operational and tactical level of management consmot an appropriate
management tool. The possibility of effective gt performance
management must necessarily be supported by efecperational and
tactical procedures. In this regard, the role ohaggement accounting is
important. It is necessary to become aware of itspgr linking to
strategic objectives.

Fig. 22 Hierarchy of Management Control

Managed Entity

N/

Management Control System

Performance Management System

Information System

Management Accounting

Source: Author’'s own elaboration

The mutual hierarchy makes clear that both manageaezounting and
performance management system are influenced plymar demands

for efficient management control. However, thisatieinship should be
also seen in reverse order. A prerequisite of gffecnanagement control
is that both the performance management systemekhsis management
accounting system operate in conformity with eatieio and provide

high-quality information to enable appropriate asseent of reality. That
is the irreplaceable function of both these systems

Conclusion
Turbulent and aggressive competitive environmenttazfay’s world

increasingly forces organizations to understandiness performance
rather as a future potential ability to succeedhim marketplace than as
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plain view on the present or the past. One of mag@nponents of this
broadly understood business performance is finanm@aformance. In

today's business environment an increasing empisasierefore placed
on finding high-quality information about financipérformance. A high-
quality information system becomes a necessity.0Anting subsystem
includes financial information, which creates caiutis for effective

management of financial performance. Such inforomathelps all

interested parties to understand the direction @gses of company’s
development.

While managing performance the managers strive nftuance the
economic subjects’ development by a rational waso-that they would
be able to fulfill the aims they have been founded Financial
performance, which is based on traditional finandmicators, is a
hierarchically subordinated item of complex evaluatof business
performance. It is just one — albeit important # pathe performance.

Performance measurement is significantly affectgduber dimension.

From the perspective of business management pafaenis a very

broad-perceived characteristic, which reflects Wwhethe company meets
its objectives or not. From the perspective of exkusers performance
is narrowed to assessing the financial performamzkis limited by the

accounting regulations.

Many financial variables are differently defined terms of value
expression and measurement, as well as the steuatd frequency and
moment of their recognition and evaluation in mamagnt accounting.

However, the natural emergence of two separateuatioy systems may
not (and even should not) necessarily imply twded#nt approaches to
the conception of performance measurement. Theerdiit needs of
different users require a different structure aochatimes even different
content of output information or statements abdwu¢ performance
achieved, but they not require different conceptbperformance itself.

The duality of financial and management accountiag been weakened
by developments in two of the world’s most notati@ancial systems —
IAS / IFRS and US GAAP. It is possible to obsere tendency to
capture the transactions in the context of futueaedhits. Examples of
these trends can be strict separation of trangectonnected with major
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(operating) activities, classification of expenbggsheir function (at least
under US GAAP), reporting leasing transactions @thers.

On the other hand, the demands for performanceureasnt as well as
for management accounting as a tool to meet theseadds, has been
developing very dynamically. It results in strerggitng of manifestations
of duality and the widening of differences betwettre systems of
financial and management accounting. Managemewpuatiog remains a
tool for solving very different problems and, coggently, develops
differently than financial accounting in many ways.

The performance of the company has been incregspayiceived as a
potential for future success and growth, rathen thsta simple glance in
the past. Business performance has been thus smogéa seen as a
strategic parameter. Increasing tendency to ovesdbi discontinuity of
performance measurement has been taking place.eftbi$ stems from
performance measurement based on a fixed time dyeioo which the
desired parameters are planned and budgeted. Howéwe final
comparison may be made only when the evaluatedepsoitself and all
its direct consequences had been completed. Penhamen has been
increasingly perceived as an internal source of dahiity to achieve
success in the external (market) environment. Thgctives of the
company and the chosen ways to achieve them, aedlyiformulated by
managers of the company, however, the final perdmice recognized is
always up to the external environment. Managemecbunting has
adapted quite successfully for these requiremenisile financial
accounting in this regard remains — and must remairore prudent and
consequently more conservative.

These changes must be, of course, reflected in niamagement
accounting which is an important tool for measurimmgd managing
performance to be able to respond in a flexible .wagvelopmental
trends that are directly connected to shift in pption of the financial
component of performance may include:

*  management accounting as a financial (value) infdion system;

» financial and non-financial management integrity;

= changentimeparametersfaccountingnformationfor operational
and tactical management;

= multidimensionality of management and its inforraatsupport.
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Managerial perceived comprehensive performance gament system
requires besides financial criteria also a numbernatural criteria.
Performance management system goes far beyond #reagament
accounting itself. Management accounting can besidered as an
information tool of performance management systesm,it can be
characterized as an information-oriented perforrmamanagement
subsystem. The role of management accounting inforpeance
management system is only partial, but still crucia

Despite the dynamic development of financial actiogn thanks to

which external users have better information on deeelopment of
performance, there are many important aspects ateatstill denied to
external users. They receive information broken moaccording to

whether the transaction relates to the core busiwmesnot. However,
despite increasing emphasis on the assessmentiure fhenefits (fair

value valuation) all the information is boundeddsmands for prudence
and reliability, which can significantly weaken ithexplanatory power.
Reports compiled in several dimensions togetherldvaliow satisfying

the demands for reliability and prudence of infotiova displayed as well
as enabling reporting of information which couldogart decisions on
future matters, although burdened with a much greategree of
subjectivity.
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Accounting System and Financial Performance
M easur ements

Zbyrek HALIR

ABSTRACT

The paper concerns measuring and reporting of diahperformance of
an enterprise. Currently increasing emphasis iseglaon performance
measurement and management. Within performance umeasnt and
management in general the role of financial pertoroe is becoming
increasingly important. The paper is concerned witkasuring and
reporting of financial performance of an enterprigemarily from
manager’s point of view. In its first part it degisimarily with the
connection between the performance of an enterpnisgeneral and
financial performance. In subsequent part it is uhbiiie relation of
performance management and management accounhegndxt part of
the paper is devoted to the dual concept of firn@hd management
accounting and to causes and consequences of thi@ydurhen it
summarizes the most important developmental tenegnaf financial
performance measurement and management accounting.

Key words: Performance Measurement; Financial Performance;
Management Accounting; Dual Concept.
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