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Abstrakt

v Ceské republice a prezentace vysledkii vyzkumii z let 2007 a 2009. Cilem ¢lanku je také
poukdzat na diileZitost srovnatelnosti ucetnich informaci pro podniky z hlediska dopadii na
jejich vykonnost a konkurenceschopnost. Zdkladem tspéSného finan¢niho fizeni je vyuZiti
postupil financni analyzy, planovani, controllingu a reportingu. VSechny manazerské metody
jsou zaloZeny na kvalitnich vstupnich informacich z finan¢niho a manaZerského ucetnictvi.
Ugetnictvi podléhd neustdlym zméndm a vyvoji nejen v Evropg, ale i ve svété. Z toho davodu
vyznam Mezindrodnich standardi ucetniho vykaznictvi (IFRS) bude v ceském tcetnim
prostiedi dale vzriistat.

Abstract

The focus of this article is to present an analysis of the importance of accounting information
for the financial management of enterprises in the Czech Republic. This article presents the
results of research in 2007 and 2009. The aim of this paper is to discuss the importance of the
comparability of accounting information for companies and their performance and
competitiveness. The basis of successful financial management is the use of financial
analysis, planning, controlling and reporting. All management methods are based on quality
input data from financial and management accounting. Accounting is subject to constant
changes and development not only in Europe but worldwide as well. Hence the importance of
International Financial Reporting Standards (IFRS) will be further increasing in the Czech
accounting environment.

Introduction

Financial accounting is a process used for reporting on the activities of organizations. The
function of accounting is to provide information about the changes in the financial position of
an enterprise that is useful to users. Users are also interested in the information contained in
the financial statements. Internal users of financial results are all the managers in both
financial and non-financial area of organization, who nevertheless need to understand and
interpret financial information. Managers need to be able to do the activities that will increase
shareholder value. The company’s management team is putting together a long-term corporate
strategy. It is based on inputs from several sources, including consumer research data,
production figures market intelligence on the competition, and the latest financial
information. Explanation of basic principles of Accounting, its functions and rules, allows the

139



managers a smarter use of the accounting figures, and results in a higher level of a corporate
management and decision-making (Steker, Otrusinové, 2010).

In the Czech Republic only listed entities are required to prepare consolidated financial
statements according to IFRS (Act on Accounting). For statutory fillings the preparation of
financial statements according to IFRS is not permitted and companies who prepare financial
statements according to IFRS prepare them voluntarily and in addition to the financial
statements under Czech Accounting Legislation (CAL). Two research projects that focus on
voluntary adoption of IFRS in Czech companies were performed at the Faculty of
Management and Economy, Tomas Bata University in Zlin, Czech Republic. The first
research with the sample of 177 Czech companies was held in 2007. The second research with
the sample of 89 Czech companies was held in 2009 as a part of an ongoing GA CR project.
Usage of IFRS was stated by 2 % of the companies in 2007 and 3 % of companies in 2009
(Pasekova, Struharov4, Steker, 2009).

The usage of IFRS has slightly increased in the Czech Republic, mainly due to the fact, that
Czech companies are becoming important parts of foreign groups and their owners require
them to report its financial statements according to group accounting rules based on IFRS.
IFRS financial statements are also more frequently required during mergers and acquisitions.
On the other hand most of the Czech companies do not see the opportunities that IFRS could
bring them and if the opportunities are seen, the fact that financial statements prepared
according to IFRS have to be prepared in addition to Czech financial statements discourages
the companies to use IFRS (Struhafova, Steker, Otrusinova, 2010).

1. Financial and international accounting in the Czech Republic

Is the history of accounting in the Czech Republic a good baseline for understanding the
necessity of comprehending the scope of the changes being experienced in Czech accounting?
Before 1990, there was one system of Czech accounting (Figure 1). Beginning in 1990, the
Czech Republic began to embrace double entry accounting. After 2003, accounting began to
be widely used as a chronological and systematic system with an accompanying complete
recording of company activities (usually recorded in monetary units).

Today, reporting financial information in the Czech Republic is organized into two forms:
recording of events and activities for tax purposes (formerly single-entry bookkeeping) and
double-entry bookkeeping. Recording for tax purposes records ordered incomes and expenses
and quantifies the difference. The economic result from double entry bookkeeping is checked
simultaneously in a Profit and Loss Statement and on a Balance Sheet.

Czech Accounting Standards, can be considered “an accounting system” and, to a limited
extent, follow the International Financial Reporting Standards. Currently, Czech Accounting
Standards are comprised only of minimally required basic account classification and financial
statements organization. These standards may expand into accounting procedures which can
be adapted to meet CAL.
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Fig. 1 — The Development of Czech Accounting. Source: Own processing.

IFRS, financial reporting standards published by the International Accounting Standards
Board (IASB), are becoming the most important financial reporting standards in the world.
The standards do not take the form of legal documents, but instead act as a principle-based
accounting system, primarily aimed at publicly traded companies and large enterprises.
Application of IFRS requires a high level of professional knowledge by the accounting staff
of any entity trying to apply these standards (Mechelli, 2009).

The scope and importance of IFRS is fundamentally expanding. After 2005, all publicly
traded companies in the European Union (EU) are required to prepare consolidated financial
statements in accordance with IFRS. Therefore, as the Czech Republic is now a member of
the EU, this requirement has impacted all Czech companies listed as the subsidiaries of
publicly traded European multi-nationals.

Unlike IFRS, CAL is a national, rule-based accounting system, which is not subject to the
requirements of the regulations of the EU. As a result, entities in the Czech Republic have
been facing obstacles in implementing these regulations into Czech legislation and therefore
Czech accounting. The Act on Accounting, which is the cornerstone of CAL, provides the
legal rules for all country-wide entities and therefore determines the accounting methods and
financial reporting for all the accounting entities located in the country. Such entities,
including small, large and multinational companies, regardless of different activities and
purposes must use CAL (Act on Accounting; PricewaterhouseCoopers, 2009; Dvotdkova,
2008).

Form and content are given not only by requirements of European legislation but also by the
Czech legislative rules and requirements for full compliance — in subject and terminology —
with other rules of Czech legislation. Due to its validity even for very small entities (sole
proprietorships, non-profit entities), in which wide theoretical accounting and related
knowledge cannot be assumed, it is necessary for the text of the Act on Accounting to be as
clear and unambiguous as possible (Kovanicovd, 2005).
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Due to the different principles and priorities on which both of the systems, CAL and IFRS,
are based, there is a range of conceptual and specific differences (Ernst&Young, 2009;
PricewaterhouseCoopers, 2009). Factors that influence the current differences are:
= CAL is rule based while IFRS is principle based.
= (Czech taxes base remains on CAL. Many decisions and assumptions of management
are made after considering the potential tax consequences into the accounting. This
procedure is not consistent according to IFRS.
= (Czech accounting legislation is based upon the premise that standalone financial
statements are primary statements of accounting. The goal of IFRS as a general
accounting mechanism directed at listed companies is based on the assumption that
consolidated financial statements are the primary source of information about the
economic entity/group, while a standalone financial statement of the parent or the
subsidiary may be appended if necessary.
= CAL, due to its nature, does not have a thorough conceptual framework to describe the
following:

— The individual elements of the financial statement and their definitions. The
fundamental accounting concepts and methods on which the financial statements
should be based. Assumptions behind the quality of information that the financial
statements should provide.

— A hierarchy referring to other legislations or accounting literature in cases where
relevant CAL rules do not exist.

Currently, there is significant progress in the development of greater sophistication in
accounting. Analysis of these developments and the interchange of experiences are in
progress in various countries. New methods and accounting applications, as well as the
practical application of accounting principles, are being developed and promulgated. The
impact of international accounting on Czech companies can only continue to increase. The
requirement of the implementation of financial statements according to the IFRS on Czech
companies is very important. There are some accounting specialties in reporting and
budgeting within the public sector in the Czech Republic.

The public sector has not highlighted the need for public entities and governments to present
financial statements under IFRS. They have not highlighted the need for financial statements
that are audited and certified by external, independent sources. Transparency and
accountability of the public sector is necessary for the citizens of the Czech Republic. During
the current legislative process, the Czech Republic pursues maximum compliance with the
Fourth and Seventh EU directive, so that the new national standards would accept the
international rules of the IFRS, the IPSAS and the European System of Accounts.

Organizations in the public sector have not been required to be in compliance with the IFRS.
However, the IFRS are still of great importance. To respond to this need, a strong
international reference with standards that encompass public sector has been developed. This
occurred in a similar manner to that of the private sector in relation to the IFRS. Since 1996,
the IPSAS (International Public Sector Accounting Standards) has built a core set of 21
standards based on the same accrual approach as the IFRS, with the necessary adaptations to
public sector specificities being made. There remain some problems regarding the accrual
basis of accounting and the cash basis of budgeting in the public sector in the Czech Republic.
Adoption of the accrual basis of accounting would enhance the accountability and
transparency of the financial statements of governments and government agencies, and would
provide better information for planning and management purposes.
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Institutions in the public sector have not been required to be in compliance with the IFRS.
However, the IFRS are still of great importance. The task for the IASB is to develop rules and
principles for the unique concerns of the public sector, such as non-exchange revenues (i.e.
taxes, transfers, etc.), relations between financial accounts and budgets, or social policies,
obligations, and pensions in order to ensure convergence with the IFRS and the statistical
basis used by the IMF, the United Nations and the European Union (Kovanicova, 2005;
Dvotédkova, 2008; Epstein, 2004). The difference in accounting procedures and the reporting
of some items according to the CAL, IPSAS, and the IFRS results is different in accounting
reporting. According to one reporting framework, a company can reach a profit, while
according to the other, it can show a loss. Another difference can be found in total balance
sums, asset values, and the value of other items of property or liability. The IFRS and IPSAS
applications influence the way assets and liabilities are reported and priced and also how the
trading income is reported (gteker, Otrusinova, 2011).

The difference in accounting procedures and the reporting of some items according to the
CAL, IPSAS, and the IFRS results is different in accounting reporting. According to one
reporting framework, a company can reach a profit, while according to the other; it can show
a loss. Another difference can be found in total balance sums, asset values, and the value of
other items of property or liability. The IFRS and IPSAS applications influence the way assets
and liabilities are reported and priced and also how the trading income is reported (Steker,
Otrusinova, 2011).

2. Research methodology and characteristics

The goal of this section of the article is to stress the importance of accounting information for
the successful financial management of enterprises. It is widely recognized that efficient
management is not possible without accurate financial information. Information is an
important tool and represents one of the most important parts of economic life. A useful part
of economic information is that which is provided by accurate financial reporting.

Knowledge of the predictive ability of financial statements is a necessity for useful
communication among accounting information users. As accounting is undergoing continuous
development both in Europe and on a worldwide scale, it must react to the development of
national as well as multinational economic environments and to stimuli based on modern
tendencies. Financial management cannot function without high-quality input data, which is
subsequently presented in financial statements. Information and its respective processing is a
valuable tool for each enterprise. Information is obtained based on costs, revenues, earnings,
production, the amounts sold, turnover, plans, and movements of property (Drury, 2004;
Edmonds, 2006; Eshenbach, 2004).

The key for establishing an appropriate research methodology in the fields to be investigated
is an understanding of the meaning and significance of so-called methodological triangulation
— i.e. the combination of the qualitative as well as quantitative methodological approaches as
a full-valued research alternative (Pavlica, 2000). We used the research methodology based
upon our experience as well as observations and expertise defined by the professional authors
(Gill, 1991; Pavlica, 2000).

The research investigation itself is realized in the following way:

1. A questionnaire was sent out to suitable organizations (we are in cooperation with
some organizations).
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2. Qualitative questioning in selected organizations (the structured projective interviews
are oriented on this selected kind of industry: organizations with production-to-order
or assembly-to-order, procedural manufacturing and wholesale).

The aims of the research are:
1. To prepare an overview of financial management in Czech organizations (i.e. financial
analysis, planning, controlling and reporting)
2. To verify general theories about the financial process in these organizations.

The first research we made in the year 2007 and the next in 2009. We collected sources of
177 (2007) and 89 (2009) questionnaires of various organizations from the Czech Republic.
The structured interviews were made in 15 (2009) organizations. The respondents were from
the practice of the whole spectrum of companies, i.e. manufacturing, business and service
enterprises and also from non-profit and public sector. All the data and results are in the
doctoral thesis (Otrusinova, 2008; Steker, 2010).

3. Results of the research
Basic characteristics of the surveyed organizations were included: number of employees,
dominant branch of activity, and type of accounting.

According to the specifications of the European Commission, the organizations in the
research fall mainly into the small-business category. If we take employee numbers (up to 50
employees), then it is around 60 % (in 2007 and 2009). Medium-sized enterprises (up to 249
employees) rank second, it is around 30 %. And only small part of this sample can be
classified as large-scale enterprises.

The respondents can be divided from the perspective of the dominant activity into three
groups. The manufacturing enterprises represent around 38 % (in 2007 and 2009), service
enterprises around 42 % and business enterprises around 20 %. In the group of services
companies was 9 % non-profit organizations, mostly it was the public sector organizations.

The majority of enterprises (about 90 %) have Czech double-entry bookkeeping. The rest of
the organizations have recording for tax purposes or IFRS. The results are in the following
figure. From 2005 all quoted companies in the European Union are required to prepare
consolidated financial statements in accordance with IFRS. The Czech Republic entered the
EU, therefore this requirement has impact on all the Czech companies that are quoted or
expect to be quoted as well as the subsidiaries of quoted European multinationals. The figure
shows that the situation in the Czech Republic is practically same in both years.
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Fig. 2 — Type of accounting in the Czech Republic. Source: Own processing.

The next question regards audits. About 50 % of interviewees are subjects to auditing by law.
The conditions of auditing are defined in the Act on Accounting. There are three criteria for
Czech companies in the Act on Accounting. After crossing one (for public limited
corporation), resp. two (for limited liability company) of these three criteria, companies must
verify financial statements by auditor. These criteria include: gross asset value more than 40
million CZK, annual turnover more than 80 million CZK, and average number of employees
more than 50. For other companies is audit optional or other statutory duty (e.g. for
foundations, political parties, Czech National Bank etc.).

54%
2007
46%

51%

2009
49%

|

0% 10% 20% 30% 40% 50% 60% 70% 80%

No M Yes

Fig. 3 — Companies are subject to audit. Source: Own processing.

Budgeting is an important part of economic process inside each enterprise. The budgeting
means the process of the annual planning of the result expressed in financial terms, especially
planning cost and revenues (outputs). About 60 % of Czech companies prepared this
budgeting. Business enterprises prepared the budgeting less than the non-profit enterprises. It
is mostly caused that the public sector organizations are required to prepare budgets due to
legal requirements.
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Fig. 4 — Budgets used in companies. Source: Own processing.

Operative planning arises from strategic planning and should demonstrate in budgeted values
how the objectives have been apportioned and how they are to be achieved. Annual planning
also serves as a basis for the comparison of budgeted and actual figures. Good planning
quality is obtained, when the procedure is twofold, top down and bottom up. Approximately
half of enterprises prepared operative planning, but only about 30 % made the strategic
planning. These results were achieved in both years. Cash flow is a turnover surplus over the
liquidity — related expenses incurred by company business activity and it is therefore also an
indicator for a company’s profit situation as well as its self-financing strength. The research
illustrates the enterprises increasingly follow up the cash flow.

2007
73%

11%
2009
89%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

No HYes

Fig. 5 — Put together the cash flow statement. Source: Own processing.

The financial analysis prepared 72 % (2007) and 78 % (2009) enterprises in the Czech
Republic. This analysis is very important to managers and controllers. It often shows the first
indicator of enterprise financial position and productivity. For managerial accounting is
important to classify costs into fixed and variable. Fixed costs are incurred in order to ensure
that the company can produce and sell. Variable costs arise because a product is manufactured
or a service is delivered. About 64 % (2007) and 67 % (2009) companies do not make this
classification.

Controlling can be characterized as a specific concept of enterprise management based on
complex and organizational interconnection of planning and control processes. Science and
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practice have the same opinion that controlling is an important and specific part of modern
concept of financial management. Controlling is the whole process of setting objectives, of
planning and controlling, in the sense of steering and regulating, where money and activities
are important. Controlling embraces such activities as decision-making, defining and
determining. A well-operating controlling can’t do without high-quality input data, which are
presented in financial reporting statements. The following figure shows results only from
2009, because this object was related to structured projective interviews in the companies.

fixed costs and profits)

Type, calculation and capacity
classification of costs
Cover contribution (to covering

16% | s49|{,

Break Even Point

Short-term income from
operations

Breakdown of deviations from
plans or budgets

Cost centres |[[8%1 92%

Profit centres 6%

0% 20% 40% 60% 80% 100%

HYes MW Partly " No

Fig. 6 — Instruments of controlling. Source: Own processing.

Most managers (about 30 % in 2009) sense the controlling like evaluation of expenses and
revenues. The next answers were integration of planning & control (20 %) and getting &
presenting information (22 %). These processes include a choice between own production and
purchasing, valuations of investments and pricing decisions. All companies in qualitative
questionnaire stated this pricing decision. This is an important managerial decision. In the
area of valuations of investments the interviewees mentioned rate of return, confrontation of
expenses and return on investment.

4. Discussion

One of the ways how a company can stay in touch with competitors is improving internal and
external processes. The field of financial management deals with the system of powerful
usage of available accounting information. The base is to use appropriately obtained
information and consequently to make decisions. For such a process it is necessary to have a
support in the quick information search form, suitable communication channels, correct
system of work and proper data flow order. We can assume the focal point that the
management of economic processes within the enterprise must have well-mastered financial
and managerial accounting sub-processes. The information from these areas is then used by
the controller. Financial statements (balance sheets, profit/loss statements and cash flow
statements) provide input information for financial analysis. For financial analysis, it is
important to guarantee the comparability of data included in financial statements.

The major question to be answered is whether a change of the concept of financial reporting
affects performance measurement. One of the interests of owners and managers is emphasis
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on business performance. If we accept the performance characteristics of each stakeholders'
perspective as the ratio of outputs to inputs (or the difference between inputs and outputs),
then to assess the performance and hence competitiveness it is necessary to obtain the most
accurate accounting information. Financial statements prepared under the same rules may
help a lot in this comparison. However, it must be noted that after the introduction of IFRS,
differences may arise in the value of balance sheet total, assets, profit or loss and equity
(sometimes up to tens of millions of CZK). If we want to assess financial performance, inputs
and outputs are either financial in nature (sales, costs) or are converted into the financial form
(risk, value). The presentation of assets and liabilities as well as costs and revenues under
IFRS brings substantial changes in classification, content and pricing when compared to the
Czech Accounting Standards. This is reflected in almost all items of financial statements. As
it can be judged from past experience of firms using IFRS when preparing their financial
statements, financial statements prepared under International Financial Reporting Standards
provide substantially different set of data, giving a different picture of the property and
financial situation of the company (Eierle, Haller, 2009; Struhatova, Steker, Otrusinova,
2010; Struhafovd, Steker, 2010). This naturally has an impact on assessment of financial
stability and performance of firms using the methods of analysis of accounting information.

Conclusion

In the current economic situation a fundamental criterion to business success is applying new
adequate methods, which are the basis for decision-making processes of financial
management aiming to achieve competitiveness. In order to maintain competitiveness it is
important to continually assess the current status, analyze financial information, evaluate
financial indicators and compare own results with competing as well as foreign companies. It
can be concluded that the financial statements prepared under IFRS have clearly a better
explanatory power for international comparison and thus companies reporting under
international concept have a competitive advantage. The characteristic of financial
management, the delimitation of the appropriate terminology and the results set out above will
serve in the future as starting points for deeper and more detailed research into the whole
system of managing the economic issues within enterprises.

One of the researched fields of economic processes is the in-house accounting system, which
the great majority of enterprises do not have sufficiently worked through at the moment and
which is often not in accord with financial accounting principles. Another neglected area is
the system for calculations. An example might be the state of in-house inventory stocks (and
this way even of the whole company’s operational results), which are reported the wrong way.
Different concepts of financial reporting gives different input dates. Also the resulting
calculations are not elaborated systematically for all of the enterprise’s products and services.
In addition, these enterprises do not even make money based upon these erroneous
calculations of real production costs to cover their future investment needs. It often happens
that an enterprise has not mapped its processes precisely enough and thus often performs
activities which repeat themselves and contribute to the overall ineffectiveness of the
enterprise’s operations — which represents one of the key insufficiencies of the economic
processes management.
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