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THE THEORETICAL SUBSTANTIATION OF COST ACCOUNTINGIN
THE LIGHT OF CONFLICTING APPROACHES

Marcell Schweitzer

RESUMEN

Desde hace algunos afios se viene sosteniendo en Alemania una discusién acerca de la fundamentacion
tedrica de la contabilidad de costes, asi como de la necesidad de mantener un sistema de costes independiente. El
abanico de planteamientos posibles abarca desde la total integracion de la contabilidad de costes en la contabili-
dad externa hasta el de una separacion lo méas completa posible de ambos sistema contables. Esta aportacién pre-
tende presentar, desde el punto de vista aleméan, coémo se ha desarrollado la discusion y cudl es la situacién ac-
tual. Como conclusion del trabajo se aboga por una separaci én, sustentada teéricamente, entre ambos sistemasde
contabilidad.

El trabajo persigue varios objetivos:

(a) identificacién de lasraices histéricas de las bases tedricas de la contabilidad de costes,

(b) presentacion de laproblematica de laempresay de su estructuracion,

(c) definicién de los planteamientos de separacion y de sus teoremas,

(d) andlisisdelas perspectivas deinvestigacion y de su fundamentacion tedrica,

(e) orientacién metodoldgica de la contabilidad de costes dentro del sistema de planificacion y direc-

cion,

(f) presentaciény evaluacion de las recientes contribuciones acerca de | os fundamentos tedricos,

(g9) fundamento tedrico de un sistema independiente de contabilidad de costes.

ABSTRACT

In Germany, a discussion has been in progress for a number of years on the theoretical substantiation
and the necessity of an independent cost accounting system. The spectrum of views involved ranges from a
complete integration of cost accounting (internal income statement) into the profit and loss statement (external
income statement) to as complete a separation as possible of the two income accounting systems. This contribu-
tion will represent, from a German standpoint, how the discussion has developed, and what its present state is.
The conclusion of this contribution is a recommendation of a theoretically substantiated separation of the two
types of income statements.

The contribution pursues several different purposes:

(a) anidentification of the historical roots of the theoretical basis of cost accounting,

(b) an account of the problem field of the firm and its structures,

(c) adefinition of the position of separations and separation theorems,

(d) an analysis of perspectives of investigation of atheoretical substantiation,

(e) amethodical orientation of cost accounting by the planning and steering system,

(f) an account and appreciation of recent contributions on the theoretical substantiation,

(g) atheoretical substantiation of an independent cost accounting system.

PALABRASCLAVE:

Contabilidad de costes, fundamentacion tedrica, independencia de la contabilidad externa, Alemania.
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Cost accounting, theoretical substantiation, independent cost accounting system, Germany.
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1. Introduction

In the literature, contributions on the theoreticd substantiation of cost accounting are
diginguished by differences of method. These result particularly from the orientation to diffe-
ring superordinate contexts of dtatement, the dressing of differing accounting objectives or
decison gods’, and the choice of differing generd hypotheses as basic elements of accoun
ting. It is therefore not surprising that the contributions arrive a different and to some extent
contrary conclusons or statements on the theoreticad substantiation and independence of cost
acocounting.

The discusson of the theoretical subgtantiation of cost accounting is mainly carried on
in Germany. For this reason, the present contribution from a German perspective will begin
with a brief outline of higtoricd roots of the theoretical foundation of cost accounting. This
will be followed by an account of structures of the problem fied of the firm, and separation
problems of accounting. Specid attention will be paid to the separation theorems of Licke
(1955) and Kloock (1981).

As cogt accounting traditiondly serves, in addition to the determining and documenta:
tion of data, to support operationd planning and seering decisons, the planning and steering
system of the firm is sdlected as a frame of reference for dl the information generated in cost
accounting. Within the frame of reference, the operational levd of planning is expanded by
the tactical and drategic leves. Findly, cdculus, decison and red theory modules of a theo-
retical foundation of cost accounting are elaborated.

These modules are adduced in order to andyse and appreciate recent contributions to
the theoreticad substantiation of cost accounting. As examples, one contribution from agency
theory, one from capital market theory, and one based on decison theory are included in this
andysis and gppreciation.

2. A brief historical outline of cost accounting

For the theoretical subgtantiation of cost accounting, older roots of cost accounting,
which go back to the 14th century, are not very fruitful, because they are predominantly to do
with cdculaion technique and price policy (Dorn 1993. 722). The first theoreticd compo-
nent of cost accounting is to be found in Balewski (1877), who recognised the dependence of
cog on dterations in employment (volume), that is, a cod-theoretica relation, as the bass of
cod accounting. Tolkmitt (1894) went somewhat further in seeing in cost accounting beside
the technical task a decison and planning-related one. Findly, Schmdenbach (1899) achie-
ved atheoretica quantum legp in introducing margind cost into cost accounting.

In the 20th century, cost accounting had quite a stormy development, marked by pro-
gressve indudridisation, numerous efforts a dandardisation and systematisations, and by the
events of war. In the forefront of this development, without doubt, are standard cost accoun
ting and margind cogt accounting, the theoreticd components of which ret on the merito-
rious idess of Schmalenbach.

After the 2nd World War, there were additionaly new impetuses from the USA. These
led to the further development of standard cost accounting, direct costing, planned direct cos-
ting, contribution margin accounting and forecast cost accounting systems. Patidly pardld

YInthisarticle theterm “goal” is used in adecision context and the term “ objective” in an accounting context.
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to these, life-cycle costing, behaviourd accounting, activity based codting, target costing and
others were developed. The penultimate step was the basing of cost accounting on superordi-
nate sysems of investment accounting in the firm and on the macroeconomic cepitd market.
Essential festures of more recent gpproaches to cost accounting are: teking into account ele-
ments of production theory and of cost theory, as well as of decison and agency theory, diffe-
rentiation according to accounting objectives, orientation to the future, and orientation to su-
perordinate systems. These are the more recent roots of the theoretica substantiation of cost
accounting, which will be dedlt with in detall in this contribution.

3. Methodical linksfor thetheoretical substantiation of cost accounting
3.1. Theproblem field asthe empirical basis

In the fallowing, the problem fidd in the firm, its moddling by the planning and See-
ring system, various kinds of determination as perspectives for andyss, and accounting ob-
jectives as criteria of differentiation of cost accounting are seen as the basic dements of the
theoretical substantiation of cost accounting.

One centrd task of cost accounting is to provide managers with decison-relevant a&-
counting information for the solution of operationd planning and Steering problems. In parti-
cular on the middle and lower management levels of a firm, operationa decison problems
congantly arise, which must be solved by decison processes marked by a divison of labour.
The dructured totdity of decison problems and problem solutions is termed here a problem
field, which is subdivided into problems and partial problems. Since each problem comprises
an unsolved factud question (or task) and one or more goa functions, a divison of the pro-
blem field means both dividing the question fidd and dividing the god function(s). Each divi-
gon of the problem field into problems and partid problemsis termed a separation.

For the solution of a problem, this must be separated off from the problem fied as an
unsolved factua question. This leads to a factud separation. Factual separations can be made
both o the level of red goods (area of production) and that of nomina goods (financid area).
If, on the one hand, interndly oriented problems of investment, supply and production (inter-
na problems), and on the other externdly oriented problems of dividends financing or liqu-
dity (externa problems) are to be separated, as a first step on the object level, a factud separa-
tion into internaly oriented and externdly oriented problems must be made.

In the case of a factuad separation of the problem fidd nto internd and externa prob-
lems, the god function with its accounting measure for the two problem areas must be sepa-
rated, which brings about two accounting areas. Various paths can lead to this forma separa
tion:

(@ The gructure of the superior god functions can imply that their separation according to
their variables is possble, given the same accounting measure. That is to say, the superior
god function is formaly separated according to the varigbles of the two problem aress
into two partia god functions in such a way that the two accounting aress retain the same,
uniform accounting measure (e.g. payments) despite differing variables.

(b) The dructure of the superior god function may imply that its separation is possible both
according to its variables and its accounting measure. That is to say, the superior god
function is formaly separated into two god functions in such a way tha each accounting
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area uses its own accounting measure despite differing variables (eg. the interna income
datement revenue and cod, the external income statement earnings and expense). Here
the question arises as to the formd rdation existing between these accounting measures.
The accounting messures (here: monetary ones) used for both accounting aress should
satidy the requirement of reciprocd transformability. The conditions under which this is
possible must be explained by a theorem.

(o) If atention is moved from the accounting areas to an individud problem for the solution
of which the theoreticd bases permit severd patid god functions, differing accounting
measures can be gpplied. For examples, this is the case with the evaduation of investment
dternatives. Caculaion of the preference of an dternative can be done either by means of
cost/revenue, contribution margin or outpay/inpay. Here too, the question arises as to the
relation between these accounting measures. In order to arive, independently of the
accounting measure, at the same unambiguous preference, it needs to be explained by
means of a theorem what forma reaions exis between the accounting measures selected,
and in particular under what conditions there exists equivalence (correspondence) between
the accounting measures. Only under these forma conditions do the different accounting
measures yidd the same preference.

3.2. Theplanning and steering system asthe frame of reference

For the moddling of the problem fied, both smple and more complex planning ap-
proaches may be adduced. The planning approach sdected determines the bads structure of
the resulting planning system. For indance, as a Smple planning approach, the net present \&
lue modd of investment accounting may be sdected. If this planning gpproach is decided on,
the overdl problem fidd of the firm is condgdered as a (smplified) investment problem. With
the decison in favour of this ample planning goproach, al the abdractions and implications
are accepted that characterise this approach.

If, on the other hand, it is seen tha the problem field represents a complex dynamic
dructure with interdependences between a number of investment, financing, and production
problems that must be mapped as precisdy as possble, the necessary choice is of a dynamic
smultaneous invesment, financing, and production modd that builds on markedly fewer abs
tractions, and thus maps the complex problem field more redigticaly than the net present &
lue modd. This planning approach, however, makes condderably higher demands on the
quantity of data required, the formulation of the model, and the solution dgorithms than a net
present value modd.

If, findly, it proves that the problem fidd is so complex that it cannot be represented
in teems of smilar dructure by any of the planning approaches mentioned, a (stochaedtic) $-
mulation modd needs to be considered, which in case of doubt has to be formulated anew.
For al three planning approaches, however, the supposition gpplies that an accounting system
based on a planning gpproach is unable to generate information more precise than this plan-
ning gpproach, or planning system, includes or permits.

Modelling the problem field on the basis of one of the planning approaches mentioned
leads to the planning and dteering system of the firm, which covers dl the problems and pro-
blem solutions. The planning and deering system is the map of the problem fidd of the firm,
to which the information produced in cost accounting must be oriented. Conversdly, the requi-
rement of decison-relevant information is derived from the planning ad steering system. Be-
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cause of this relation, the planning and Steering system becomes the frame of reference of the
cos accounting system. In this sense, dl information generated must be decisionreevant
(planning- and steering-relevant).

From the perspective of decison theory, the formd bass of al planning and steering
processes is the decison fidd with the components "multi-period, influenceable action ared’
(eg. dl feadble programmes of supply and sdes), "multi-period, non-influencesble dae
aed' (eg. the supply dructure, the rate of inflation, or interest rates) and "multi-period god
function(s)" (eg. payment, cost, or income function). The god function evauaes dl dterna
tive action-state- combinations with a result (effect). The decison fidd, meanwhile, gives in-
formation only about forma components of a decison logic which explans how a rationd
choice is arived a. Studies based on this forma perspective are decison-theoretica anayses
(Ewert e d, 2005 30 ff). The planning and steering system, by contradt, is based on red
planning and Steering decisons for the solution of red problems or to close red problem
gaps, which formally spesking are of the nature of arationa choice.

The connection between the planning and steering system and the cost accounting sys-
tem congds in the fact that the planning and steering system defines the operating demand of
information that is to be covered by the cost accounting system. Consequently, the context
dedt with here involves the supplying of information concerning cost and revenue to support
planning and seering decisons, differentiated according to levels of planning (Strategic, tecti-
ca, operationd), phases of value added (supply, production, sdes), planning periods (quar-
ters, years) and phases of steering (carrying through, inspection, protection). Cost and revenue
information is required both for the problem description, the evauation of dternative problem
solutions in the process of drawing up plans, and the capturing of problem solutions in plans
Apart from supporting planning, cost and revenue information is aso required to support cu
rrent steering decisons of the redisation of planning. The cost and revenue information gene-
rated is oriented to the planning and geering system, and thus implicitly to the planning ap-
proach used. This monetary information is, however, not required a the lowest executive le-
vd in the firm, as a this level geering mainly tekes place usng factors of quantity, time, and
quaity (Schweitzer et d, 1999: 116 ff).

3.3. Typesof deter mination asthe per spectives of analysis

For the andyss of cost accounting, three perspectives of analysis suggest themsdves:
the perspective of the accounting system, the perspective of decison orientation, and the
perspective of the empiricd basis Each of these perspectives, in turn, raises descriptive, theo-
retica and instrumenta questions.

The theoretical questions of these three perspectives are dedt with under the present
central topic of theoretica subgantiation. In an anadlyss of the theoretical questions, the cir-
cumgtance is particularly to be taken account of that cost accounting is an information genera-
tor very closdy connected with the superior planning and steering system. From a theoretical
point of view, the three pergpectives named can be more precisaly characterised as the pers-
pectives of caculus theory, decison theory, and red theory (empirica theory). If one suc-
ceeds in formulating hypotheses from these three perspectives, and in linking these gppropria-
tely, it is possble to spesk of a comprehensve theoreticd subgtantiation of cost accounting
and the accounting information derived. In this context, angular and generd Satements with
an empiricd truth dam are termed hypotheses. The hypotheses of caculus theory include al
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forma (mathematica) datements of the accounting sysem (eg. axioms and rules of matrix
cdculus). These hypotheses determine the forma dructure of the accounting system. They
have the property tha ther truth can be tested only according to logica criteria Therefore
they can only be logicdly true or fase. The cost sysem is determined logicdly by them. To
result in a feasble accounting system from the perspective of management science, these hy-
potheses are complemented by rules of sructuring, delimitation, aggregation, etc. (Schweit-
zer, 2002: 2017 f).

Together with the logica determination of the accounting system, an empiricd deter-
mingion is aso required for the information generated by the accounting system. This is
achieved by hypotheses based on red theory for which an empirica confirmation must be
griven for (Schweitzer, 2001: 185 ff). If, for ingance, for the profit planning in the planning
and dearing sysem monthly forecasts of cost and revenue are required, for their prediction
generd hypotheses are required to be provided in the form of operationd (short-term) cost
and revenue hypotheses (functions). The corresponding conclusons have to be made for the
providing of tactical (medium-term) cost hypotheses (for instance to predict the cost of a pro-
ject) and drategic (long-term) cost hypotheses (eg. for life-cycle coding). These functions
have to be formulated in the area of cost accounting, tested, and applied as forecading indru-
ments (Maller, 1996: 127 ff, 217 ff; Kilger, 2002: 101 ff). The degree of empirica confirme-
tion of these functions determines the qudity (reliability) of the cost forecasts. The higher the
degree of empirica confirmation of these functions, the more reiable is the information from
the cost accounting and the better the substantiation of the cost accounting according to red
theory. Thus the cost accounting is empiricaly determined.

To derive decison-rdevant information on cost and revenue that are required in the
planning and steering system, the hypotheses based on red theory must be integrated into the
decison context of statements or a planning model. This step provides the determination of
the cost accounting in terms of decison theory; that is, the derived information acquires a e
lation to the goa function(s) and the condraints of the planning mode selected (KUpper,
1985: 26 ff; Kloock, 1997: 64 ff; Schiller, 1998: 528 ff; Schweltzer, 2001: 186 f). If goa- and
condraint-dependent opportunity cost is required in the planning and deering system for an
dternative evauation, these are to be cdculated in a separate decison modd of the cost a-
counting system or in the planning and seering sysem itsdf. The more precisdy the decison
model maps the specific decison Stuation, the more reliable are the derived opportunity cod,
and the better substantiated is the cost accounting in terms of decison theory.

A cogt accounting system is congdered theoretically substantiated, in accordance with
these congderations,

(@ when the accounting system is logicaly determined from the perspective of caculus
theory (isfree of contradictions),

(b) when the information generated is determined in terms of decison theory from the
perspective of decison theory (is related to the god functions and condraints of the
decison stuation of a planning and steering system), and

(¢) when the accounting information generated is determined in terms of red theory from a
perspective of red theory (on the bass of empiricdly confirmed hypotheses reating to
input, cog, revenue or net present value hypotheses.
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3.4. Accounting objectives asthe criteria of differentiation

The cost accounting system should be able to pursue various accounting objectives.
For the steering of plan redisation, it should provide factud information on redised facts as a
datement of actud cost (eg. the actud sum of manufacturing wages of the past month). For
profit planning, it should, as a budget accounting system, provide forecast information on
(empiricaly) expected facts (eg. the actudly expected materid cost of the coming month).
For monitoring the efficiency of the cost centres and departments or the steering of the behar
viour of employees, it should, as a standard cost accounting system, provide prescriptive i+
formation on specid objectives (eg. minima centre cost). Whereas for the determining of
sngular cost information (observation datements) in actuad cost accounting, generd cost hy-
potheses are only indirectly recognisable, such hypotheses gppear directly as forecasting ins-
truments of cost in both of the planned cost accounting systems mentioned. This Satement is
aso vdid for dl other forms of planned cost accounting.

In order to be able to pursue severd accounting objectives, the cost accounting must
be differentisted and flexibly structured in its components or modules. Whether the require-
ment of orientation to severa objectives can a dl be saidfied by a sngle accounting system
depends on the properties of the accounting data used, what accounting objectives are to be
pursued, and the relations between the individua accounting objectives. For the desgning of
accounting systems, accounting objectives are the most important determinants and differen
tiation criteria The accounting objectives themsdves are in turn determined by the decison
gods (god functions) of the addressees of the information. Traditiondly, the following ac-
counting objectives are aitributed to an internal income statement (cost accounting) (Schweit-
zer, 2003: 26 ff): mapping and documentation of the firm process, forecasting future cost and
revenue, planning and steering of processes, steering of employee behaviour, other objectives.

4. Theinterpretation of separation theorems
4.1 The central idea of the separation theorem accor ding to Wolfgang L ticke (1955)

In some contributions on the andyss of cost accounting, the view is put forward that
Separation theorems represent the essence of a theoretical substantiation. This view is not a-
curate, and will therefore be rdativised in the following. However, to facilitate understanding
of the problem, firg of dl a survey of the separation theorems according to Licke and Kloock
will be given.

The best-known formd contribution to the problem of separation in accounting is the
separation theorem of W. Licke, which has a predecessor in the theorem of G.A.D. Preinreich
(1937: 209 ff). The term "Licke theorem"” is gpplied to a statement (proposition) which Licke
formulated in connection with the evaudion of invesment dterndives (eg. assets) by net
present vaues according to the net present value modd of investment accounting (LUcke,
1955: 310 ff). This theorem is to be regarded as a statement arrived a by alogicd deduction
from the basc statements of the net present vaue model. As to the question whether this eva
luation is to be payment-based (pagatorica) or income-based (caculatorica), Licke demons-
trates formdly (mathematicdly) that under certain conditions (assumptions) the net present
vaue of the caculatoricd partid income (revenue less cost) of a planning period is equivdent
to the net present value of the pagatorica payment surplus (inpay less outpay). Inasfar as the-
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s conditions gpply, it is, according to this theorem, equivdent whether the investment ater-
natives are evauated pagatoricdly or caculatoricaly. Under these conditions, the preference
of the dternatives is not affected by the vauaion measure. The conditions under which this
Sstatement is correct are;

(@ To dl interna partia income, interest must be added on the basis of the book vaue a the
beginning of the partid period concerned and of the rdlevant rate of capitd cost (interest
rate).

(b) The sum of the cost included in the patid income mus be as high as the sum of the
outpays and the sum of the revenue included in the partid income must correspond to the
sum of the inpays.

(¢) The difference between the acquigtion vaue and the resdud vaue of an asset must be the
same as the sum of the depreciations made, whereas the depreciation method can be
individually sdected. The depreciaion plan can therefore be different in the two
approaches.

On closer inspection, it becomes apparent that the Licke theorem, which was formula-
ted for the vauaion of invesments on the bass of the net present vaue mode, only gives
forma conditions for when there is vaue equivalence between the accounting measures (pro-
fits and payments). This means that only under the conditions of the net present vaue moded
are the two accounting measures equivalent. Thus the Licke theorem, as a forma separation
theorem, makes no statement about how the investment problem is to be factudly separated
from the problem fidd, or what factud interdependences in modelling are to be abstracted
from. Ingtead, it proceeds from the assumption that the investment problem under consdera
tion has dready been factudly separated and is appropriately mapped by the net present value
model selected. Equaly, it provides no information on the preference of an dternative project
(Ewert, 2005: 69 ff). The Licke theorem also fals to state whether cost accounting should be
st up as well as the externa profit and loss accounting. It presupposes, however, that for al
the investment dternatives to be evauated decisonredevant income and payments can be
caculated (forecast, edtimated) with gppropriate precison. To answer the question as to an
independent cost accounting system, however, it must be clarified whether factud require-
ments of the decison process need a corresponding separation of the problem fidd. If this
question is answered pogtively consdering the organisational divison of labour, the depart-
ment capacity, the nature of the decison problems and the complexity of the problem fidd,
the factual foundation for the setting up of an (internd) cost accounting system besde an (ex-
terna) income datement is lad. This argumentation proceeds from the assumption that the
externd income datement, with its legd determination, cannot meet these factud require-
ments, or that it cannot be restructured in accordance with the requirements. To stress it once
more: the Licke theorem makes no statements about the fruitfulness or necessity of setting up
two income datements, it merdy points out, as a forma implication of the net present vaue
model, under what conditions there is an equivdence between the accounting measures
"cod/revenue’ and "outpay/inpay”.
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4.2. Expansion of the L iicke theorem according to Josef Kloock (1981)

J. Kloock places the Licke theorem a the centre of his investigation of the measures
in cost accounting. Kloock demondrates, from the perspective of investment theory (Kloock,
1997: 68 ff),

(@ wha formd reguirements are to be made, according to the Licke theorem, of the
delimitation of the internal and externd income statement,

(b) what indghts this theorem provides for the accrua of earnings and expenses in the
vauation of an enterprise,

(¢) how, according to this theorem, uncertainties or risks in the payments are linked to
uncertainties or risks in the profits, and

(d) what problems in the disaggregation (separation) of the vaues from the tacticad to the
operationa planning leve are reveded by this theorem.

For further interpretations of the Licke theorem, reference may be made to Kloock
(1981: 878 ff; 1997: 68, paticularly the forma demondration that the externd income date-
ment according to commercia law (profit and loss accounting) (with the induson of an inter-
nd interest caculation) can adso provide relevant information on earnings and expenses for
investment accounting (Kloock, 1981: 883 ff).

From the perspective of investment theory, Kloock represents the ddimitation be-
tween cost accounting and profit and loss accounting as follows (Kloock, 1997: 68 ff):

?  Firs, Kloock disposes of the error in thinking that the Licke theorem pursues the purpose
"of carying out the investment accounting, insead of a payment accounting, with another
monetary basis accounting system™ (Kloock, 1997: 70). Instead, according to Kloock, the
main purpose of this theorem is to explan under what conditions the internd accounting
measures (cost, revenue) ae in a condgent relation to externd accounting measures
(outpay, inpay), with the concept of income used being based on net present vaue and
thus the net present vadue modd of investment accounting is used as the bass of both
accounting systems (Kloock, 1981: 873 ff ).

?  For cogt accounting, by means of the Licke theorem the vaue measure is derived which
formdly permits, by decisons on the operationd levd, the atanment of a podtive net
present value planned in (tactica) investment accounting.

? The Lucke theorem provides a purdy forma support for the caculation of interna interest
cod in cogt accounting (taking withholding capitd into account). Also, for particular
models of various individud decisons, this theorem leads to the caculation of further
(cdculatorid) cogt, taking resdua valuesinto account (Kloock, 1997: 68/69).

? Conversly, a planned income statement on the basis of the Licke theorem provides
decisonrelevant information for investment decisons aready made in advance.

?  For the contralling of investments that were carried out before the planning point in time
t=0, the Lucke theorem dso formdly provides the theoretica bass, inedfar as the target
income and the actud income of the investment used are oriented to the net present vaue
of the investment accounting.
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It must be noted that Kloock in his invedigaion argues purdy formdly on the vaue
level of the problem fidd. According to this the Licke theorem reveds in the investment-
theoretical approach an implication for the forma transformation of externd outpay/inpay
into internd cos/revenue. In a generdisation, Kloock and Feltham/Ohlsen show that this
theorem is vdid not only for the accounting measures of internd income, but dso for the
accounting measures of other monetary bads accounting systems and ther variants (eg. for
vauationrs of whole enterprises, investment controls, drategic decisons, relations between
market value and accounting data etc.) (Kloock, 1997: 69 f, 90, 104, 108; Feltham, 1995: 693
ff, 701 ff, 709 ff. For the criticiam of the Licke-theorem s. Kloock, 1997: 69 ff). The common
feature of these accounting systems is, however, their rdation to the net present vaue moded
of investment accounting. It becomes cler from Kloock's argument that each of his
goplications (invesment decisons) firsd of adl demands a factud separation of the decison
problem (investment problem) involved. Equdly, every factud separation of the problem
fidld demands a forma separation of the god function or its accounting measure, for which
the Licke theorem can be adduced for numerous decisons in the nature of investments which
are represented by a net present value moddl.

5. An account and appreciation of selected contributions to the theoretical substantiation
of cost accounting

5.1. Theoretical substantiation in a capital-market-oriented contribution
5.1.1. An account of the approach of KUpper (1985)

The firgt contribution to the theoreticad subgstantiation of cost accounting is the capita-
market-oriented gpproach of H.-U. Klpper (1985: 26 ff; 1990: 253 ff; 1995: 19 ff).The centrd
idea of this gpproach is the orientation of accounting systems to the planning of the firm. For
this purpose, a didinction is made between the two planning leves (1) "dSrategic/tactica
planning” and (2) "operationd planning”. Income potentid accounting and project planning
and control accounting are assigned to "drategic/tactica planning”, and planning and decison
accounting to "operationd planing’. Each accounting system involves the provison of
information for the planning level assgned to it, with a cdose veticd tying link of the
operationd planning and accounting to the strategic/tactica planning and accounting.

For the orientation of draegic/tacticd planning, the capital market is sdected from
which, as the highest god (god function), an increase in the market vdue of the firm is deri-
ved. This god is, accordingly, dso binding for the drategic/tacticd accounting systems. The
capital-theoreticdl market vaue orientation means an orientation to shareholder value (market
value of the equity capital = market vaue of the firm — market value of outsde capitd = e
reholder value). From this perspective, the accounting system becomes an instrument of a &
pita-market-dependent assessment of the managers. Problems of designing then involve the
adjusment of the operaiond accounting to the current and future interests and gods of the
managers and shareholders, and to design the (one-period) operational cost accounting in such
a way that it provides rdevant information for multi-period decisions. Procedures that per-
form this task formaly are dynamic invesment accounting systems. These accounting sys
tems have the advantage that they use the market vaue as god. Klpper sees in the linking of
cod accounting with dynamic invesment accounting the solution of the overdl problem
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(KUpper, 1990: 253 ff). Furthermore, this link permits a substantiation of cost accounting k&
sed on investment theory.

The consequence of the linking of cost and investment accounting systems is
"investment-theory-based costing”, for the setting up of which severd principles are to be
followed (Schweitzer et d, 2003: 237 f):

(@ Combination of short-term and long-term planning in astandardised plan,

(b) direction of dl partid plansto the same long-term god,

(©) combination of cost accounting with investment accounting on the bass of investment
theory,

(d) the choice of payments as a common basic accounting measure including the formulation
of rulesfor the transformation of externd inpay and outpay into internd revenue and cog,

(e) theoreticd substantiation of accounting by statements of investment theory,

() sdting up the cost accounting sysem as a patid sysem of the objective-oriented
acocounting of the firm,

(g) the generation of rdevant information for short-term decisions.

Strictly spesking, according to the principles mentioned, the operational cost accou-
ting sysem is regarded as an invesment accounting system smplified under the conditions of
operaiona sngle-period plaming (Schweltzer et d, 2003: 236). It is not a practicaly orien
ted accounting system, but rather a theoretical framework of designing or experiment within
which practicable procedures and techniques of cost accounting can be developed, worked out
in detail, and anadlysed. This accounting system should, in its find stage of development, pro-
vide rdevant information for dl operating planning decisons. The predominant accounting
objective of cost accounting according to investment theory lies in providing information for
short-term planning. Documentation und behaviour Steering as accounting objectives are ex-
cluded.

In order to arive & a drategic orientation of the accounting system by the market \a
lue, procedures are needed according to which this vaue can be forecast. One possible point
of connection is cash flow accounting. For the cdculation of the market vaue, which is
supposed to be the measure of the totd income potentid of the firm, for instance, in a prdi-
minary approach to a divisondised enterprise a centra control office, a financid area, and
various divisons are separated (Breid, 1994: 26). The net cash flows of these three areas &
termine the market vaue of the firm. A centrd seering factor for the information and steering
behaviour of these areas is a risk-free caculation interest, which is modified by an area
specific surcharge or discount. A further differentiation of these surcharges can, depending on
strategy, be undertaken, which is supposed to achieve drategicdly an optimum alocation of
cash and cash equivalents to the various aress.

As support for the choice of his cost accounting approach, Kipper states that it pro-
ceeds explicitly from payments, and permits a smple subordination of cost accounting to a
multi-period god. In particular, this gpproach, he dates, avoids in operationa accounting
complicated period accruds of inputs, whose potentid is tied up within the firm in the long
term (eg. depreciaion). In this manner, the manager is to be provided with a continuous
orientation of his decisonsto the shareholder value.
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5.1.2. Analysis and appr eciation of thisapproach

In KiUpper's view, the problem fidd of the firm represents a complex investment
problem. As a frame of reference, he sdects standardised plaming within the firm. From the
market vaue orientation of the approach based on capita theory, there follows as the prime
god of planning a maximisstion of the maket vaue of company cgpitd. As planning
goproach, the net present vaue modd of dynamic investment accounting is chosen, which as
preference measure shows a net present vaue. The predominant accounting objective of
“invesment-theory-based cogting” is short-term planning (Schweltzer et d, 2003: 252 ff). In
detail, an gppreciation of Kipper's gpproach leads to the following conclusions.

? The net present vaue accounting system used is based on streams of payments in and out
with an effect on income over different time periods. They contain payments that must be
subjectively estimated for potentias, programmes and processes planned in advance.

? The sdection of a sandardised planning as a frame of reference excludes problems of
process geering (steering of plan redisation) and of behaviour seering. Equaly, fixation
on the sngle god of market vaue excludes the choice of a multicriterid god system.

? A rdation between the Licke theorem and “investment-theory-based costing” conssts
soldy in the fact that they are both oriented to net present value. Otherwise, the Licke
theorem ams a purdy forma accounting messure trandformations, which occur in
“invesment-theory-based costing” (in a practicable verson) a most on the operationa
level with the trandtion from payment to profit.

? Because of its congant orientation to shareholder vaue, operationa cost accounting is
regarded as a short-teem indrument for achieving the drategicdly/tacticdly defined
maximisation of market vaue. Following this approach, it cannot be avoided that
peculation motives of the capitad market, and persond income gods and interests of the
managers, have an effect on individua operationa decisons.

?  Strategic measures can result in various effects. Only some of the effects can be suitably
mapped by payments. The remaning effects paticulaly quditative effects are not
covered by quantitetive payments (eg. leaning effects flexibility effects, or culturd
effects of globdisation). Even if income potentid accounting, because of its assumptions
and separations, dill needs development as an instrument to support drategic planning
(Schweitzer, 2001: 165), its fruitfulness lies in cregting a drategy consciousness on the
part of managers and in the Strategy orientation of the remaining accounting systems.

? The framework of dedgning of “invetment-theory-based costing” takes account of
aufficient flexibility, for the concrete execution of cost accounting, to set up this
accounting system even in the case of incomplete drategic/tactical planning only for some
areas, projects or processes. Also, it can be further developed on this basis to become a
"dynamic theory of cost accounting” (Seicht, 1962: 703 ff; Kilger et d, 2002: 82 ff).

? As soon as the cost accounting system takes on concrete structures on the operationd
level, problems of vaue and evauaion are to be expected. In particular, there result for
the formulation of period-related gods problems of derivation from the superior capitd
market god.

? Through the definition of the overdl problem fidd of the firm as a uniform invesment
problem, through the linking of the levels of planning into a dandardised planning,
through the sdection of net present vaue accounting as the planning approach, and
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through the fixation on a sngle profit goa based on the capita market with the accounting
measure payments, dl separations are condderably smplified: factuad separations of
individud problems dways lead to patid invesment problems formd separations
adways lead to the accounting measure payments, with differing determinants (drivers). As
a rule, following this approach the superior drategic god can only be approximately
reached.

?  “Invesment-theory-based costing” can be regarded as largdy theoreticdly substantiated.
Its foundation in decison theory results from the gpproach to planning according to the
net present vaue modd of investment theory, and from the optimisng character of the
decison modes. The red theory subgtantiation follows from the problem-dependent net
present vadue functions, which however require a differentiation and empirica
confirmation. Accordingly, operational cost accounting is interpreted as a theoreticdly
supported, reduced investment accounting system. At its present stage of development, it
is not yet a practicable accounting system, but a heurigtic desgning framework with the
man dements "cgpitd-market-based goad ", "hierarchicdly dandardised planning” and
"planning approach according to investment theory".

5.2. Theoretical substantiation in an agency-oriented contribution
5.2.1. An account of the approach of Pfaff (1994)

As a second contribution on the theoreticd substantiation of cost accounting, the
agency-oriented approach of D. Pfaff will be discussed. According to this, it is © be assumed
that cost accounting pursues the accounting objectives of

(@) documentation of the firm process,
(b) planning and steering of processes, and
(c) behaviour steering of the employees (Pfaff, 1994: 1068 ff).

Among these accounting objectives, it is the behaviour steering of the employees that
clams Pfaff's particular interest (1994: 1070 ff, 1076 ff). The reason for this is to be seen in
the fact that conflicts of interests and gods, and asymmetrical information didtribution (states
of information) between individual addressees are possible (Beaver, 1998: 28 ff; Schwaeitzer,
2002: 2026). This dso applies to the external addressees of the accounting system. Bdance
sheet accounting contributes to the solution of the goa conflicts between externa addresses
by means of information whose edablishing follows legd prescriptions or  paticular
contractud agreements. The question therefore suggests itsalf whether balance sheet or loss
and profit satement, as legdly defined accounting systems, are able to provide information
suitable for the solution of interna god conflicts as well.

Interndly, according to Pfaff, managers have to make numerous individud decisons
on potentias, programmes and processes which must be supported by problem-specific and
decisonrelevant information. Since externd loss and profit accounting is not able to
provide this accounting information, cost accounting is required. In paticular, the derivation
of opportunity cost for the evaudion of decison dternatives is, according to Pfaff, an
important task of cost accounting (Pfaff, 1994: 1065 ff). Opportunity cost can (in a broad
definition) be lost profits and differences between acquistion cost and other values, which are
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assgned dependent on goas. In caculating opportunity cost, one may, however, be content
with approximate vaues. At any rate, for this accounting a concept of cost in terms of vaue is
used. Moreover, according to Pfeff, it is important for internd decisons to be able to map
production processes precisdy and in detal. Snce an extend income satement is nether
able to provide a detailed modelling of the production processes, nor to calculate god- and
condraint-dependent opportunity cost, an internd income satement system, which is able to
fulfil precisely these requirements, is necessary to support the planning and teering decisons
of the managers. Pfaff puts forward comparable arguments for the accounting objective of
behaviour gteering, using the example of the accounting syssem of Semens AG (Schweitzer et
a, 1999: 11 1).

After condgdering al the arguments that spesk for a separation of the two income
gatements (coupling of income, risk, or evauation, couplings between areas and reaions of
interdependence), and argumernts that spesk againgt a separaion (savings in codt, applicability
of the concept of resdud profit), Pfaff findly arives & the recommendation to retain
independent cost accounting as well as externa profit and loss accounting. As a further reason
for this recommendation, he carries out an invedtigation of possble consequences of coupling
effects (Pfaff, 1994. 1079 f) which are related in detall to problems of cdculating fixed and
common cost. The dlocation of such "coupling cost”, he dtates, is a poven method to obtain a
god-oriented behaviour steering of employees. Flexible internd cost dlocation too, he dates,
could only be provided by a developed form of cost accounting. A comparable argumentation
is dso put forward for the cadculation of various trandfer prices Fndly, as the minimum
verson of a cost accounting, Pfaff sees an accounting system with two segments. The first
segment is a greatlly smplified partid accounting sysem for the caculation of cost with an
incentive function for economica behaviour (for the influencing of behaviour). The second
segment comprises specid  decison accounting systems, yet to be researched, for the
cdculation of decison-reevant cost for decison purposes (Pfaff, 1994: 1081/82).

5.2.2. An analysis and appreciation of the approach

In his theoretical subgtantiation of cost accounting, Pfaff orients himsdf to a frame of
reference conssting of hypotheses of the agency theory. His planning approach has the
character of an operaiond planning and steering accounting system. As its prime god, there
predominates the maximisng of a utility function, and its mos important accounting
objectives lie in the mapping of production processes, and in the behaviour Seering of
employees. The gppreciation of Pfaff's gpproach leads to the following conclusons.

? The extend income Statement is not able to provide problemspecific and decison
relevant information for the behaviour steering of employees.

? Strategic and tacticd differentiations of the separation idea are not the subject of the
invesdtigation. Nor is any complete planning and steering system introduced as a frame of
reference between the problem fidd and internd income <Statement. Rather, various
hypotheses of the agency theory are implicitly introduced.

? In the forefront of the invedtigation are questions as to the necessty of a separate cost
accounting, and as to the dgnificance of this accounting for the derivation of informeation
for the operationa behaviour steering of employees.
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?  Conditions of forma equivaence between various accounting measures are not analysed.
On the other hand, it is worked out wha fundamenta sgnificance precise mapping of
production processes and god- and condrant-dependent opportunity cost  (or
gpproximations thereto) based on factual separations have for the setting up of an
independent cost accounting system.

? In dl evduation or decison accounting (specid accounting) in which opportunity cost
figure the standard concept of cost is necessarily applied.

? Specid atention is paid to occurring coupling cost, because some weight is ascribed to
them for behaviour steering. The same applies to the caculaion of flexible internd cost
alocation, and for the caculation of various transfer prices.

? Findly, the arguments for and agangt an independent interna income datement are
weighed up. The concluson is in favour of the separation of from externd income
satement, and thusin favour of an independent cost accounting system.

? Pfaff's goproach is, by its reference to the utility maximisation function and by the
optimisng character of gpecid decison accounting systems, based on decison theory.
The basis in red theory, by contragt, suffers from the low empiricd vdidity of the
premises of agency theory (the hypothess of work suffering, asymmetrica informeation
assumptions, and a narrow view of raiondity) (Schwetzer et d, 2003: 616 ff, 654 ff).
Preff's recommendation of the seting up or retaining of cost accounting with the
accounting objective of behaviour geering is therefore to be evaduated postively, with
reservations regarding araising of the empirica vdidity of the premises of agency theory.

5.3. Thetheoretical substantiation in a decision-oriented contribution
5.3.1. An account of the approach of Hax (2002)

As a third contribution to the theoreticd subgtantiation of coast accounting, the
gpproach of Herbert Hax, based on decison theory, will be discussed. According to this
approach, the theory of accounting raises the question whether an income measurement on the
basis of the concept of cost and revenue in terms of value can be judtified in terms of decison
theory with the ad of a separation theorem (Hax, 2002: 758). Thus the question as to the
judtification of the existence of a cost accounting system in terms of vaue is put here from the
perspective of decision theory.

Hax admits that, on the one hand, there are two arguments for separating internal and
externd income Statement:

(@ It may be operationdly desrable to cover the narrow operating core business (supply,
production, digribution) of a firm separately from the non-operaing area (factud
argument).

(b) Equdly, Hax dates, it is understandable not to include in the cost accounting information
digtortions of externd income statement, which, for ingtance, result from taxation or other
meanipulations of evaluation (baance sheet policy argument).

On the other hand, according to Hax, it is a serious disadvantage that a separation of
cost accounting demands departure from the payments of externa income satement and
permits the use of the concept of cost in terms of vaue This introduces into the accounting
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sysem payment-neutra eements in the form of supplementary cost whereby the payment
bads of externd income datement is abandoned. The introduction of a "concept of
pagatoricd cost" following H. Koch is not, Hax dates, the solution to the problem ether. As
long as it is not clear according to what rules the operating inputs and outputs are to be
evaluated, the concept of cogt in terms of value remans empty of content. Without deriving
Stuation-conditioned vaues from a theoretical conception, the evauation leads to complete
indeterminacy (arbitrariness of evauation) (Hax, 2002: 761).

According to Hax, the centrd theoreticadl question of cost accounting is under what
conditions it is pemissble to make decisons in the firm on the bass of cost and revenue
(Hax, 2002: 761). To put the question otherwise, are there conditions under which problems
and partid problems can be separated from the problem field of a firm in such a way that a
manager in his sphere of competence can make decisons on the bass of decisonreevant
cost and revenue in the sense of an optimum overal decison (Schweitzer et d, 1999: 80 ff).
As an answer to this question, a correspondingly effective separation theorem must be
formulated. To answer this question, Hax has recourse to the separation theorem of
invetment and financing theory, which daes under wha conditions (preconditions) "the
optimisation of the stream of payment can be removed from the context of subjective
preferences and be achieved via the maximisation of a monetary representation value, that of
net present value understood as market value' (Hax, 2002: 762). This first separation theorem,
however, is not sufficient. For a theoreticd subgtantiation of an independent cost accounting
system, a second separation theorem is required. This must state under what conditions the
decison (evauation, with cost and revenue) on a separated problem (eg. for production
programming) leads exactly to the attaning of the superior god "maximisaion of market
vaue' and thus effectively a the same time to the optimisation of the superior sream of
paymen.
The second separation theorem that Hax introduces into his andyds was dready
andysed by Schmdenbach in formulating his "cdculaion vdues' and laer in formulating his
"optimale Geltungszahl" (Schmaenbach, 1947, 1948) (Hax, 2002: 762 f), and formulated as a
"trander price theorem”. Schmaenbach even intended to trandfer this theorem from internd
company processes to macroeconomic processes, which however he did not achieve for
reesons of age. At any rate, this theorem was subsequently fully confirmed and made more
precise through the "dudity theorem (price theorem)" of linear und nonlinear programming.
However, it is true that the caculation of the duds (transfer prices) can only be carried out
amultaneoudy with the quantity solution of the decison problem. In planning, therefore, the
centrd quantity solution for a decentra gpplication of the transfer prices must be taken as
known. Thus, according to Hax, a separation and decentralisation of decisons on a larger
scade leads nowhere. Only for a few smaller specia cases have there been successful attempts
to agpproximate this decompostion problem to practicd applications, with a consderable
quantity of caculation required. To Hax, it is the more surprising that the concept of cost and
revenue in terms of vaue, which rests on the same theoreticd bads as the price theorem, has
found its way with such success into practicd application, dthough it has bardy been
theoreticaly invedigated. If one additiondly tekes into account the demand, in practica
goplication, to avoid complexity of accounting as far as possble, the tendency becomes
understandable "..to gpproximate cost accounting again to the pagatoricd bads, and thus
integrate it more closaly into an overdl system of firm accounting...” (Hax, 2002: 764).
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However, Hax sees one exception to his critique as an indrument of income
contralling in investment centres, he alows cost accounting some importance, because here,
with the given interes rae, the requiste separation is possble without difficulty. Since in
invesment centres invesments (capitd dlocation) play a specid pat ecoromicdly, the
decentral investment decisions of these partid areas of the firm can be steered by means of
the transfer price (a given interest rate for the capita invested). Furthermore, it can be shown
that the reaed income supervison can be effectivdly redised by cost-based income
controlling, adducing the Lucke theorem. For cost accounting, there results from this the
concluson that, with the exception of the internd interet — to which however Hax attaches
great importance — it "..mud reman drictly pagatoricdly oriented. This applies above dl
adso to depreciation” (Hax, 2002: 765). The factua argument and the balance sheet policy
argument mentioned initidly reman, however, grounds for the separation of the two income
statements (Hax, 2002: 766).

5.3.2. An analysisand appr eciation of the approach

In his andyds of the theoretical subgtantiation of cost and revenue in terms of vaue,
Hax does not proceed from the planning and Steering sysem of the firm as a frame of
reference but from fundamenta datements of decison and investment theory. His planning
gpproach is the net present vaue mode of the dynamic investment accounting, and his prime
god the maximisation of market vdue. The accounting objective of his gpproach can be
named as the representation and the planning and steering of the firm process.
In detall, the gppreciation of Hax's gpproach leads to the following conclusions:

? Hax orients his gpproach tacticadly to the theory of investment and financing. A drategic
orientation is not discussed.

? On the one hand, there results a judified expanson of the separation idea, by having
recourse for the theoreticd substantiation of a cost accounting system to three separation
theorems (theorem of investment and financing theory, theorem of optimisation of the
gream of payment, Licke theorem). On the other hand, the Licke theorem is narrowed
down to the vdue trandformation of income and payments in investment controlling for
investment centres. This narrowing is permissble, but excludes possible applications of
the theorem to comparable forma transformations of accounting measures, such as those
described by Kloock (cf. section 3.2).

? Hax asdgns to cost accounting primarily decison problems of “price seering” (“pretide
Lenkung’). In cases of scarcity of goods or capecity bottlenecks, these require the
evauation of dternatives with opportunity cost. In purdy determining cost accounting
there are no opportunity cost, whereas they exist in every decison accounting (model)
with bottleneck conditions. If, then, decison models are included in the functions of cost
accounting, in bottleneck gtuations opportunity cost necessarily occur (even if they can
only be caculated approximately).

? Hax himf qudifies the requirement formulated by him of a maximum of integration
(digning) of cogt accounting with the externd income Statement, in view of a number of
exceptions (determining periodic operating income, avoidance of taxation digtortions,
deering of processes, profit controlling in investment centres, the importance of internd
interest) in favour of separate cost accounting. If the requirement of average evauation
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(e.g. during the congruction of assets, the vauation of work in process according to the
"percentage of completion” method), and the demand of severd period accrud
requirements (eg. the even dlocation of spasmodicdly occurring risk cost over severd
periods) (Schweitzer, 2001: 188 f) are additiondly taken into consideration, the use of
caculatorica cogt is hardly to be avoided. Opportunity cost and caculaorical or imputed
cost, however, represent the factua content of cost in terms of value (vaue-based cost).

? If cost accounting is indeed to be drictly pagatoricdly based, the question arises which
pagatorical vaue it is to be measured by: the acquistion or cost of production according
to HGB (with legdly permitted vauation options), or the far vaue according to IFRS
(with a quantity of undetermined lega concepts, a quantity of vauation options and scope
for edimation, with subjective expectations and egimations in determining vaue). This
guestion has a0 to be asked in a milder form in the case of evauation according to IAS
and US-GAAP. Furthermore, even the drictest pagetorica variant in payment forecasts
involves the problem that the further in the future payments lie, the more they must be
edimated as average figures. This detachment from later actualy occurring payments is
the first step to imputed value categories (Schweitzer, 2001: 188 f).

?  The subgstantiation of cost in terms of decison theory results from the optimising character
of the decison models and from the planning approach according to the net present value
model of investment theory, whereas basng them on red theory follows from the
hypotheses of cost accounting (which, however, are not discussed by Hax). Thus income
measurement on the basis of cost and revenue in terms of value (in decison accountings)
is shown to be judified, & least in teems of decison theory. Currently, the factud
argument and that from baance sheet policy ill stand againg an integration of the two
income statements going beyond what is possible according to IAS and US-GAAP.

6. Conclusionson the theoretical substantiation of cost accounting

From the above analyses and appreciations, several conclusons can be drawn as to a
theoretical substantiation of cost accounting:

? The theoretical subgtantiation of a cost accounting system cannot be caried out
unidimensondly, but requires because of its complexity three perspectives of andyss of
the problem. Conclusion: in order to fulfil the methodologicd requirements of a
theoretical subgtantiation of a cost accounting system sufficiently precisdy, a back-up in
terms of cdculus theory, decison theory and red theory is required, of which the back-up
in cadculus theory isasarule plausble.

? None of the three approaches andysed is aile to clam subgdantiation in terms of red
theory, but dl three can do so0 in tems of decigon theory (with varying precison).
Conclusion: the subgstantiation of cost accounting in terms of red theory in the sense of a
completion and empirical confirmation of the generd hypotheses used needs to be further
developed.

? The orientation to a complete frame of reference (planning and Steering system) is given
explicitly (with planning) only in Kipper's goproach. Conclusion: the frame of reference
should be a map of the red problem fidd. In it, no essentid smplificaions or
dandardisations must be made with the am of judifying the use of a smple planning
approach.
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? The integration into the hierarchy of planning differs in the three approaches. whereas
Hax integrates his gpproach operationaly and tacticdly, Kipper does <0
drategicdly/tacticdlly as well as operationdly, and Pfaff operationdly. Conclusion: the
integration of cost accounting ought to cover dl three leves of the planning hierarchy,
with the requigte differentiation, in order findly to ensure as comprehensvely as
possible, with the support of operational, tacticadl and drategic decisons, the achievement
of the drategicaly set superior god (god system).

? In Hax's sudy, separation theorems play a predominant part, in Kipper's a most a
subsdiay pat, and no pat a dl in Pfaff's Conclusion: questions of the factud and
formd separation of the problem fidd, induding the formulation of separation theorems,
must be sysematicaly researched, in order to arive a least a a transformation of
different accounting measures in conformity with the sysem.

? Differences can aso be observed in the accounting objectives. Whereas in Hax the
accounting objectives mapping, planning and steering/contralling predominate, in Kupper
this gpplies to planning and in Pfaff to behaviour seering. Conclusion: If particular
objectives are defined and accepted for cost accounting, the accounting system must be
able to provide rdevant information for dl accounting objectives. For the deriving of
information relevant to planning, for instance, different modes and hypotheses ae
required than for the deriving of information on the behaviour seering of employees. The
differentiation of information according to accounting objectives can be achieved by
various problemrelated decison accounting sysems. In generd, as the heat of an
accounting theory, it is necessary to research comprehensvely how accounting objectives
determine the structure and function of cost accounting.

? The recommendations regarding separaion/integration of cost accounting dso diverge:
Hax recommends as great as possble an dignment (integration) of internd and externd
income statement on the basis of payments, and Kipper, by contrast, a separation on the
bass of payments with rules for trangtions to cost/revenue. Most consgtent is Pfaff's
recommendation of a (further developed) separate cost accounting system on the basis of
cos and revenue. Additiondly, Ewert/Wagenhofer assume that for decison functions a
separation, and for behaviour gteering functions an integration (dignment) of the two cost
accounting systems will tend to be useful (Ewert et d, 2005: 64 f). Conclusion: a separate
cost accounting system should be retained. The further development of this accounting
system should, however, be performed with consideration of its orientation to the planning
and seering system, the separation of basic statement and decison statement, and the use
of recent data bank concepts. Then it is possble dso to explain precisdy whether and to
what extent the two income datement systems should be separated or integrated,
depending on their accounting objectives,

? It should not be overlooked that an integration of internd and externd income Statement
would have to lead to a fundamenta restructuring of the external income statement, as the
requirement of operaiond informaion remans lagdy given, even in the case of
integration, with dl the differentiations involved. One obgtadle to redtructuring lies in the
fact that the externa income datement is legaly settled and possesses only a limited
scope for adaptation. Conclusion: if integration is to be solved in such a way that the
externa income daement is retained with its present dructure and complemented by
severd auxiliary or specid accounting systems, this would be a mere deceptive change of
name. If, on the other hand, the proponents of integration succeeded in demongtrating that
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no proven requirement of operationd information (cost and revenue information) for the
planning and seering system exigts, the devedopment of cost accounting over many years
would have been amere episode in the history of company accounting.

? The quedtion as to integration/separation of income statement acquires a different dtress if
it is posed from the viewpoint of the contralling of internationd firms. Thus the
changeover from HGB to US-GAAP or IAS means, on the one hand, improved payment
orientation (less vauation options), but by no means an externd income satement free of
manipulation (more scope for interpretation in the case of vauation premises). Rather,
aguments of practicd controlling spesk in favour of putting the integration question
anew. These include an underdeveloped accounting system of foreign subsdiaries, lack of
experience on the part of the foreign managers in cost accounting, lack of comparability of
accounting data, aspects of domination, reduction of complexity of accounting, and
lowering the cost of the accounting sysem. Conclusion: The controlling aguments
catanly spesk in favour of an dignment of income daements and thus for a
amplification of internationd controlling. The theoreticd subdantistion of cost
accounting, however, is only tangentidly affected by these arguments. It is therefore
important to research comprehensvely the influence of dternaive forms of dignment of
income datements on the planing and seering/controlling relevance of the derived
information, and findly the qudity of the planning and Steering/controlling decisons of
managers. In this, the degree of internationdisation will probably be only one of various
influencing factors.

7. Suggestions for the designing of cost accounting

In the following, some suggesions ae formulated regarding the desgning of the
frame of reference (planning and steering system) and cost accounting:

? For the devdopment of a comprehensve frame of reference for cost accounting,
suggestions can be deived from empiricd investigations on information requirements
differentiated by management hierarchy and planning hierarchy (Schweitzer e d, 1999:
116 ff; Schweitzer, 2002:.2028) and from problem separations in recent planning and
contralling/geering systems, for indance in APS (Advanced Planning and Scheduling)
modds (Stadtler et d, 2005). APS modds are modular planning and steering gpproaches
which increasngly prove themsdlves in practice, and are able to have a heurigic function
for the desgning of accounting sysems. This applies paticularly to their use for the
designing of internationa supply networks. Conversdy, the approaches to cost accounting
can provide idess for a further devedopment of the APS modes, bearing in mind ther
theoreticd substantiation and scope of application (Schweltzer, 2005: 133 f).

? The requirement of decisonreevant information that the cost accounting system is to
satisfy must be derived from a frame of reference. When changes take place in the firm's
drategy(ies) and the god system, or in market structures or stages of globdisation, the
frame of reference and the information demand may change. In order for the accounting
sysem to be adle to ded suitably with such changes or developments, it must be flexible
(flexibly designed). On the other hand, it must dso cater for the differences in Sze of firm
and area of business.
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In a market economy, firms are very largely free in their choice of drategies, planning
procedures and gods. This has consequences for the designing of the frame of reference and
the cost accounting. The practice of budgeting shows in particular that numerous firms

?  pursue particular gods of ther multicriterid god system, Smultaneoudy or sequentidly,
with changing priorities (e.g. economic, technologica, ecologicd, or socid gods), and for
individud divisons of one and the same firm sdect quite different gods (eg. in the R&D
area innovaion and qudity gods, in the saes fiedd gods rdating to degree of service and
share of the market, and for the firm as a whole a profit god), whose accounting measures
cannot be substantiated by any separation theorem,

? to a large extent are not paticipants in the cepitd market, and therefore do not sdlect
maximisation of the market vaue of ther company capitd as a god function, but quite
different goads (eg. sdes contribution margins, value added or demand coverage). It is
adso quedionable whether firms (are aile to) maximise ther income god a al. The
theoretical subgtantiation of the accounting sysem of a firm on the bass of a precise
extremisation (maximisation, minimisation) of a god function has no point unless this
extreme form of the god is in fact sdected and is dso actudly achievable. It is, however,
not posshle to deny a heurisic function to modd anadyses on the bass of an
extremisation criterion.  With this however, the dep to empirica-theoreticdly
substantiated and practically applicable accounting systems has by no means been taken.

? beng nonprofit-making bodies such as date-run  hospitds,  universties, foredry
authorities, economic enterprises belonging to locd authorities, etc. with multicriterid
god sysems, pursue gods other than the maximisation of the market vaue of their capitd
(shareholder vaue). Therr cost accounting systems require specific frames of reference
(planning and budget systems) and a specific theoretica subgtantiation. For this reason,
the cost accounting system of such firms has to be designed differently from that of a
globdly acting industrid group with shares quoted on the stock exchange. For such firms,
the maximisstion of maket vaue can be nether a precise nor even an gpproximate
solution to their god problem.

8. Concluding remarks

In concluson, after the above analyses and appreciations of conflicting approaches to
the theoretical subgtantiation of cost accounting, we may date the following: to support
decison processes for the solution of operationd planning and deering problems, cost
accounting (cost and revenue accounting) can be st up with adequate theoretica
subgtantiation. The theoretical substantiation of cost accounting is condtituted by the redl-
theoreticd subgtantiation of the generd hypotheses used, the decisontheoretica
subgantigtion of the information derived, and the caculus-theoreticd subgtantiation of the
accounting system. The contribution of formal separation theorems to the theoretica
ubgtantistion condsts soldy in ensuring the trandformability or equivaence of different
accounting measures.
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