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From the Soviet to the French
Accounting Systen

(History of Czechoslovak Accounting before
collapse of communist regime and then before
division of Czechoslovakia)

Vladimir ZELENKA — Marie ZELENKOVA

This papet deals with the history of accounting from the niéddf
1960’s to the fall of communist regime in Czechwalda. There are only
some few works engaged in history of the Czechadlaccounting of
the second middle of the past century (Kwhi (1983), Klozar (1994),
Zelenka — Zelenka (1992), Zelenka — Zelenkova (PO0Bhis paper
divides the time into distinct periods and sub-@asiin order to provide a
description of the main characteristics of each:

= 1953 to 1965, National-Economic Evidence,

= 1966 to 1971, Singular System for Economic Infororat

= 1972 to 1976, Singular System for Socio-Economicrimation,

= 1977 to 1990, Singular System for Socio-Economiormation
continued,

= 1990 to 1992, post-communist Czechoslovak accogintin

Although this paper is concerned primarily with teriod beginning
in the mid-1960’s, it is necessary, for the sakéhigtorical context, to
briefly turn back describe earlier accounting. Hfere, this paper starts
with a brief view of accounting systeiook-Keeping Evidencéhat
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existed in the pre-1966 period within the scopenafional economic
information system calleddational-Economic Evidence

‘National-Economic Evidence’
(Narodohospodéské evidence) (1953 to 1965)

Since 1953 the accounting system known as the Baaping
Evidence' functioned within the National Economiormation system
known as the 'National-Economic Evidence'. It repththe previously
used 'Singular System for Business Accounting'ctvlwas significantly
affected by the accounting system of the Germaae.typcontrast, 'Book-
Keeping Evidence' is derived from the accountingtesy typical for the
Soviet Union (Fiala (1954), FireS — Vihan (1963)pftrhann (1964),
Peroutka — Zavadil (1954), Zelenka — Zelenkova 80IThe main
features of the 'Book-Keeping Evidence', whichidgtish it from the
previous system, are:

» The system of accounting valid since 1953 did noluide the cost
accounting, therefore it was only about the finaheiccounting.
The functions of the cost accounting were met detsiccounting.

= The accounting was based on one set of assetsiaititiés
accounts, there was no set account for expensesexedues.
Expenses were accounted for by using the accoundlttion’ or
‘Non-productive expenses’ or by account 'ResultOgferations’
(P/L account). Revenue was accounted for via ‘Refdbn’
account.

* Productive costs were primarily broken down by tiot of
expense. Classification of expenses was made byrenatf
expense outside from accounting.

» Valuation was consistently applied on the basisistrical cost.

= Profit or loss (Result of operations) was collecisdhe difference
between revenues from sales of products and cogtraxfucts
sold. Revenues and expenses were charged a ‘Remliza
Account, which was then closed to a ‘Result of apens’
account from which the state charges were deducted.

= The accounting system allowed comparison of thaahatost of
products sold with planned (estimated) cost oféh@educts.

*= The intengibles are no longer presented.

= Financial statements included only one statemesfince sheet.
Profit or loss statement was not prepared.
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New charts of accounts have been developed foowsrcourses,
different from the previous unified chart of acctainrhere was a large
number of charts of accounts differring by sectamsl industries of the
national economy. There were valid 31 charts obants in January 1,
1954. The structure and the content of charts cbwatts was almost
literal translation of the Soviet charts of accaurithese curricula were in
their arrangement largely illogical and confusiagd with regards to the
various sectors they were totally inconsistent.sTéituation lasted until
1957, when there was a significant reduction in ibenber of existing
charts of accounts.

State was beginning to have problems living uptgaamivn economic
expectations in the late 1950’s. This became es|hge@vident after 1958
when almost immediately after it was passed, itabee clear that the
current five-year plan could and would not be nrean attempt to rectify
this situation, several changes were made to theatglanning system.
The gist of these changes was to delegate moretop®al authority to
company managers but, since the system of ridged pontrols was left
in place, individual managers, trying to maximieported performance
in as reported by the new accounting system, gaitenally shifted
production from consumer to producer products. Tésulting masses
shortages of even the most basic consumer neessaitd vast surpluses
of items that no one wanted to buy. In 1961, stentral planning was
reintroduced. These economic problems influencedehahanges in
Czechoslovak Accounting in the middle of 1960’s.

After 1961, things went from bad to worse. Sinceéhbthe central
planning and accounting systems lacked a singledstrent, unifying
principles, charts of account, financial statemematsd accounting
procedures changed often and in an ad-hoc manddharsystem started
to degenerate into chaos.

By 1965, it was clear that systemNM#ditional-Economic Evidenosas
not working. Thus the formeBingular System for Business Accounting
was brought it back, dusted it off, fixed up anthtre@duced under the
new and improved name of th&ingular System for Economic
Information Also, since it became patently obvious that ne-frear plan
would ever be met the institution was scrappedrapthced by the one-
year plan (which had the distinct advantage thadidtnot require much
planning at all).
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‘Singular System for Economic Information’ (Jednotra
soustava ekonomickych informaci) (1966 to 1971)

After a careful examination of the failure dational-Economic
Evidenceto produce an enviable economic system, it wagldddhat the
old system failed because it did not exactly spell to managers how
they were to manage their people’s businesses.Sligular System for
Economic Informationthus reintroduceédmanagement accounting into
the financial accounting system (Klozar (1968), tfar— Marek —
Kleisner (1966). The task of drafting this chartaetounts was given to
the People’s Central Commission for Control andi§tes. In total the
new system provided guidance on:

= Financial accounting and reporting;

= Internal, control accountingiitropodnikové detnictvi;
= Cost accounting — costing;

= Budgeting;

= Business statistics and analysis.

Among the most prominent reforms brought about Hxy Singular
System for Economic Informatiowas the reintroduction of a single
standard chart of accounts (and also a single atdrgeneral ledger and
set of financial statements). This chart contaitieel following major
classifications:

0 Property, plant and equipment and PPE in progress

1 Inventories

2 Customer/supplier relationshjps

3 Expenditures, expenses and income distribution

4 Revenues and earned income

5-8 Undefined accounts (used for cost center acoayn

9 Reserves, accumulated gross income, off baldvesst accounts.

While most of the featureSingular System for Economic Information
were the comparable ®ingular System for Business Account{h§46-
1952, see Zelenka, Zelenkova, 2013), some intagestlifferences
nevertheless deserve comment. The strict adheterfustorical cost was
abandoned, with evidentiary entities allowed to tcascording to
estimates generated by the managerial accountstgmy The managerial
accounting concept otost centers(which, since both revenue and
expenses were evaluated at this level, were, i paofit centers) was

% These changes were implemented by various diectasued from 1965 and 1967.
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reintroduced. However, since both producer and womes prices
continued to be regulated, the concept of profis weerely theoretical.

To reconcile the fact that evidentiary entitiesenfthad to sell
consumer goods for less than the cost of produneds) a special charge,
called anexpensgwas introduced. Also, while the teraccountingand
the income statement were again part of the officisanctioned
accounting system, it was not politically correcotdall the difference
between revenue and expense income, the teuby dichod (gross
income) was used. Since the nature of expense oheths reintroduced
and since no difference was drawn between salesnuev and the
‘revenue’ resulting when a company records the ghan inventory or
self-manufactured assets, it is not even logicadigrect to refer tdwruby
dizchodincome. Nevertheless, the state trediadby dichod as income,
since this was the amount that the company tramsfesver to the state
when it came time to disgorge profits.

The reforms did not stop with changes to the actognsystem.
Based on the work of economists (such as Ota $idtain ‘market-
oriented’ reforms were introduced. These refornmgwn by the title of
Principles for Improved State Economic Managemerte implemented
in 1965. While not strictly having to do with thepic at hand, these
‘reforms,” since they do provide interesting exaesplof the law of
unintended consequences, are interesting enougiefty mention:

a) The use ohruby dichodwas introduced as the primary measure of
economic effectiveness for both evidentiary ergitiand their
management.

While state planners had high hopes that the carafej@arning an
income’ would have a positive effect on company aggament they
did not foresee the problem caused by the fact thatconcept
‘earning’ was not understood as buying low andirsglhigh, but
rather as producing. Thus, even though the stakiaed a company
on the basis diiruby dichod the company recorded the cost of goods
produced both as an expense and as an offsettrgase in inventory
(classified as a revenue in the income statementil) the good were
sold. The result was that, while management wagrétieally given
the ‘income’ motive, it did not motivate managemémtminimize
labor costs by, for example, looking for ways t@move productivity
(since these were expenses that were not a pprodiiction and thus
brought down income). Instead management had thé&vendo
employ as many workers as possible, produce as rgaongs as

11
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possible, and do so in an as inefficient way asiptes

In short, the concept diruby dichod(where changes in inventory are
considered revenue) was logically consistent witaredK Marx’s
interpretation of the labor theory of value (‘A wsaue, or useful
article, therefore has value only because humaoulaim the abstract
has been embodies or materialized i) ibut in the real world it lead
companies to produce vast quantities of thingsmewanted in an as
inefficient manner as possible.

b) The state, to better regulate economic activitiroduced as whole
new scale of special taxes and fees.

For example, companies were taxed at a rate of @B%eir gross

income. This charge was reduced for the (depreciptharges paid
for using the states assets (equal to 6% of evesgta purchase
acquisition even if those assets were still in taesion), holding the

states products and (equal 2% inventory on hanbg State also
charged companies a so callgdbilizationfee that was intended to
force companies to act as if they were paying nigrkees while they

were paying regulated prices.

Companies were required to finance their workingiteh needs

through ‘loans’ from state banks. Thus, even thotighstate owned
everything, state banks gave state companies lo@onsipanies,

whose only owner was the state, also paid the &iaés and interests.
Each new regulation also brought added complicatiotii no one

understood exactly how the system worked.

The main consequence of this system thus was ttheatriching the
dishonest, smugglers, black marketers and compaayagers and
workers using the complexity inherent in the systém enrich
themselves a their company’s expense. It is aldosaprising that
during the period the phrase ‘he who does not dteai the state is
only stealing from his own family’ was first coined

Unfortunately, tentative economic liberalizationd dinothing to
improve economic results. It did, however, provite impetus for
Prague Spring during which time the Czechoslovak political seen
engaged in heated policy debates while the inteidédcscene was
consumed by debates about the role of the indiVidnd the state in

® Karl Marx Capital translated froni%3German edition by Samuel Moore and Edward
Aveking, reprinted by Random house, 1906
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society and economics. Unfortunately, these tinreteé at the point of
the gun in August 1968 when the armies of the Wansact decided it
was time tanormalizerelations.

During the first years ofiormalization no major accounting changes
occurred. Among the changes having some impactcoauating worth
mentioning are: the increase in the tax rate osggmcome to 65%, and
the implementation of an asset tax (5% of totalem$sand the
implementation a social security tax (25% of gnosges).

‘Singular System for Socio-Economic Information’
(Jednotna soustava sociathekonomickych informaci)
(1% period: 1972 to 1976)

This and the following period was, as can be exkatharacterized
by an attempt to return to the purely collectivisbdel that was, with
limited success, attempted in the 1950s.

The new system implemented on Jandafy72 was implemented in:

= Law # 21/1971 Sb. that created a singular systemsdaialist
economic information.

= Governmental directive # 153/1971 Sb. dealing wgineral
company recordkeeping.

= Ministerial directive # 154/1971 Sb. also dealinghwgeneral
company recordkeeping.

= Ministerial directive # 155/1971 Sb. dealing wittongpany
recordkeeping for long-lived assets.

» Ministerial accounting guide for managerial accaumt

= Ministerial accounting guide for national statistiand financial
statement preparation.

The accounting during this period was characterilaethe following
features (Klozar, 1974, Hea, 1972):

= Certain aspects of financial and managerial acoognt
(forecasting and budgeting) are again integrateti{ie remainder
is kept separate.

* Financial accounting thus continues to use theuheabf expense’
expense classification while managerial accountisgs ‘function
of expense’ classification applied to individuaktoenters.

= Historical cost continues to be used in financ@aunting while
managerial accounting is based on ‘budgeted costs.’

13
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= Cost as applied to long-lived assets is limitedotwchase price
only. All other acquisition costs (such as tranggoyn and
installation) are expensed as incurred.

»= Both a balance sheet and income statement arerptepa

= The changes do not affect the standard chart obusis
introduced in 1967 (which remains in effect uni7s).

= Income is calculated as the difference between revenue and
expenses.

The changes evident in this period can be sumnuhréze follows
(Libnar — Spéek, 1983):

= A return to centralized economic planning which idnehuch of
the liberalization of the past decade.

= Gross income as an economic indicator was abandanédvas
replaced by profit.

* A new tax structure was implemented. Profit tax waised to
75% and a series of other charges were implemented.

The reason that purchase price, and only purchase, pvas used to
measure the acquisition price of assets was that state required
comparable information in order to draft a cenplah. It did not have the
time, or manpower to evaluate each company’s gpesitiation.

‘Singular System for Socio-Economic Information
continued’ (2" period: 1977 to 1990)

This period was a continuation down the same pathedore. The
only reason to divide this and the former into tperiods is that several
new laws and directives, directly affecting the hmatics of accounting,
were introduced in 1976 (Ba — Tretina, 1981, Bé&a, 1989, Klozar, 1981,
Laucik, 1980).

In 1976 the single standard chart of accounts veggaced by 4
different charts again organized along industrgsinExpenses were again
classified by function at the cost center level dnd nature at the
company wide level. An interesting feature of thystem is that it sued
two methodologies for calculating income: tiressandnetmethods.

The gross method is comparable to the generallodetisually used
to calculate income under the nature of expensethade revenue
(including changes in productive inventory and-se#fnufactured assets)
less expenses.

14
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The net method can be summarized as follows: edhlincome +
intercompany income + other income — other expensbésse were
defined as:

Realized income equals to total revenue plus clamg@ventory and
self-manufactured assets less manufacturing casiste(ial, wages,
purchased services). The manufacturing costs eaémlilusing ‘budgeted
standard costs’ and thus were not measured atibatoost.

Intercompany income (the income generated by th@ows cost
centers). This was the difference, at the costerdatel, between actual
costs and budgeted standard costs.

Other income and expenses not attributable to iddal cost centers.

The accumulated income account was used only tanadate
income and was not used, as in the 1966 to 197Bdoén distribute
income.

The Czechoslovak accounting system used from 187@900 is
unique in that it combines financial and cost actimg) in one compact
unit. To illustrate this system see the schemaisfdystem (see Fig 1).

PostcommunismCzechoslovalkaccounting(1990to 1992)

After the fall of communism, the new government haech to do and
so the accounting system introduced during theopest ‘normalization’
remained in effect until 1992 with certain adjusirtsecaused by the first
steps of transition from centrally planned commumisonomy to the
market economy.

During 1992, the Czechoslovakia made the transttiaan accounting
system consistent with EU directive 4. It did so taking the French
accounting system and translating it. The influeot&rench accounting
system was caused by several objective and sugdeittors:

French accounting and financial reporting was (atildl is) closely
regulated by the state to the level of book-keepirmgedures and chart of
accounts. Strict detailed public accounting regomatwas reality in
Czechoslovakia of that time. Therefore, the ingmraby genuine French
accounting practices was considered proper by tleousmting
professionals and academics (Rynes, 1993, Klokarézi, 1993).

15



Fig. 1: Accounting in Singular System for Socio-Eamomic
Information
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Explanatory notes to the Fig. 1:

Transactions: 1 = Expenses, 2 = Transfer of exjgeioseost centers (in historical costs),
3 = Production and services among cost centerisn@std costs), 4 = Estimated costs
of products, 5 = Estimated costs of work in procéss Estimated costs of goods
manufactured and services sold, 7 = Revenue, 8variakd transfers of profit to the
state, 9 = Advanced transfers of profit to reserves

Closing entries: C1 = Transfer of estimated cobtpods manufactured and services
sold to P/L account, C2 = Transfer of revenues/todécount, C3 = Transfer of cost
centers historical costs to Cost centers resuttsuat, C4 = Transfer of cost centers
estimated costs to Cost centers results accouat=CEavings — excess of estimated
costs over historical costs, C5b = Excesses — sxafdsistorical costs over estimated
costs, C6 = Other expenses (excluded from cosecgntC7a = Transfer of profit to
Application P/L account, C7b = Transfer of los#\aplication P/L account,
C8 = Distribution of profit, C9 = Transfers of pitao other reserves, C10 = Retained
earnings, C11 = State subsidies, C12 = Excesfif pr loss over application of profit
or loss.

French accounting specialists and academics wexdirdt after the
fall of communism in Czechoslovakia to take thedl@a the transition
from the old to the new accounting system, accognfind financial
reporting appropriate for the market environmerhe Tethodical help to
the Federal Ministry of Finance and their educatioactivities were
particularly significant for our professionals.

Experience has shown that the French inspiration the
Czechoslovak, and later Czech, accounting madensexuently more
difficult to move to the transnationally acceptdadnslards of financial
reporting represented by the International AccoygnBtandards.

Conclusion

It was not acceptable for the communist politiedimen to continue to
use the earlier accounting model of Germanic typgractice — it evoked
too much the early capitalist economic order. Tlees in 1953, the
stage of ‘Book-Keeping Evidence’ according to tlowiSt model came in
operation. The accounting system in our environmeeNer became
naturalized. With regards to the economic problemmg certain political
relaxation the ‘Book-Keeping Evidence’ has beenaegd by the new
accounting system ‘Singular System for Economicondmiation’, later
modified to ‘Singular System for Socio-Economicdmhation’.'Singular
System of Economic Information’ and later ‘Singulsystem of Socio-
Economic Information’ (in its two developmental g#s) differed mainly
in how the financial and cost center accountingnisgrated to financial
accounting system.

17
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Accounting according to the ‘Singular System forci®eEconomic
Information’ was used in a modified form in Czedowskia after the fall
of communism until 1992. From the following yeacagnting under the
strong influence of the French state regulated w@wutog was
implemented. By this, our accounting got into ademice with the 4th
Directive of the European Communities. It was olaler, at the turn of
the millennium, when the financial reporting in ti@&zech Republic
gradually moved away from the French model and eclo® the
international standardization of accounting.
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From the Soviet to the French Accounting System (Hisry
of Czechoslovak Accounting before Collapse of Commist
Regimen and then before Division of Czechoslovakia)

Vladimir ZELENKA — Marie ZELENKOVA

ABSTRACT

In the period between 1953 — 1965 the system okBGeping Evidence
of the National-Economic Evidence was used in Casldvakia, based
strictly on the Soviet model of accounting. Thisteyn was replaced in
1966 by Singular System for Economic InformationheT content

followed the post-war Singular System for Busin@ssounting, which

was heavily influenced by Germanic Accounting SysteSingular

System of Economic Information and later Singulgst®&m for Socio-

Economic Information (in its two developmental €sigdiffered mainly
by how to integrated financial accounting systerd &inancial and cost
center accounting. After the fall of communism 882 and the beginning
of economic changes, a slightly modified accounsggtem from before
1990 is being used. It was only in 1993 that thearicial system is
replaced by a completely new one, based on Freratuating.

Key words: Accounting History; Czechoslovak Accounting; Soisial
Accounting.
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