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Introduction 

Initial measurement of assets created in the enterprises is among the most signif-

icant, complex and complicated problems to be solved by accounting regulators, ac-

counting scientists and the accounting departments of companies. This is an issue that 

is unlikely to ever lose relevance and is subject to serious dynamics in theoretical and 

methodological aspect, as well as in its practical application. The accounting infor-

mation obtained in this field is expected to meet considerably high requirements – it 

has to be timely, comprehensive and high quality. 

Initial measurement of assets produced in the enterprise is typically performed 

according to their cost. IAS 2 Inventories states that "a major problem in accounting 

for inventories is recognizing their cost as an asset and transferring it for future peri-

ods until the respective incomes are recognized" (IAS 2 – Inventories; Paragraph1). A 

considerable part of the said standard, as well as its analogue, National Accounting 

Standard 2 "Accounting for inventories" provides guidance for solving this problem. 

Cost calculation is a point of contact and common application ground for the two 

main branches of accounting – financial accounting and management accounting. Ac-

curate information about cost can function as a reliable foundation for various man-

agement decisions, as well as the true and fair representation of accounting infor-

mation in the financial statements of the company. 

Cost calculation in manufacturing organizations is an exceptionally complex and la-

bour-consuming process. In this connection, the purpose of this article is to present an 

integrated model for the initial measurement of assets created in the enterprise. This 

model is expected to serve the needs of both financial and management accounting. 

The achievement of the set goal is connected with solving the following research 

tasks: providing an overview and analysis of the theoretical foundation for developing the 

model; building the model and providing guidelines for its practical implementation. 

1. Techniques of (approaches to) cost calculation. 

A mandatory element in the overall cost calculation of the manufactured output 

is applying a certain approach (technique) of costing. The essence of this element is to 
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use a particular methodology for defining the cost of the manufactured assets by 

means of inclusion into the methodology the various expenses that make up cost. In 

this part of our paper costing techniques will be viewed as the basis for building the 

integrated model for initial measurement of assets created in the company. 

There are various opinions in the specialized literature concerning this element 

of the costing process. Yonkova, Oresharov and Rupska (2010) discuss costing ap-

proaches. Lucey (2009), on the other hand, uses the term costing techniques. Accord-

ing to the said specialists, under an approach (technique) for cost calculation we 

should mean the particular methodology that is used for applying the company-

chosen method of costing. In other words, the particular methodology under which 

manufacturing costs are distributed over the manufactured products in order to estab-

lish product cost. In as much as there is no substantial difference in the authors' opin-

ions about the content of these two notions, they will hereinafter be used as syno-

nyms. 

However, authors do differ in their classification of the various approaches to 

costing that they define. Boychinka Yonkova (2010) distinguishes among the follow-

ing four approaches: Absorption costing; Variable costing; Activity Based Costing; 

Throughput costing (Yonkova, Oresharov and Rupska, 2010, p.94). Lucey (2009), on 

the other hand, formulates the following costing techniques: Total Absorption Costing 

(equivalent of Absorption Costing); Marginal Costing (corresponding in content to 

Variable Costing); Activity Based Costing (cost-calculations based on activity) and 

Standard Costing (costing using standard cost) (Lucey, 2009, p. 189). 

From the analysis of the above mentioned classifications it has become clear that 

they differ in two points. Yonkova (2010) views costing based on the manufacturing 

cycle (Throughput) as one of the techniques, while Lucey (2009) mentions Standard 

Costing. Throughput is in itself a management accounting technique, aimed at the 

optimal management of the entire organization by comparing total incomes to total 

expenditure (Yonkova, Oresharov and Rupska, 2010, p.116). Therefore this technique 

remains beyond the range of issues covered in this article. For this reason we are go-

ing to study Lucey's (2009) classification and attempt to provide an explanation con-

cerning the basic points of applying each of the techniques mentioned. 

Variable/Marginal Costing typically divides costs into two main groups – vari-

able and fixed. According to the definition suggested by the Chartered Institute of 

Management Accountants, variable costs are those costs per unit of product which 

can be avoided if this unit is not manufactured (CIMA, 2005, p.45). In this regard all 

direct costs such as labour costs, costs of material and other direct costs associated 

with the manufacturing of a particular output, as well as the variable production costs, 

can be classified as variable costs. When variable costs are calculated, product cost 
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only includes variable production costs. Variable costing is particularly useful from a 

managerial viewpoint. Based on the information derived through this technique, cal-

culations and analyses are made to find out the marginal revenue from the various 

kinds of production and production units. 

Absorption costing can be viewed as an extension of, or a kind of upgrade on 

the cost calculated by the technique of Marginal Costing. With absorption costing, 

apart from the variable costs, cost of production also includes fixed general over-

heads. This is also the technique included in the stipulations of IAS 2 Inventories and 

NAS 2 Accounting for inventories. It is precisely this technique that is applied in cal-

culating product cost and disclosing information about it in financial accounting. 

Applying the approach of costing based on all production costs (Absorption 

Costing) also helps to apply the principle of matching of income and expense. Includ-

ing fixed general overheads in the cost of various assets should take place by using 

appropriate bases, which is a very complicated problem facing teams of accountants. 

This is so mainly because of the increasingly expanding product ranges, on the one 

hand, and on the other hand, because of the growing share of general overheads in the 

structure of cost. If the basis for distributing general overheads is incorrectly selected, 

the result is an economically unfounded increase in product cost, at the expense of 

lowering the cost of another product. 

As a solution to the problems outlined in the end of the previous paragraph, in 

the late 1980s, the idea of Activity Based Costing was born. Ever since this idea ap-

peared, there have been published a number of studies by leading accountancy scien-

tists (Kaplan and Burns, 1987; Cooper, 1994; Lucey, 2009; Iliev et al., 2012;) and 

others, which explain its essence and reveal the advantages and disadvantages of its 

usage. In the following passage we shall review the basic points of the ABC approach 

as they were discussed in the literature devoted to this technique. 

At the basis of the ABC calculation approach is the causal connection between 

the objects of costing, the resources necessary for their production and the activities 

involved in transforming resources into output. The ABC approach requires that gen-

eral expenses be allocated only over to the types of output that have resulted in the 

generation of these expenses. This allocation should be based on what best reflects 

the cost defining factor, so that a larger part of the general expense is assigned to the 

product that is "more to blame" for incurring the expense. In order to be applied cor-

rectly, the ABC technique demands identifying the cost-defining factors, the bases for 

cost allocation and the activities that generate general expense. 

If ABC approach is applied correctly, the result will undoubtedly be much better 

quality information about the cost of output and much fairer allocation of production 

overheads among the various objects of costing. Provided that the additional expenses 
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associated with the application of the ABC approach are smaller than the benefits for 

the enterprise management, the said technique should be widely applied in the Bul-

garian accounting practices. 

Cost calculation using standard cost or Standard Costing technique is ex-

tremely useful and should be more common in the national business environment. 

When this technique is implemented, estimate product cost is suggested. Later on, 

planned cost is compared to actual cost achieved for the period. It is assumed that 

planned cost is called standard cost (Drury, 2007, p. 417-419), and the differences 

between planned costs and physical costs are called variances. One of the most im-

portant aspects of the application of the above mentioned technique is the in-depth 

analysis of variances in order to identify the reasons that led to them. 

Applying the technique requires the establishing of standard levels for the vari-

ous expenses involved in the manufacturing of company assets. Once standards are 

set, it is necessary to build a system for monitoring physically incurred actual costs 

and their comparison with the planned standards. Variances should be regularly ac-

counted for so that eventually they could be subjected to analysis. Changes of the en-

vironment the business operates in have to result in a certain adjustment of standard 

cost levels. 

Disadvantages of this technique are the initial costs of implementing it and the 

expenses associated with updating the standards and reporting variances. Besides, it is 

difficult to apply this technique in times of abrupt changes in the price of essential 

resources. It is recommended that in such periods, if possible, the cost standards for 

particular types of expense be replaced by quantitative ones. Thus the effect of the 

resource price changes will be neutralized or at least minimized. 

Despite these disadvantages, there are a number of strong points in favour of ap-

plying the technique. The opportunity for exercising a timely and active control on 

the part of management is a huge advantage. Easier planning and forecasting resource 

security is also a strength. The solid basis for correctly estimating sales prices by ap-

plying the "costs +" pricing method is a plus, as well as many other.  

Now is the time to pay attention to another interesting approach to costing, namely, 

Target Costing. In his work Lucey (2009) examines Target Costing separately from the 

cost-calculation techniques. However, there are a number of reasons for target costing to 

be included among them. In fact, Target Costing has a lot in common with the Standard 

Costing method. Both methods include two costs – one is the preliminary determined one 

and the other is the actually achieved one. Both costs demand an analysis of variances and 

looking into the reasons which brought about those variances, etc. 

The Target Costing method appeared and was initially applied by large Japanese 

corporations like Komatsu, Sony, Isuzu, Toyota and others. Afterwards the method 
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gained an ever increasing popularity in the USA and Europe. It also attracts serious 

interest as a subject of publications by leading accounting specialists (Robin Cooper, 

1992; Peter Horváth, 1993; Cooper and Slagmulder, 1997), and others. 

A characteristic of Target Costing is market orientation and production sales. In 

essence it consists of setting a target cost based on the estimated market price of the 

product, after deducting the required rate of return. This serves as a starting point for the 

management of the company in making a decision whether to start a certain production 

or not. It is exactly the market orientation of the Target Costing technique that is among 

the main features which make it different from the other approaches to costing. 

Compliance with market prices is at present mandatory for every organization 

operating in a competitive environment. With Target Costing this compliance is still 

at the stage of planning and forecasting the respective activity and can save a number 

of undesired effects of the manufacturing of output that the market does not demand 

or the product is demanded at a price that is unprofitable for the respective organiza-

tion. All this provides a good argument for the conclusion that the use of the Target 

Costing technique would have a positive effect on the manufacturing companies in 

this country. 

The costing approaches discussed in this part of our paper hold an important po-

sition in both accounting theory and the practice of accounting specialists. The next 

part of our paper will suggest a development of the above mentioned theses and their 

unification in what the author proposes as an integrated model for initial measurement 

of assets created in the enterprises. 

2. An integrated model for calculating the cost of manufactured output. 

In unison with Lucey's opinion (Lucey, 2009), it has to be noted that the above 

described methods of calculating product cost can be used in combination with the 

various other methods of costing. Thus, for example, the direct method of calculating 

cost can be applied while using the Standard Costing approach. To do this, standards 

have to be developed for the expenses that make up product cost by items of calcula-

tion and afterwards measure and analyse deviations from these standards. Similarly, 

the ABC costing technique can be combined with the proportional method of cost 

calculation. This can be achieved when, in compliance with the ABC approach, dif-

ferent bases for allocation of the various types of general expenses which make up the 

cost of products in parallel production. 

The following assumption of the author could be made by way of developing the 

above mentioned idea. Apart from combining the various costing methods and tech-

niques, I believe that the various costing techniques could be combined with one an-

other. In the following part of this paper there will be presented the author-developed 
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integrated model of combining all the above described approaches to calculation. The 

model aims to achieve synergy and extract the positive effects of implementing each 

of them. 

The model is based on Target Costing. According to the author, in the pre-

production stage it is feasible to carry out market research about expected demand for 

the product and identify the price range within which the product will be sold. Next 

the desired long-term profit margin should be defined and deducted from the net mar-

ket price. Technologists, production engineers and employees of the purchasing de-

partment have to draw up accounts about the estimated levels of product cost that can 

be achieved in the enterprise and thus formulate the Target Cost. In case Target Cost 

is equal to or lower than the difference between the market price and the desired prof-

it, it is possible to start developing the Standard Cost. The methodology suggested by 

the author can be illustrated by the following figure: 

 

 

Figure 1. Defining target cost 

Standard cost should be developed on the basis of target cost and should reflect 

the current state. The current prices of necessary raw materials, levels of labour cost 

and production overheads are taken into consideration and standards are developed 

for each type of expense. During the manufacturing process levels of actual costs are 

compared to those of standard costs and deviations are analyzed. When the Standard 

Cost technique is applied, calculation can be illustrated by the following formula: 
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Formula 1:  

DSCAC , where 

AC – Actual Cost 

SC – Standard Cost 

D – sum of Deviations 

The larger the number of expenses for which standards are developed, the great-

er the extent to which the benefits of applying the technique are demonstrated. At the 

same time, one should also obey the rule that benefits must not exceed the costs of 

their implementation, which mostly consist of complications in accounting proce-

dures. 

Given that the business manufactures more than one type of product, as is usual-

ly the case with most manufacturing enterprises, one should also apply the ABC ap-

proach, in order to allocate general expenses among the manufactured products. This 

should be done having in mind the cause-and-effect connection between output, activ-

ities involved in its production and the various general expenses that accompany the 

manufacturing process. 

With the ABC technique one achieves the necessary information to apply the 

Absorption Costing approach. Under this approach, as it has become clear, product 

cost includes fixed production overheads taking into consideration the level of manu-

facturing capacity achieved. Thus information is also provided to the finance and ac-

counting department, and in particular, information about the proportion of expenses 

that are to be included in the manufactured product cost and the expenses that have to 

be reported and disclosed as period expenses. 

Based on the information about cost before allocation of general expenses and 

applying the approach of Marginal costing, one can define the marginal cost of every 

product item. This information, compared to the manufacturing capacity of the enter-

prise, could be of great help in planning and deciding on the optimal volume of pro-

duction. 

The model suggested by the author points at the interrelation and outlines the 

need of interaction between the various approaches. The model can be visualized in 

the following figure: 
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Figure 2. Interrelation between costing approaches 

It can be claimed that in its larger part, the suggested model is generally valid for 

manufacturing enterprises and can be applied in a large number of them, after the nec-

essary corrections concerning the peculiarities of particular organizations are made. In 

this aspect it can be noted that if a certain enterprise manufactures only a single type of 

product and, consequently, applies the direct method of product cost calculation, then 

there is no scope for applying the ABC technique. In such cases the model should be 

modified to meet the specifics of the manufacturing process in every enterprise. 

The following can be considered disadvantages of the suggested model: 

 The need for additional spending on market research and identifying the mar-

ket prices for the products that the business plans to produce. 

 The need for preparing maximally accurate estimations of price levels for both 

the end product and the resources involved in its manufacturing. The less correct 

planned accounts are, the higher the risk of starting an unprofitable production. 
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 The necessity of incurring additional costs related to training financial report-

ing staff and staff who will monitor the correct application of the model. 

 The need for adapting the model and the technological time necessary for its 

implementation. 

The advantages of applying the suggested model can be systematized as follows:  

 Integration of various costing techniques enables the combination of the posi-

tive effects each technique generates on its own. 

 A wide scope of model applicability. Following certain adjustment proce-

dures, the model can be applied in initial measurement (by cost) of assets cre-

ated in various manufacturing enterprises. 

 Compliance with market conditions. By applying the model the risk of start-

ing unprofitable productions is minimized. 

 Possibility for control over spending manufacturing resources, which allows 

for timely actions to prevent losses. 

 Information about product cost that is generated by using the model serves 

the objectives of both management and financial accounting. 

 More accurate and complex information about the costs of manufactured as-

sets. This information can be used for reallocation of available resources and 

using them for the most profitable lines of production. 

Before company management makes a decision to implement the model, an as-

sessment of the estimated effects of its usage should be carried out. Preliminary cal-

culations could be made in order to provide monetary expression of the additional 

costs and projected benefits. Provided that benefits outweigh expenditures and the 

enterprise has the necessary capacity, it could proceed to implement the model. 

Conclusion 

The presented model integrates the positive aspects of various costing tech-

niques. Implementation of the model requires the joint conscientious efforts of a 

number of teams in the manufacturing enterprise – from Marketing, Production, Ac-

counting, Logistics and other departments. 

To maximize benefits and minimize the expenses related to model application, it 

should be implemented in an automated system for reporting of expenses and calcu-

lating cost. Such a system would facilitate reporting procedures, reducing expenses to 

a minimum. In addition, management teams would have timely access to the infor-

mation they need in order to prepare their strategic and operational management deci-

sions. The electronic system can be an individual software product or be developed 

and implemented as a module to be incorporated in the company’s ERP system.  
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Application of the suggested model will result in considerable improvement of 

information about product cost. This information along with consideration for market 

conditions could be used by managers of manufacturing enterprises in at least two 

major aspects. Firstly, it can function as a basis for adequate pricing. Secondly, de-

tailed and accurate information on product cost, with its constituent elements, can be 

viewed as a basis for identifying and using reserves for optimizing cost. This would 

inevitably lead to improving the competitive positions of manufacturing companies 

on both the home market and international markets. 
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ASSETS CREATED IN ENTERPRISES 

Doctoral student Mincho Minev 

Abstract 

The initial measurement of assets created in enterprises is among the most important, 

complex and difficult to solve issues, facing accounting regulators, scientists in the area of 

accounting and the accounting departments of companies. The aim of this article is to present 
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an integrated model for the initial measurement of assets created in the enterprise. The appli-

cation of the model put forward by the author will help achieve considerable improvement of 

the information on prime cost. This information could be used in at least two aspects. As a 

basis for adequate pricing and planning the overall activity of the enterprise. And, on the other 

hand, the detailed and accurate information on prime cost and its elements can serve as a basis 

for discovering and realizing the reserves for its optimization. 

Keywords: prime cost, costing, costing model, costing systems, initial measurement of 

production. 

 

 

 

 

 


