INTRODUCTION


	Russia has experienced many changes since perestroika and the collapse of the Soviet Union in 1991.  The term perestroika translates as “reconstruction”or  “reorganization”. Mikhail Gorbachev adopted this policy as a result of the stagnation of the Soviet economy which he inherited from his predecessors. It was an attempt to reform the Soviet Union’s command economy. It was not an attempt to dismantle the Soviet command economic system but to revitalize it. An important aspect of Perestroika was combating corruption by Communist officials and introducing minimal privatization while preserving the monopoly of the Communist Party. Unfortunately for Gorbachev, the Soviet economy deteriorated even further. This deterioration eventually led to a failed coup, the breakup of the Soviet Union, and the fall of Michael Gorbachev from power.


	Enter Boris Yeltsin, the first popularly elected president of The Russian Federation since 1917. Yeltsin was charged with the task of transforming the wounded behemoth from a command economy to a market economy. The problems he faced were and still are enormous. Cost accounting  and Management accounting  are critical issues regarding the process of privatizing the Russian economy.  Cost accounting is the allocation of the costs of raw materials, labor, land, facilities, equipment and overhead to products.  The aim of the cost accountant is to accurately assign these costs in order for management to be able to make optimal pricing decisions.  The reason why proper cost accounting is crucial to the transformation from a command economy to a market economy is that accurate cost allocation is need in order to formulate a successful pricing strategy in a market economy. In a market economy, enterprises in the former Soviet Union must compete with both domestic and foreign companies. Price strategies need to be derived from accurate cost allocations in a competitive market otherwise the firm in question will lose market share. The following section will provide examples of how Soviet managers and accountants fell very far from the mark in accurately assigning costs.





ACCOUNTING UNDER THE COMMAND ECONOMY


	Before discussing the issues involving cost accounting, one should understand the nature of management accounting when the Communist Party was in power. According to Lenin, the role of the state during the socialist stage was to collectivize all the means of production in the name of the dictatorship of the proletariate. As a result, Lenin established the command economic model. Under the command system, accounting was primarily a tool concerned with controlling and statistical reporting and not planning and decision-making. It was divided into three subsystems: financial record keeping, statistical record keeping, and operational-technical record keeping. Financial record keeping somewhat resembled financial accounting in the West. Accountants in this area were required to provide balance sheets to the upper echelons of the ministries. Unlike in the West though, these accountants only summarized balance sheets as opposed to consolidating them. Accountants in statistical record keeping provided the various ministries with data on actual volume, capacity, and cost of production.  Accountants in operational-technical record keeping monitored the movement of materials and products within a plan (Sherry and Vinning, 1995).


	Accountants were not considered part of management. For the most part, accountants were clerical workers who collected data and information for the purpose of filling out reports. Generally speaking accountants were not paid very well since their occupation was not considered prestigious and vital in the decision-making processes. Controlling, planning,  and decision-making were reserved for top officials in the Ministry of Finance and Gosplan�. State run enterprizes that operated in the black were required to remit profits back to the state as opposed to reinvesting them back in their plants. Those firms that operated at a loss received subsidies from the state. This left little initiative to earn a profit. Moreover, such an organizational structure was inflexible and very little information other than what was required flowed up the chain of command.


	Another important aspect of Soviet accounting was the absense of independent auditing. Soviet officials controlled all inspection of inventory and did not believe in what they would consider an outsider having access to information which they monopolized. After all in the command economy, the state was the sole stockholder and creditor. Thus there was no formal role for an independent controller as upper management tended to be content to report what they were told by their subordinates. This structure provided too many opportunities to fudge the books. Despite harsh penalties, embezzlement was a serious problem in the Soviet Union. In fact, Brezhnev’s son-and-law was indicted for embezzlement during Gorbachev’s crackdown on corruption. Another example of mismanagement that occurred in the Soviet Union proved to be dangerous to consumers. A manufacturer of penicillin diluted the formula in order to fulfill the quota.   


	Cost accounting in the Soviet Union fell very short of its purpose, which was to accurately allocate costs to products so management could make proper pricing strategies. Potentially expensive fixed costs, such as land and rent were not included in balance sheets. Moreover, rent and transport were not assigned to production cost leading to inaccurate costing of products. The reason is that the state subsidized these costs. This is much like a child operating a lemonade stand in which her parents charged her only for the lemonade mix and cups while providing her with the table, markers for the sign, the pitcher, stirrer.  Many accountants visiting the Soviet Union or the early years of the Commonwealth of Independent States (CIS) were shocked at the prices. For example, in 1992 such items as monthly bus passes and books, could be purchased with pennies. One such accountant was dumfounded at the price of an unabridged dictionary costing only $4.00 (Russell, Sherry, 1995). According to this accountant, the low price was not due solely to the sudden devaluation of the ruble. After looking at the cost structure, he noticed that indirect costs such as transportation were left out. On the other hand, the visiting accountants determined that hotels were considerably over priced.





PRIVATIZATION


	The fall of the Soviet Union gave birth to a new era. The Soviet-style command system was completely discredited. The CIS, having replaced the Soviet Union, consists of eleven of the former fifteen Soviet republics. The Russian Republic inherited the Soviet Union and struggled with the task of picking up the pieces. The government launched a rapid privatization process in which vouchers were distributed to ordinary citizens.  The citizens had the option of selling them for cash or stock in the nation’s state-run firms. As a result, management had to be accountable to new owners, i.e. the stockholders. Another important aspect of privatization was the welcome mat being placed for international investors.� This implies that changes were needed in Russia’s accounting system. No longer could management simply report to the various ministries what they wanted to hear. There needed to be an emergence of independent auditors who looked out for the interests of the stockholders and investors. The expense undertaken by the firm in order to keep management in check is called agency cost and unfortunately is a negative characteristic of the separation of management and ownership. The positive aspect of separation is the opportunity for firms to obtain needed capital and the opportunity for ordinary citizens to become owners. Of course in the former Soviet Union this process was not undertaken without problems such as fraud in the stock market and its resultant disillusionment of many citizens. 


	This article will not discuss these topics in detail. It is best left to experts in finance or political science to elaborate on the intricacies of the new equity market in Russia. However, it is wise to understand why auditors are needed. Russia faced many obstacles in changing her accounting system. First, there was an acute shortage of professional accountants versed in Western concepts. Russian accountants and managers and the business unit level often failed to provide their joint venture partners a business plan. The political culture in Soviet Russia was not conducive to subordinates reporting to independent investigators at the expense of their bosses. Second, communication in the Soviet Union was primarily vertical, and not horizontal. And this communication as mentioned before, essentially went from the top to the bottom. Accountants tended to be reluctant to be proactive in planning and decision-making because they feared alienating other members of their firms. They wanted to avoid being considered bureaucrats attempting to prolong central planning. The irony is that objective management accountants participating in planning and decision-making are crucial to the transformation of the command economy to a market economy. Third, Soviet managers and accountants had a very different view of cost determination and pricing than their counterparts from the West. For example, accountants from the West visited a metal fabrication plant that produced kiosks. The plant in question was originally constructed to produce high technology products for the space program so the fixed costs were very high. They believed that revenues may not even cover variable costs at the level that the plant was producing the kiosks. Moreover, depreciation exceeded revenue. Yet the firm claimed to be making a profit.  Fourth, accounting rules were not in synch with either GAAP or with the European Community (EC) accounting rules.


	Despite these problems that Russian managers and foreign investors face, there has been progress. Edwin Kliegman, CPA, who teaches American business methods in St. Petersburg attests to this in his 1996 article in the CPA Journal. He notes that there has been a large increase in the professional accountant community. Accountants are now required to be licensed and pass an exam similar to the CPA exam in the U.S. There has also been a proliferation of accounting organizations. In 1991 there was only one such organization called “Inaudit” and it was state-run. In 1996 there were nearly 200 private accounting firms in St. Petersburg. These firms work as partners with the large multinational accounting firms. The multinational firms provide expertise on international issues and help train local accountants on Western business methodology in the West and the small local firms handle local issues such as taxation and local auditing.








CONCLUSION


	International organizations such as the IMA have been very active in guiding Russian accountants in their efforts to adopt Western methodology in management  as well as financial accounting. Nevertheless, difficult obstacles still remain. The legal system needs to be developed and stabilized. For instance, malpractice procedures are ambiguous and lawyers in Russia are timid in comparison with those in the U.S. On the one hand, lawyers in the U.S. are regarded as sharks and this perception is the main cause of the multitude of jokes at their expense. On the other hand, a lack of civil laws and aggressive lawyers protecting both firms as well as citizens is not desirable. Many believe it will take at least a generation for Russia to catch up with the west in the area of management accounting. That would be remarkable if the Russian accountants manage to succeed in such a short time for Moses led the Israelites in the desert for three generations in order to eradicate the last vestiges of the slave mentality before building a new nation.
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� Gosplan is an abbreviation of the term gosudarstvenny plan which loosely translates as State Planning Commission.


� Foreign companies invested in various projects in the former Soviet Union, however not at the pace during the latter days of Gorbachev and certainly not following the downfall of the Soviet Union.
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