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LITERATURE REVIEW OF THE PRACTICE
OF COST ACCOUNTING SYSTEM IN THE
AGRICULTURAL FIRMS
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Abstract 7nis article aims to review the literature related to cost accounting in the agricultural firms to find out the reasons that made
the accounting researchers pay less attention to study the cost accounting systems in the agricultural firms compared to manufacturing and
servicing firms.The cost accounting literature indicated that there are several reasons that led to lack of literature in costing accounting
systems in agricultural firms, for instance, the simplicity of production processes in the agricultural firms andthe delay of development in the
agricultural activities for long time. However, the changes that occurred in the agricultural business environment such as increased level of
competition, increased size of the agricultural firms and production of several products, encouraged decision makers to decrease the production
cost to be able to survive. All these factors made the cost information very important for the agricultural firms. Therefore, this study suggested
that accounting researchers should focus more on studying the practice of cost accounting systems in the agricultural firms.
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INTRODUCTION

Animal husbandry and growing plants are considered
as some of the oldest and important activities known to
humans. Till today farming is important for most of the
countries to provide food for people and raw materials
for manufacturing sector such as rubber and wood. The
development of lifestyle forced production firms to increase
the level of production to meet the increasing demand for
final products and the agricultural firms were not excluded
from these changes. Therefore, agricultural firms have
adopted other strategies, for instance, instead of relying on
small area of ground and family members to produce only
for domestic consumption, the agricultural firms used large
area and relied on large number of workers to double the
production and increase the supply. Nowadays, agricultural
firms like other firms in manufacturing and service sectors,
are facing significant changes in their business environment
including the increase in intensity of competition, product
diversity, and scarce resources, all these factors have made
managers to seek accurate information for survival.

Practicing costing systems provide useful information for
planning, controlling and for short and long term decisions
which will assist managers to make the right decisions to use
the scare resources in useful manner (Fleischman and Tyson,
1993; Talha, 2010). Although costing systems are useful for

firms, the literature related to cost accounting systems focused
on the significance of costing systems in manufacturing and
later in service firms, whereas agricultural firms did not
receive much attention from accounting writers.

The majority of accounting literature focused on
studies related to examining the factors which influence
manufacturing and servicing firms to adopt and implement
cost accounting systems (Brierley et al., 2001; Fullerton
and Mcwatters, 2004). This might be because costing
systems serve manufacturing businesses and production
of commodities (Hume-Schwarz, 2007). Some accounting
researchers argued that researchers paid more attention
to study the factors that influence manufacturing firms to
practice costing systems because the manufacturing sector
was the main reason for advent costing systems (Edwards,
1937; Fleischman and Tyson, 1993; Ning, 2005). Although
accounting researchers have been referring to the importance
of costing systems in agricultural firms since the 18"
century, currently, the accounting literature lacks qualitative
and empirical studies related to practicing costing systems in
agricultural firms and the factors that influence agricultural
firms to implement costing systems (Argilés and Slof, 2001;
Roger Juchua 2000). Therefore, this study is aiming to
review the accounting literature to identify the reasons that
made accounting researchers not to focus their attention to
study cost accounting systems in the agricultural firms.
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LITERATURE REVIEW

Studies on cost accounting systems in the agricultural firms
are very few. Academic research on agricultural accounting
lacks to empirical studies as argued by several accounting
researchers including Argilés and Slof (2001) and Juchau
(2000) who stated that accounting research on agricultural
management lacks qualitative and quantitative empirical
studies. Although some writers in the 18" century mentioned
about the significance of costing systems in agricultural
activities such as Arthur Young (Juchau, 2002), in recent
years accounting researchers are suggesting that more
attention should be paid to cost accounting systems in the
agricultural sector (Athanasios et al., 2010). Athanasios et
al. (2010) found that the agricultural activities do not receive
a lot of attention from accounting researchers. They referred
to some reasons to why the agricultural sector was almost
neglected from accounting literature, Among the reasons for
this is that the management in agricultural firms are simply
compared to manufacturing firms, specially if the firm
produces only one product, and many of the costing terms
are more appropriate for manufacturing firms. Kroll (1987)
and Sabate and Encise (1997) stated that because of the size
and legal practices many of the European farms have no legal
obligation to publish their financial statements. On the other
hand, even farmers who prepare accounts, prepare them to
comply with tax framework and subsidy requirements.

Cost accounting in the manufacturing sector has gained
much attention from researchers and standard setters. This
is not the case in agriculture firms. Researchers and standard
setters do not pay a lot of attention to this field of knowledge.
Tahir et al. (2004) also restated what other accounting
researchers have said. According to Tahir et al. (2004) the
agricultural firms have not been given much attention by
standard setters and accounting practitioners, and accounting
studies in farming are not many as compared to other
sectors. The development of agricultural tools and the use
of developed technology in farming have led to important
modifications in cost structure and cost behaviour, especially
in the agricultural firms that produce more than one product,
where indirect cost constitutesa large percentage of the total
costs; therefore, farmers should know their production costs
to stay profitable. In addition, Argilés and Slof (2001 )argued
that there is a gap between the importance of management
accounting and the low level of bookkeeping and accounting
practices in agriculture. In their view, the current accounting
rules do not adapt very well to the particularities of farming.
Therefore, it is difficult and expensive to implement these
rules in farming. Argilés and Slof (2001) also agreed with
Athanasios et al. (2010), that the agricultural management is
suffering from a low level of managerial sophistication and
lack of economic means.

Furthermore, Jack and Jones (2007) stated that management
accountants provided the accounting literature by several
studies that concentrated on manufacturing firms. It might
be because in the agricultural firms, production processes
are not complicated. However, the researchers also stated
that nowadays, agriculture is facing significant changes
and adjustments. Hopefully, these changes can bring about
changesinaccounting practices. According to Luening (1989)
and Allen (1994), the practice of cost accounting systems in
agricultural firms could improve farm management and will
lead to better performance.

Decision makers in the agricultural firms could increase
their profits if they practice cost accounting systems in
their firms. Tahir et al. (2004) stated that implementing cost
control in farming processes is to increase the margin profit
by avoiding unprofitable activities. According to them, farm
cost accounting system is useful in controlling plantation
expenditures which are increasing as a result of farming
being modernized. To achieve this, cost accounting system
ought to provide cost information adequately and in a timely
manner. In support of this, Toluyemi (1999) argued that
the significance of cost information in helping managers to
make informed decisions in agricultural firms.

However, there are only a small number of empirical studies
that focus on management and accounting in farming in
general, forinstance, studies done by Toluyemi (1999) and Lee
and Kao (2000). Toluyemi (1999) examined the accounting
information systems in the agricultural department projects
in Nigeria and suggested improvements to accounting
information systems so that it can facilitate the sustainability
among the agricultural department projects. Toluyemi
(1999) stated that if companies want to reach sustainability,
they have to focus on cost effectiveness through controlling
the costand the reduction of wastages by way of accounting
information support decision making, through planning,
analyzing and controlling. Planning refers to selecting
the best alternatives from many options available. This is
done by analyzing the past events, identifying the current
situation and forecasting the future; while controllingmeans
making sure that the implementation is carried out according
to plans.

Lee and Kao (2000) applied both the ABC model and the
simulation technique to analyze the operational costs in the
Pu Shin wholesale fish market in Taiwan. ABC system is
a system that allocates costs to activities, and then assigns
these costs to units that consume those activities. Many firms
in different industries have successfully employed the ABC
system to improve the performance and cost control. Lee
and Kao (2000) suggested that ABC system should be used
in the agricultural firms as well. They relied on case study to
obtain the needed data and to achieve the study aims. They
found that using ABC will help managers to determine the
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product price appropriately and this was better than using
traditional costing.

Foong and Teruki (2009) aimed to study the relationship
between the cost system functionality and performance in
oil palm firms. They wanted to determine whether managers’
perceived usefulness of cost information mediates the cost
system functionality performance relationship. In their
study, the researchers relied on a mail survey questionnaire
to collect the data from 179 oil palm firms in Sarawak.

After analyzing the data, the researchers found that there
was a positive association between cost system functionality
and performance and managers’ perceived usefulness of
cost information, only as partially mediating the cost system
functionality and non-financial performance relationship.
This is possible as a result of the nature of control over the
estate operations by the head office. However, they claimed
that providing cost details does not enhance performance.
Cost information should be relevant and timely to be more
useful to managers to increase performance. Furthermore,
they argued that high functional cost system is associated
with high performance. Although they obtained these results
from the data analyses, the sample was extracted from one
area in Malaysia, and the respondents were not accountants.
They were experts in plantations; therefore, the results may
differ if the respondents were accountants.

McBride (2003) conducted a study to know to what extent
the farmers in the USA covered their products’costs and why
the agricultural firms incurred different costs. The researcher
argued that the costs in agricultural firms are divided into
two types, operating costs which are related to short-term
decisions and assets ownership costs. The researcher found
that in the years 1998 to 2001, the agricultural product
prices were low. Thus, there were 85% wheat producers,
82% corn producers, and 96% soybean producers who could
cover operating costs, most of these producers continued
to produce the products. When the researcher added asset
ownership costs, the percentage was different, i.e., 50%
wheat and corn producersand 25% soybean producers, who
were unable to cover both operating and ownership costs at
the average commodity prices during the period between
1998 and 2001.

McBride (2003) studied the effects of farm operators on
production costs using three dimensions: operator’s age,
education and occupation. McBride (2003) found that
majority low cost producers were less than 50 years old, and
had attended classes more than high cost producers. This
is because in low cost production, younger and educated
farmers are more capable of adopting production practices
and using modern technologies which might decrease
product costs and increase farm productivity. On the other
hand, farm employment affected production costs as well.
The researcher found that 60% of the farmers in the USA

have another jobs besides farming, 40% of farmers work
only in farming, 94% of low cost hog producers stated that
their job was only farming, while only 6% were high cost
producers.

Furthermore, McBride (2003) found that farm location
influenced production cost. Farms which were located in
good areas with good climate and soil were more likely
to produce low cost products. For instance, most of the
corn and soybeans of low cost producers had their farms
located in areas with high quality soil. On the other hand,
farms which were located in areas with much rain had
reduced irrigation costs. In addition, farm size influences
the production costs. In relation to input costs, farmers with
large farms have the opportunity to obtain discounts from
the wholesaler. Moreover, the operating costs are distributed
on more products, so if the production increases, the share of
one product cost reduces.

Juchau (1986) argued that agricultural firms ought to practice
cost accounting systems especially if they are suffering
from financial constraint, because management accounting
systems have an important role to assist farmers to make
better decisions to improve their performance. Current
accounting systems are mainly used to prepare external
reports especially for tax purposes; therefore, Juchau (1986)
suggested that the farm size, farm activities, farm resources,
and ownership structure determine the nature and the scope
of management accounting systems in the agricultural
firms. Large agricultural firms which are capital intensive
and produce various types of products need to allocate the
resources appropriately to determine every product cost
accurately;whereas for small farms which produce only one
product, it is easy to determine the product cost and there is
no need for sophisticated cost accounting systems. Juchau
(1986) found that farmers do not understand well many
of the management accounting techniques and methods
that can help them to improve their decision making. To
assist agricultural firms’ managers and to fill the gap in the
literature, the researchers advocate accounting researchers to
conduct more studies about the practice of cost accounting
systems in agricultural firms.

Jack (2008) claimed that although target costing management
is not in use in agricultural firms, however target costing is
a potential system to be used in agricultural sector. Jack
and Jones (2007) mentioned to the same idea in their study.
Furthermore, Jack (2008) explained that farmers are using
what could be named an intuitive form of target costing.
Farmers rely on prices in previous years to predict potential
prices to set target costs and then redesign their operations
in order to reach that target. However, Jack (2008) found
out that some factors make the practice of target costing in
agricultural firms difficult; these factors include the need
for detailed cost information and monitoring reports.To
achieve this, firms need multidisciplinary teams. However,
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agricultural firms started to collect data to enable target
costing to be applied in farming.

Inpalm oil firms,Ismail, Simeh and Noor (2003) discussed the
production cost structure for independent smallholders and
then compared the results with their counterparts(organised
smallholders). The study found that the production cost in
oil palm firms consists of five sub-centres: upkeep, fertilizer
application, harvesting, transportation, labour and other
costs. The cost structure in oil palm firms can be classified
as following, harvesting and collecting work constituted
31.8% of the production cost in independent smallholders.
Then upkeep costs which represents 22%, followed by
transportation cost of 21%, then the cost of fertilizer of
20% and other expenses of 5%. Ismail et al. (2003) study
focused on understanding the cost structure in the oil palm
production in independent smallholders; however this study
did not mention management costs and overhead costs.

FINDING AND DISCUSSION

The management accounting literature explains that cost
accounting systemsare implemented widely inmanufacturing
sectors since its advent up to now (Fleischman and Parker,
1991).It might be because the industrial revolution which
happened in the end of the 18™ century was the starting
point which brought about the development of cost
accounting systems (Fleischman and Tyson,1993;Ning,
2005). Therefore, most of the accounting researchers paid
a lot of attention to study this system in the manufacturing
firms whereas there are a few studies which focused on
the practice of cost accounting in the agricultural firms,
including studies by (Argiles and Slof, 2003; Athanasios et
al., 2010; Juchau, 2002). All these researchers argued that
accounting researchers ought to pay more attention to cost
accounting systems in the agricultural firms.

Some researchers including Argilés and Slof (2001) argued
that the production processes in the agricultural firms are
quite simple compared to those in the manufacturing firms.
Moreover the nature of the firm influences the production
processes, which are difficult to be controlled by the
agricultural producers, and thus the accounting researchers
do not focus on agricultural activities in their studies.
Furthermore, the agriculture stayed for long time were not
organised as manufacturing firm, for example, most of the
farms were managed by family members, and most likely
produce for domestic consumption, therefore, no need for
determining the product cost as manufacturing firms.

Recently, the agricultural firms faced several changes, such
as, increased firms’ size and becoming multi-products firms
that made determine every product’s cost separately quite
difficult. Using the high tech to facilitate the production
processes, this led to change in cost structure increasing

indirect cost and decreasing the direct cost, thus determining
the product cost need allocating the indirect cost appropriately
(Tahir et al., 2004). The most important change is increasing
the level of competition between the agricultural firms
which made the cost information very important for decision
making processes.From the available literature there are few
studies conducted on agricultural activities such as Juchau
(1986), Lee and Kao (2000) and McBride (2003), all of these
studies provided the managers in the agricultural firms with
valuable cost information that can be used in rationalize
managerial decision making.

CONCLUSION

There are several factors that make the accounting
researchers ignore studying the cost accounting systems in
the agricultural firms, for instance, most of the accounting
terminologies have been developed for manufacturing firms,
thus it is difficult to implement those in agricultural firms.
The study suggests that accounting researchers should
conduct more studies to understand the practice of cost
accounting systems in agricultural firms, and to provide
cost information to assist decision makers choose the best
decision from the options available. In addition, it should
also help in using the scarce resources in the optimal way,
especially the water which is considered to be the one of the
most important resources in the agricultural processes.
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