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Abstract

This publication considers accounting procedures and financial data reporting by small and medium size
businesses in accordance with International Financial Reporting Standards (IFRS). It studies different IFRS
influence zones in small and medium size businesses. The present study offers the following information: a
definition for “small and medium sized business”; a model of financial accounting and reporting procedural
guidelines for Russian small and medium sized businesses; approaches to creating an accounting system to
prepare IFRS-based financial statements; an algorithm to transform small and medium sized businesses’
accounting statements in accordance with IFRS requirements.

Keywords: small and medium sized businesses; IFRS for small and medium sized businesses, financial
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1. Introduction

At the present stage one of the key factors for successful small and medium sized business development is
bringing financial reporting practices in line with international requirements. Implementation of international
financial reporting standards enhances fundraising abilities, affords an opportunity to call for international
tenders and to analyze financial situation among customers, makes external crediting more available (Klychova,
Nizamutdinov, Safiullin, & Mavlieva, 2014). It is a matter of utmost importance, as small businesses play a key
role in developing not only the world economy but also its separate regions and sectors (Maleti¢ & Ceranic,
2010).

2. Theory

A full set of international financial reporting standards is intended for big businesses (Ildiko & Dekan, 2013). It
is complicated enough to be employed by small businesses so it was necessary to develop a simplified set of
fundamental accounting principles for not big and non-publicly traded companies based on the full IFRS
(Figure 1).

According to the new standard small and medium sized businesses are companies which are not publicly
responsible and do not publish their financial reports for external users. Such companies do not publish debt
instruments or shares on open access and do not hold third party assets.

IFRS implementation for small and medium size enterprises in Russia requires substantial legal framework
upgrading. Much has already been done in this area. For instance, a new law Ne209-®3 “For small and medium
entrepreneurship development in the RF”” was adopted on July, 24, 2007. It specifies the criteria to classify small
and medium enterprises, although a number of economists believe it necessary to revise it. We offer the
following definition. Small and medium size businesses are legal entities registered in accordance with the
legislation, whose core capital includes no more than 25% from the RF or its entities, municipal entities, foreign
legal entities, foreign citizens, social and religious organizations (associations), charitable or any other
foundations; the share of one or several legal entities who are not small and medium sized business entities does
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not exceed 25%. They do not belong to state municipal unitary enterprises; they are not fudiciaries to assets of a
wide community of outsiders (banks, credit unions, insurance companies, share funds, etc.); their primary
activities are not associated with leasing; they do not publish their debt and equity instruments in the open
market and are not issuing such instruments for open market trade (are not obliged to present financial reports to
a wide range of users); the average number of employees over the preceding calendar year does not exceed 250,
and the income from sales (works, services) without value-added tax corresponds the standards set by the RF
government (Klyichova & Fahretdinova, 2014).

IAS 32,39,
IFRS 7

- IFRS requirements for small and medium sized enterprises; - Full IFRS requirements

Figure 1. Ratio between IFRS requirements for small and medium sized enterprises and full IFRS requirements

A number of experts find it possible to use IFRS as a basis to create a managerial accounting system (Klychova,
Safiullin, & Zakirova, 2014a, 2014b, 2014c). By harmonizing financial reporting requirements for small and
medium sized enterprises with IFRS we will provide transparency to their economic activities and make the
process of adapting IFRS smoother if small businesses expand to a degree and become classified as medium
sized and later on large organizations (http://www.rbsys.ru).

3. Results

Considering the problem of harmonizing business reporting practices in accordance with international
requirements special attention should be paid to conceptual framework.

In our opinion, the accounting procedures should be understood in this context as a set of measures to harmonize
accounting in order to prepare financial statements based on IFRS to present it to a wide range of users.

The key element of accounting procedures is the company stuff (Popovic, 2009) and their attitude to the issue of
creating an information system to introduce IFRS.
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To converge accounting standards with IRFS requirements it is necessary to conduct an analysis of the current
financial reporting system in the company. The issues to be analyzed are the following: accounting, allocation of
responsibilities between accountants, the current accounting standard, technical support, document management,
etc.

For small and medium sized businesses centralized accounting is common practice. If small and medium sized
agricultural enterprises have more than two primary production lines, the functions in financial reporting are
distributed according to the accounted job.

In introducing IFRS in a business we can distinguish between several methods (schemes) of preparing financial
statements:

1) If the accounting staff is large enough, it is possible to allocate individual financial reporting responsibilities
among various accountants.

Under this approach the person to be responsible for preparing financial statements in accordance with IFRS is
the Chief Financial Officer, who must have corresponding qualifications;

2) If the company is not large, which is usually the case with small and medium sized enterprises it is necessary
to create a special IFRS department.

Under this approach it would be desirable to create the IFRS department on the basis of the finance and economy
one. It is essential to provide cooperation between departments. The number of IFRS stuff will depend on the
business volume. It can alternatively be divided into independent accounting areas; e.g. that of asset management
or accounting for investment property, including real estate and lands (Klychova, Safiullin, & Klychova, 2014c),
or innovation processes (Klychova & Iskhakov, 2014), etc.

The accounting procedures mechanism implies allocating responsibilities among the participants. They are
normally appointed in personnel administration plan and for each staff member individually in accordance with
IFRS. Interactions between participants preparing financial reports in accordance with IFRS can be approved by
the IFRS department regulations, as is presented in Table 1 (a subproject).

Table 1. IFRS department regulations: subproject

IFRS department staff official duties

The head of IFRS department

IFRS department staff

Analyze Russian accounting system

Work out a set of guidelines and methods to prepare financial
statements based on international standards (accounting policy,
international accounting scheme, IFRS bookkeeping record,
including transformation template tables and sheets, adjusting
and correlating accounts).

This approach may be adopted as the company’s own standard.

Allocate responsibilities and create job descriptions for IFRS
department stuff.

Import data from Russian accounting
international accounting system.

system to

Interact with other departments of the company to collect
necessary data to calculate the adjustment.

Calculate the adjustment in order to bring Russian
financial reporting practices in line with international
standards.

Participate in preparing a full set of financial statements
and endnotes to them; analyze IFRS accounting indexes.

Supervise data import to IFRS (if financial reporting is
automatic)

Interact with other departments to gather supplementary
information for preparing financial statements in accordance
with International Accounting

Standards and to distribute it among IFRS department staff
members.

Supervise the adjustment process.
Supervise the preparation of financial statements.
Write endnotes to financial statements.

Interact with independent auditors during international audit of
financial standards.

Interact with independent auditors; provide necessary
information during international audit of financial
standards.
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In order to raise Russian national accounting to International Accounting Standards, we consider it reasonable to
treat financial reporting policy in the following manner.

Financial reporting policy is a set of guidelines, rules and policies, methods to harmonize financial reporting in
accordance with IFRS requirements and reflect the transactions in bookkeeping accounts, which are adopted by
the company in order to prepare and present financial statements.

Creation of a financial reporting policy must be preceded by choosing a method to adopt IFRS standards in place
of national ones. Two approaches may be taken to apply IFRS for preparing financial statements. In the literature
they are commonly characterized as follows:

1) Conversion is a regular process of parallel accounting and preparing financial statements in accordance with
two systems (national and IFRS), which requires substantial resources (funding, labour force and time), as well
as software to provide adequate and exact information;

2) Transformation is a temporary process of analyzing accounting information prepared according to Russian
reporting standards and its transformation with the help of a special algorithm adopted by the company in order
to meet IFRS requirements.

Study of the full set of IFRS requirements and IFRS requirements for SMEs

Comparative analysis between the full set of IFRS requirements and IFRS requirements for SMEs

Choice of the model to prepare financial statements

!

Prospect to enter the open market

Expected Not expected
IFRS-based financial reporting IFRS-based financial reporting for SMEs
Comparative analysis between IFRS and Comparative analysis between IFRS for SMEs and
national standards national standards

/|

Creation of financial reporting policy, accounting schemes and documents (company standards) to
introduce IFRS.

Identification of the data to be adjusted and creation of transformation tables

Preparation of the data to be adjusted

Making changes and preparing financial statements in accordance with IFRS

Figure 2. Algorithm to transform small and medium sized enterprises’ (SMEs) financial statements to
IFRS-based financial reporting
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Transformation can be either full or simplified, or go with parallel accounting. The method preferable for small
sized Russian businesses is transition. The method we offer to transform financial statements for smaller sized
businesses is presented in Figure 2. The method of transformation mainly depends on the IFRS model chosen for
preparing statements by small and medium sized enterprises.

4. Conclusion

Financial statements for small and medium sized businesses based on international practices are broader as
compared to Russian standards. However the reporting system allows certain simplifications for SMEs with
respect to full IFRS version: a number of issues which are not applicable to a typical small business’ activities
are excluded (such as profit calculation per share, segment and interim reporting, reporting non-current assets
held for sale or discontinued operations); the number of alternatives in accounting methods are considerably
fewer. It should be mentioned that financial reporting for small and medium sized enterprises in accordance with
IFRS and IAS 1 “Presentation of Financial Statements” are identical and based on the same principles.
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