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Abstract

In many countries International Financial Reporting Standards (IFRS) have become part of the domestic law or
common practice. Ukraine has also taken the first steps to the use of IFRS taking into account its national peculiarities.
However, problems occur in the adaptation of international standards, which need to be solved. The proposed article is
devoted to the research of specific problems arising during the implementation of IFRS in Ukraine. The author
substantiates the expediency of implementing International Financial Reporting Standards in Ukraine, studies the
prospects of using international standards in the national accounting practices and defines the principle of
transformation as a priority. It determines the stages of IFRS implementation in Ukraine and the problems that arise on
each of these stages. As a result, the study highlights the shortcomings of the national accounting system’s reform and
ways of optimizing the process of IFRS implementation in Ukraine.

Keywords:

financial accounting, accounting information, accounting policies, convergence, transformation,

accounting standards, International Financial Reporting Standards (IFRS), transformation of financial reporting.

JEL Classification: M41, M48.
Introduction

Intensification of the European integration processes
in Ukraine, deepening of international cooperation
of the national economic entities, activation of
capital movement on financial markets, the need to
strengthen the competitiveness of enterprises on the
foreign markets cause a necessity to carry out
further reforms in the national system of accounting

and reporting. This objectively requires the
implementation  of  accounting  approaches
standardized to  international  requirements.
Adaptation of the national legislation and

regulations in the field of accounting and reporting
belongs to the foreign policy obligations of Ukraine.

The process of harmonization of the system of
accounting and financial reporting with the
international standards is associated with a number
of problems that arise at different stages of
implementation, not allowing to properly realize
innovative development of the national economy
and international investment projects. Therefore, the
study of International Financial Reporting Standards
(IFRS) and the process of their implementation in
Ukraine require the attention of all participants of
the national economy who want to attract
investments and improve the competitiveness of
domestic companies.

1. Literature review

The implementation of IFRS at the international
level is one of the most important and debated
issues in the field of accounting among
professionals, academics, investors and other users
of financial information. The literature review
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shows that in the world there is a convergence of
financial reporting forms, which aims to eliminate
differences between IFRS and national accounting
standards.

The research of the effects of IFRS implementation
is conducted by both foreign and domestic
scientists.

In particular, Soderstrom and Sun (2007),
Christensen (2012), Armstrong (2010) and Brown
(2011) mainly focus on the research of the impact

of IFRS voluntary implementation. They
emphasize a significant influence of the
institutional context in accounting and the

importance of the quality of information. They also
warn about the inability of generalizing the results
of the voluntary transition to IFRS and its
mandatory adoption.

Pope and McLeay (2011), Hungand Subramanyam
(2007), Platikanova and Perramon (2012) analyzed
the principles of the mandatory adoption of IFRS
and drew attention to the fact that its consequences
are not uniform in different countries based
primarily on the peculiarities of their legal
regulation.

Briiggemann et al. (2013) also investigated the
adoption of IFRS singling out three categories of
possible consequences: macroeconomic, capital
market and financial reporting of business entities.

Palea (2013) investigated the impact of IFRS
implementation in terms of the quality of financial
reporting. The author concluded that empirical data
indicate a positive impact of the mandatory
application of IFRS. In addition, he separately
studied the issue of preserving national
peculiarities of accounting after the adoption of
IFRS.



Ahmed et al. (2013) and Sun et al. (2011) analyzed
the impact of conversion to IFRS on the quality of
financial information.

In Ukraine, the issue of IFRS implementation by
business entities is considered in the following
normative legal acts: On approval of the Strategy of
implementation of International Financial Reporting
Standards in Ukraine (2014), On cooperation and
coordination of the use of International Financial
Reporting Standards in Ukraine (2012), On the
transition of Ukraine to the system of accounting
and statistics which is used in the international
practice (2014), On approval of the ‘“Program of
reforming the system of accounting with the use of
international standards” (2014), On the use of
International Financial Reporting Standards (2014),
On cooperation, collaboration and coordination of
activities to implement International Financial
Reporting Standards in Ukraine (2014), and in the
research of scientists: Rogozny (2014), Orlova
(2013), Melnychuk (2012), Zholner (2012), Golov
(2000, 2007, 2010).

The existing pluralism of views demonstrates a lack
of consensus of scientists and the state on
procedural issues of adaptation of the national
accounting procedures to IFRS requirements.

2. Research methodology

The aim of this study is to analyze the peculiar
features in the transformation of financial reporting
of business entities in Ukraine in accordance with
the international principles and to determine the
algorithm for a phased transition of domestic
enterprises to independent preparation of financial
statements, according to IFRS.

The methodological basis of the study is a
comparative analysis of differences regarding the
concepts and procedures of financial reporting
between IAS 1 “First-time Adoption of International
Financial Reporting Standards” and NP (S) 1
“General Requirements for Financial Reporting.”

The author studies the basic principles and
approaches to accounting and financial reporting
under IFRS, which are set out in the Framework for
the Preparation and Presentation of Financial
Statements.

In addition, the methodological basis of the article is
made of laws, regulations and methodical
recommendations regarding the use of international
accounting standards in Ukraine, namely: On
Accounting and Financial Reporting in Ukraine
(2014), International Financial Reporting Standards
(2014), Methodical guidelines for filling financial
reporting forms (2013).
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3. Key research findings

Financial reporting is like a visiting card of a
company. It makes it possible to draw conclusions
about the financial position of a company, its
performance and development prospects. The
presence of an open and transparent financial
reporting is a prerequisite for entering external
markets and cooperation with foreign companies. It
helps attract investments and facilitate access to
international capital markets (Golov, 2010).

The preparation of financial statements and
adjustment of information according to the data of
statistical reports can be carried out according to
two methods:

1. adjustment financial

reporting;

(transformation)  of

2. parallel accounting under the national and
international standards.

Parallel accounting under the international
standards is the reporting of each business
transaction, according to IFRS. Normally, such
reporting is conducted in a special program -
when the accounting transaction is realized its
result is entered both into the national accounting
base and IFRS base. For big companies it is
technically impossible without introduction of an
expensive automation system. However, not all
transactions can be automatically entered into all
bases due to different accounting principles under
IFRS and the national accounting standards.

Transformation is a “translation” of the Ukrainian
financial reporting into the international one by
adjusting certain indicators, the ways of obtaining
which differ for the national standards and IFRS.
Using this method companies have to bear smaller
time and material costs. In addition, it is often seen as a
temporary measure during the transition to the parallel
accounting under the international standards.

Transformation is much cheaper than parallel
accounting as it does not require the implementation of
special accounting software (transformation usually is
done in electronic spreadsheets such as Excel, Access
or Lotus) and a large staff of qualified employees.
Another advantage of transformation in comparison
with parallel accounting is its visibility: all adjustments
can be traced and verified. The convenience and
simplicity of transformation is confirmed by the fact
that most subsidiaries of foreign companies prepare
international reporting by transforming the Ukrainian
one (Zhuravka, 2012; Orlov, 2013).

Fundamental principles and approaches of
accounting and financial reporting, according to
IFRS, are examined within the Framework for the
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Preparation and  Presentation
Statements  accepted by  the
Accounting Standards Board (IASB).

of

International

Financial

financial reporting (Fig. 1).

Conceptual framework of financial reporting
determines the following quality requirements to

Qualitative characteristics of information in financial reporting
Ll N predictive value;
Relevance - confirming value; &
- materiality 5 % =
c &g
[| S EZ
Reliability and faithful - neutrality; =5 2
> representation _ prudence; e =
— completeness
Information about the company is the most useful
> Comparability | if it can be compared with similar information of
other companies as well as similar information on
the same company for other reporting periods —
Timeliness Timeliness means the timely obtaining of .
- information by users for decision-making E
=
o AT :
Understandability & Unamblguoqs interpretation of 1nf0rmat1(?n. by — g
> verifiability L~ | users provided that they .have sufflcl.ent c
knowledge and are interested in the perception 2
of this information &
=)
72
Ability to certify means that differently 5
> Certifiability informed and independent observers can reach
consensus, although not necessarily reaching a
complete agreement on the truthfulness of a
specific descrintion presentation.

Fig. 1. Quality requirements to financial reporting
(Conceptual Framework for Financial Reporting, 2014)

Conceptual Framework for Financial

Reporting

Ukraine “On Accounting and Financial Reporting”

emphasizes the fundamental principle of continuity
(going concern) in regard to reporting. The principle
means that financial reporting is prepared on the
assumption that the company plans to operate in the
future.

It is necessary to take into account the fact that the
principles of accounting adopted by the Law of

have much in common with international accounting
principles.

As for the regulatory requirements to financial
reporting, there are differences between IAS 1
“First-time Adoption of International Financial
Reporting Standards” and NP (S) 1 “General
Requirements to Financial Reporting” (Table 1).

Table 1. Regulatory requirements to financial reporting according to IAS 1 and NP (S) 1

Characteristic IAS 1 NP (S) 1

General purpose of financial statements (referred to as ‘financial | Financial statements are accounting statements which contain

Definition statements’) are those intended to meet the needs of users who are | information about the financial position, financial performance and
not in a position to require an entity to prepare reports tailored to | monetary flows of companies during the reporting period. Accounting
their particular information needs. statements are the statements based on accounting data to satisfy the

needs of specific users.

The goal of | € 90d of reporting i to provide reliable financial information that | The goal of financial statements is to provide information about the

reporting Is useful to the general public in the making of economic decisions | financial position, financial performance and cash flows of an entity that
on the financial position; financial performance; cash flows. is useful to a wide range of users in making economic decisions.
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Table 1 (cont.). Regulatory requirements to financial reporting according to IAS 1 and NP (S) 1

Characteristic IAS 1

NP (S) 1

financial position at the end of the period;
A set of financial

A complete set of financial statements comprises: a statement of

a statement of profit and loss and other comprehensive income for

Financial statements include: balance sheet (statement of financial
position); financial performance statement (statement of total

company may follow in specific circumstances.

statements the period; income); a statement of cash flows; a statement of equity capital;
a statement of changes in equity for the period; a statement of cash | notes to financial statements.
flows for the period.

Format of There is no  approved form of financial statements, only

statements recommended forms in the annex to the standard, which the | Standardized form of reporting approved at the state level.

Source: (IAS 1 and NP (S) 1).

Thus, based on the definition of financial
statements, we can conclude that the fundamental
difference between IAS 1 and NP (S) 1 is that
national standards regulate both reporting and
accounting, while TAS 1 requirements are focused
primarily on the correct reflection of transactions in
financial statements.

As for the purpose of reporting, in both standards
regulations are the same. The most important thing
is to satisfy the needs of the users of information
provided in the statements.

For both regulatory documents the sets of
statements are essentially the same despite the
difference in names.

This cannot be said about the requirements to the
format of statements. Under IAS 1, there are no
requirements to the forms of statements. There is
only a recommended model to be followed. At the
same time, under NP (S) 1, a standardized form of
reporting approved at the state level is used. In our

opinion, this is a positive fact for domestic
companies on the initial stage of transition to IFRS,
because Ukrainian accountants do not have an
experience and professional judgment regarding the
editing of the existing reporting forms.

As a result of the differences between the
Ukrainian Accounting Standards (UAS) and
IFRS, domestic companies that make statements
according to the international accounting and
reporting principles, have to keep a parallel
accounting under IFRS or to periodically
transform statements prepared according to UAS.
Most experts adhere to the opinion that the
preparation of financial statements in accordance
with IFRS must be done through transformation
(IFRS 1, NP (S) 1).

Having defined the principle of transformation as
a priority we propose a mechanism of a phased
transition to independent preparation of IFRS
statements (Table 2).

Table 2. Stages of transition to IFRS statements

Stage Goal The main tasks of the stage
- definition of the purpose of IFRS reporting;
- appointment of employees responsible for preparing financial statements according to
IFRS;
Stage 1 Planning the transition to IFRS - setting the date for the first use of IFRS;

- definition of consolidation (combination);
- the choice of consultants;
- development of the road map

Stage 2 Development of methodology and

Development of methodology:

- accounting policy;

- key management assessment
Development of instruments:

instruments - information package for data collection;
- transformation model;
- consolidation model;
- format of notes
) ' . - filling of information packets of data collection for reporting periods;
Stage 3 rDe%tg rﬁgllecnon and financial - transformation of reporting;
9 - consolidation of the transformed data
Training how to make consolidated | - training specialists of a company to transform and consolidate reporting;
Stage 4 financial statements - presentation to management (owners) of the main differences during the transition from NP
(S) to IFRS
) - self-training on a regular basis;
Stage 5 Improving  the  process  of | . improving the process of the preparation of financial statements under IFRS;
preparation - automation of financial reporting (for example, on the basis of 1C, SAP R/3);
of statements R

optimization of data collection, instruments, internal control, regulations

Source: IFRS 1.
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During the first stage it is necessary to understand
the purpose of reporting under IFRS and to make
a preliminary assessment of requirements to
reporting. In practice, it is important to determine
according to which system of international
standards the reporting will be conducted: US
GAAP (US General Accepted Accounting
Standards) or IFRS (International Financial
Reporting Standards). At this stage it is necessary
to assign a group of responsible persons for the
preparation of statements according to IFRS. The
key is to assign a group, not an individual
employee, for example, a chief accountant or a

The first comparative period —

chief financial director, as it can greatly affect the
duration of the process. It is necessary to solve the
issue of teaching the working group the
theoretical and practical aspects of IFRS.

The key is to determine the date of transition (the
first use of IFRS (IFRS 1). Determining the date
of transition to IFRS we must remember that this
date is the beginning of the first period for which
the company provides full comparative
information under IFRS in its first IFRS financial
statements. Figure 2 shows the peculiarities of
determining the date of transition to IFRS.

The first reporting period —

basic year fiscal year
I N
1 January of 1 January of 31 December of
basic year 7 @ fiscal year 7 7 % fiscal year
Date of transition — the earliest The  use of  uniform Reporting date —with the
date reflected in the first IFRS accounting policies in all standards, which are
financial statements for which periods reflected in the first applicable for this date and for
comparative information is fully financial  statement (with all periods, including the date
disclosed some specified exceptions) of transition

Fig. 2. Algorithm of using IFRS 1 (Golov, 2000)

Financial statements for the reporting year provide
comparative information for the basic year
transformed, according to IFRS. To prepare
comparative financial statements under IFRS for the
basic year and the first financial statements for the
fiscal year IFRS is used at the end of the fiscal year.

The first financial statement and consolidated
financial statement prepared according to IFRS
for the fiscal year shall contain information as of
January 1 of the basic year, January 31 of the
basic year, January 31 of the fiscal year and
reports about financial performance, cash flows,
changes in equity capital for the basic and fiscal
year, related notes, including comparative
information.

An important step in the implementation of the
first stage is the determination of the group for
consolidation, assessment of its structure and
components. This raises the question about the
need to restructure the group, i.e., the parent
company and all its subsidiaries.

During the first stage it is also important to adopt
the basic methods of accounting and evaluation of
fixed assets: according to fair value or historical
costing. For this purpose, it is recommended to
hire consultants-specialists who would conduct a
quality assessment of property.
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The culmination of this stage is the drafting of a
roadmap, which defines the main stages and terms
of transformation of reporting according to IFRS.
This issue should be solved together with
consultants, chief accountants and auditors.

Regarding the second stage, which aims to
develop methodologies and instruments for the
transition to international accounting standards
and principles, it is necessary to consider the
following issues:

¢ development of information packages for data
collection;

¢ selection of transformation or consolidation
model of transition;

¢ implementation of the format of notes for
reporting in the selected model.

It is necessary to take into account the standards
of disclosure required by IFRS and additional
disclosure in accordance with IFRS 1 “First-time
Adoption of IFRS”. This would make it possible
to disclose information in the first financial
statements prepared in accordance with IFRS.

In addition, the first set of financial statements
under IFRS should include:

¢ 3 balance sheets (statements on financial
position);
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¢ 2 statements on financial performance information as not prepared in accordance with
(statement of total income); IFRS and give a qualitative assessment of major
¢ two statements on cash flows; adjustments to bring it in accordance with IFRS.

*

2 reports on equity capital;
¢ notes related to financial statements, including
comparative information.

At this stage it is necessary to make a verification of
reporting data according to IFRS. That is, the first
set of financial statements under IFRS shall include
Comparative information includes the following verifications between the following items;

aspects: . S :
p ¢ capital, which is reflected in the statement

¢ a company may submit aggregated data for the according to the previously used accounting
periods prior to the first comparative period, but rules with the capital according to IFRS of two
such data may not comply with IFRS dates: the date of transition to IFRS and the date
requirements  regarding  recognition  and at the end of the period given in the last annual
assessment; statement under the previous rules;
¢ if a company voluntarily decides to disclose ¢ total income (profit) calculated in accordance
comparative information or reporting data with the previously used accounting rules for
according  to .the previously USffd accounting the last reporting period and total income for the
rules, then it must clearly identify such same period calculated under IFRS (Figure 3).
1 January of 31 December of 31 December of
basic year basic year fiscal year
Initial statement on financial The first reporting period under
position under IFRS IFRS
Ficat ficat Verifications must include information detailing the
Vefrl 1cqt1(;n Verfl 1ca;1on sum of adjustments for each item, separating the
of capita of profit effect from changes in accounting policies from the

effect of error correction

Fig. 3. Verifications according to the requirements of IFRS 1 (Golov, 2000)

An integral part of financial statements is objective data indicating errors in the previous
accounting policy. Accordingly, there is a number estimates. Companies have to adjust estimates only in
of IFRS 1 requirements regarding this document: cases where the methodology of calculation does not
comply with IFRS. It should be remembered that the
new estimates must correspond to the market
conditions on the date of transition to IFRS, such as
the estimates of market prices, interest rates or
exchange rates.

¢ the use of accounting policy for the first
financial statements under IFRS and interim
financial statements;

¢ the use of a single accounting policy for all
periods presented in the first financial statement;

¢ the use Of the necessary Verifications Of Proceeding to the third Stage “Data collection and

retrospective application; financial reporting” it is necessary to collect all
¢ provision of detailed disclosures regarding the the data and fill in information packages for
transition to IFRS and the necessary reporting periods. Information is obtained from
verifications; business departments and/or subsidiaries, after
¢ compliance of the developed accounting Wwhich it is specified and verified. This requires
policies with all IFRS requirements effective at  that all business transactions are fully disclosed,
the end of the first reporting period. documentary proven and reflected in reporting. It
can be done by making the necessary adjustments

In developing the inst t hould al
1l COVEOPIIE The HISUTICHS one Son @ 450 Py d identifying the missing data. After the

attention to estimates. Such IFRS estimates shall S
comply with the estimates that were made in consolidation of data from all departments and/or

accordance with the previously used accounting rules, subs1d1arles‘ one should proceed to the
taking into account the adjustments that reflect transformation of statements. Generally, the stage
differences in accounting policies. However, IFRS 1 ~ of data c.ollection and reporting looks like a
prohibits the revision of estimates unless there is system of interrelated processes (Figure 4).
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Input data

Methodology

Consolidation of data

Group
structure

Transformafion of data

Financial reporting under IFRS

~

Notes to financial reporting

Balance (a A statement of financial
statement of position (statement of
financial total income)
position)

-
A statement about
equity capital

A statement
about cash
flows

\J

h ~/

Fig. 4. A system for data collection and financial reporting under IFRS

During the fourth stage of transition to IFRS it is
important to train a company’s employees the
transformation and consolidation procedures. Also
effective are specialized courses of international
accounting standards. However, it may take a lot of
time. Therefore, a company can use the services of
consultants to teach practical aspects of the
international standards in the context of the first use of
IFRS as well as transition and consolidation of the
reporting. After finishing these procedures owners
should be given statements with an explanation of the
main differences in the transition from NP (S) to IFRS.

The final stage is aimed at improving the reporting
process. Having established the process of independent
preparation of statements on a regular basis,
companies must develop and implement a system for
the monitoring of statements, according to IFRS. This
can be achieved through the development of
appropriate regulations. However, the process of
improving the statements under IFRS depends on the
degree of its automation.

Automation can be implemented with the help of
software chosen by companies depending on their
organizational structure, sales volume, number of
subsidiaries and other factors. Such software
products can be the financial, managerial and/or
manufacturing ERP — systems of different scales
such as local and small integrated systems (1C,
Infosoft, Concord), as well as medium and big
integrated systems (SAP/R3, Oracle, iRenaissance).
On the Ukrainian market the majority of companies
use the software such as 1C and SAP/R3 in their
transition to IFRS.

An important aspect of improving the reporting
process is optimization of the data collection
process, instruments and internal regulations. It is
necessary to ensure the highest level in the quality
of prepared and collected information that would
meet the requirements of IFRS.

As for the timing and complexity of transition to
IFRS four approaches are distinguished (Table 3).

Table 3. Approaches to the transformation of the reporting regarding the timing and complexity
of transition to IFRS

Approach Term

Characteristic

Diagnostics 2-4 weeks

IFRS

Preparation of a detailed report, description and analysis of the key issues in the transition to IFRS.
Diagnostics is necessary in order to clearly identify what tasks have to be solved in the process of transition to

Basic transition to IFRS | 2-3 months

notes.

Preparation of methodology to calculate the main components of reporting under IFRS, calculation of
consolidated and transformed amendments, preparation of statements according to IFRS with all the necessary

The advantage of this approach is its relatively low cost. However, it does not offer any advantages that go
beyond the normal transformation.
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Table 3 (cont.). Approaches to the transformation of the reporting regarding the timing and
complexity of transition to IFRS

Approach Term

Characteristic

Optimal approach 4-6 months

Similarly to the previous approach — preparation of methodology to calculate the main components of reporting
under IFRS, calculation of consolidated and transformed amendments, preparation of statements according to
IFRS with all the necessary notes.

Preparation of detailed accounting policies for all components of financial reporting both at a group level and at a
level of individual business components. It also includes the training of working groups the transition to IFRS.

Systems approach 7-9 months

Similarly to the previous two approaches — preparation of methodology to calculate the main components of
reporting under IFRS, calculation of consolidated and transformed amendments, preparation of statements
according to IFRS with all the necessary notes.

Preparation of detailed accounting policies for all components of financial reporting both at a group level and at a
level of individual business components. It also includes the training of working groups the transition to IFRS.
Improvement of the efficiency of information systems, systems of internal control over the preparation of financial
statements according to IFRS, formation of a team for the transition to IFRS

Source: Golov (2000); Zhuravka (2012).
Conclusion

In terms of convergence of national accounting
standards with International Financial Reporting
Standards Ukraine is far behind the developed
countries. The study defined the main stages of
IFRS implementation in Ukraine and identified the
following problems:

¢ short time of IFRS implementation leading to
low motivation, understanding of the structure
and content of the standards, the level of the
required knowledge and skills;

¢ the need to adapt the national legal framework
of accounting;

¢ insufficient effectiveness of state regulation in
the field of accounting;

¢ the need to expand international cooperation and

to use international experience in IFRS
implementation.
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