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TRANSFORMATION OF FINANCIAL
REPORTING OF SMALL ENTERPRISES
ACCORDING TO IFRS

Introduction. Small businesses play an impor-
tant role in ensuring the economic stability of
Ukraine, but during the war they are in a difficult
situation and need support.

Problem. For small enterprises, overcoming
existing problems is possible thanks to cooperation
with European companies, investors, counterparties,
international  financial — organizations, entering
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Bcemyn. Mani nionpuemcmesa gidigpaioms 6adic-
JU8y pomb Y 3a0e3neyeHH] eKOHOMIYHOI CadiibHOCI
Vrpainu, ane nio uac siiinu 6onu nepebysaioms y
CKPYIMHOMY CINAHOSUYE A NOMpedyonb NiOMPUMKU.

Ilpobnema. /[na manux nionpuemcme nooo-
JIaHHA HAAGHUX NPOOIeM MOJICIUGE 3aBOAKU CNiG-
npayi 3 €8PONEeUCcLKUMY KOMNAHIAMY, IH8ECMOpamu,
KOHMPA2eHmMamu, —MidicHapoonumu  Qinancosumu
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foreign markets, attracting capital, participating in
grant projects, startups, etc., but this requires a
transition to international accounting standards and
the transformation of financial reporting.

The aim of the article is to highlight the
peculiarities of the transition of small business
enterprises to international accounting and reporting
standards and to find practical recommendations for
improving the transformation of financial reporting.

Methods. During the research, general scientific
and special methods were used, in particular:
induction, deduction, comparative analysis, synthesis,
generalization, grouping, abstract logical methods.

Results. The sequence and scheme of the
transition of small business enterprises from national
accounting and reporting standards to international
ones is analyzed, the stage of transformation of
simplified financial reporting into reporting according
to the International Financial Reporting Standard
for Small and Medium Enterprises (IFRS for SMEs)
is highlighted. The characteristics of financial
reporting transformation procedures, examples and
features of reclassification of individual accounting
objects and reporting items, typical for small
enterprises, are given. An amendment table is
provided for the transformation of the financial
statements of a small enterprise into reporting
according to international standards.

Conclusions. The transformation of the financial
reporting of a small business entity into reporting
according to international standards involves
a number of organizational and technical measures
to reformat the accounting policy, adjust the accounting
system and digitize it according to new rules and
approaches, etc. The proposed corrective table helps
control the reporting transformation process and
track the relationship between the changes made,
promotes information disclosure and reporting
transparency.

Keywords: transformation, reporting, trans-
formation of reporting, international financial reporting
standards, small business, small enterprise.

JEL Classification: M41, M49.

opeaniBayisamu, 8UXo0y HA 308HIUHEI PUHKU, 3QTYHEHHIO
Kanimany, y4acmi'y SpaHmosux npoexKmax, Cmapmanax
mowjo, ane 051 Yb0eo HEOOXIOHUL NEPexio HA MIdICHA-
POOHI cmanoapmu 6yxeanmepcbuKo2o 00Ky ma mpauc-
Gopmayis Ginarcosoi 36imnocmi.

Memoro cmammi € 8uceimnenHs ocooaueocmell
nepexooy nionpuemMcme manoz2o 0Oi3Hecy Ha Midic-
HapoOHi cmanoapmu 6yXeanmepcpko2o 00Ky U 36im-
HOCMI Ma NOWLYK NPAKMUYHUX PEKOMEHOAyill ujo0o
B00CKOHANICHHS, MPAaHChHOpmayii piHancosoi 36iMHoCI.

Memoou. Ilio uac oocniddcennsi euxopuc-
Mano 3a2anbHOHAYKOBL MA CHeYianbHi Memoou.:
iHOYKYis, 0e0yKyis, NOPIGHANbHUL AHANI3, CUHMES,
Y3a2aNbHeH s, ePYNYSAHHs, AOCMPAKMHO-T02IYHI.

Pesynemamu. IIpoananizosano nocnioosnicme i
cxemy nepexooy RiOnpuemMcme Mano2o 6isHecy 6i0
HAYiOHAbHUX CMAHOAPMIB OyXeanmepcbKo2o 00Ky
ma 36iMHOCIE 00 MIDICHAPOOHUX, BUOKDEMACHO eman
mpancghopmayii cnpowenoi ginancoeoi 3gimmocmi 'y
38imuicme 3a MidxcHapoOuum cmanoapmom ¢hinan-
€0B01" 36IMHOCMI Ol MATUX | CEPeOHIX NIONpUEMCME
(MC®3 ona MCII). Ilposedeno xapaxmepucmuxy
npoyedyp mpancghopmayii inancosoi 36immocmi,
NPUKIAOU ma 0coONUE0CMI NEPEKACUGDIKAYLi OKpemux
006 ’exmie 0bMiKy ma cmameil 36iMHOCHI, XAPAKMEPHI
ons manux nionpuemcms. Haseoerno nonpasrkogy mao-
auyro 0nsi mpancopmayii Qinancosoi 36imnocmi
MA020 NIONPUEMCMBA Y 36IMHICb 30 MIDICHAPOOHUMU
cmanoapmamu.

Bucnoeku. Tparncghopmayia ¢hinaricosoi’ seimmocmi
CY0 €KMa Manoeo NIONPUEMHUYIMBA HA 36IMHICIIG 30 MIdC-
HAPOOHUMU CIAHOGPMAMU Nepeddasac HU3Ky OpeaHi3a-
YIIHUX MA MEXHIYHUX 3aX00i8 3 NepeqropManty6aHHs
00IIKOBOI NONIMUKU, HAIACOONCEHHSL cUCmeMu Oyxea-
mepcvKoeo 06Ky ma it oyugdpyeanHs 3a HOBUMU NPAGU-
Jiamu ma nioxooamu mowjo. 3anponoHoBaHA Kopuzyroua
mabnuysa OonomMazae KOHMpOIBAMYU npoyec mpacghop-
Mayii 36imHOCmi ma 8i0Cmedcy8amu 83a€M038 ‘30K
BHECeHUX 3MiH, CNPUSE PO3KpUMmIo ingopmayii ma
npo3zopocmi 36iIMHOCMI.

Knwuogi cnosea: Tpancdopmallis, 3BITHICT,
TpaHcOpMaIisl 3BITHOCTI, MIKHAPOJHI CTaHAAPTH
(hiHaHCOBOI 3BITHOCTI, MaJMii Oi3HEC, MaJIe ITiAIPHEMCTBO.
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Introduction. Currently, in the conditions of martial law,
maintaining economic stability is one of the national priorities for Ukraine.
Comparing with the period until February 23, 2022, 46.8 % of Ukrainian
enterprises are stopped or almost stopped, the total direct losses of small
and medium-sized businesses from February 24, 2022 are estimated at
USD 85 billion [1]. Among the main problems and obstacles, the lack of a
sufficient number of solvent buyers and clients, the unpredictability of the
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development of the situation in Ukraine, and insufficient capital [1] are
highlighted. For small and medium-sized enterprises, important ways to
overcome existing problems can be: entering foreign markets, attracting
foreign capital, business development and cooperation with investors,
participation in grant projects and competitions, but this requires the
transition to international accounting and reporting standards and conducting
financial reporting transformation procedures.

It is common knowledge that economic stability and purchasing
power are mainly ensured by the functioning of small and medium-sized
businesses. Thanks to administrative and tax relaxations on the part of the
state, since the beginning of the war, there has been an increase in
the number of small and micro business entities in Ukraine, an increase
inthe volume of preferential lending to small and medium-sized
enterprises, including at the expense of foreign partner countries and
international organizations. In particular, during the martial law, 10 945
concessional loans worth UAH 41.89 billion were issued within the
framework of the State Program «Affordable Loans 5-7-9 %» [2]. All this
emphasizes the urgency of the transition of enterprises to international
standards today and the growth of these prospects for the future.

The need to transform financial reporting, the preparation of which
was carried out according to national standards, into reporting according
to International financial reporting standards (hereinafter — IFRS) is due to
the fact that although the development of National accounting provi-
sions (standards) (hereinafter — NAR(S)) was based on IFRS, and the legislation
of Ukraine indicates the absence of contradictions between them [3; 4],
however, not all requirements for disclosure of information in financial
statements according to national standards meet the requirements of
international standards. In particular, this concerns the forms of financial
reporting regulated in Ukraine, the abbreviated content of NAR(S), the lack
of practical examples and certain clarifications that are in IFRS, similar
standards, differences in the interpretation of individual provisions and
requirements. The transformation of financial reporting into reporting
prepared according to international standards guarantees the reliability,
openness and transparency of information about the reporting entity.

Problem. The problem of the transformation of financial reporting is
that there are no approved uniform rules or recommendations on how to
conduct it, it is an individual process that must take into account the
specifics of the activity and accounting of a particular enterprise. The
legislation of Ukraine defines the range of entities that are obliged to switch
to international accounting and reporting standards [2], however, most
small enterprises choose IFRS as an independent decision.

In a simplified sense, transformation is a certain set of procedures
that allow you to transform financial information compiled according to one
set of rules into financial reporting forms compiled according to other rules.
For a small business enterprise, transformation means the transformation of
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financial information from reporting under NP(S)BO, including from
simplified forms under NAR(S) 25 «Simplified Financial Reporting» [5],
into reporting forms according to the International Standard of Financial
Reporting for Small and medium-sized enterprises (hereinafter — IFRS for
SMEs) [6], namely: the need to regroup accounting information and adjust
reporting items.

The transformation of financial reporting of small business enterprises
has a number of features, the description and explanation of which will be
of practical importance for business entities, will facilitate the transition to
international standards and help take advantage of their advantages, which
are so necessary today in Ukraine.

Analysis of recent research and publications. The issue of
accounting and reporting according to international standards is highlighted
in the works of a number of scientists and practitioners, among whom it is
necessary to highlight the authors: T. Ostrikova, S. Rogozny, T. Shevtsova,
S. Zubilevich, O. Mazina [7; 8]. Comparison of accounting and reporting of
small business entities in Ukraine according to national and international
standards, aspects of harmonization of accounting and reporting in the
context of European integration are reflected in the works of domestic
scientists: O. Malyshkin, S. Shulyarenko, K. Bezverkhyy, I. Kovova, V. Karyev,
O. Yarmolytska [9; 10]. The problems of financial reporting transformation
and the search for ways to overcome them are presented in the works of
A. Kotyash [11] and N. Salova [12].

Foreign scientists R. Lombardi and G. Secundo [13] emphasize the
growing relevance of the transformation of financial reporting under the
influence of modern information and smart technologies, analyze in detail
the types of reporting that enterprises make, highlight the impact of digital
technologies on the processes of global transformation of corporate
reporting for exchange information between the main users, which is
extremely important for further achieving the goals of corporate social
responsibility, accountability and business transparency.

German scientists P. Ulrich and R. Rieg also offer a discussion of the
potential of reporting for the use of digital technologies, the possibilities
and limitations that exist in this regard today [14].

The publication of S. Alibhai, E. Bakker, T. Balasubramanian etc. is
devoted to organizational issues and benefits from the implementation of
IFRS [15]. R. Weetman, 1. Tsalavoutas, P. Gordon investigate the further
development of IFRS, the expansion of opportunities for their application
and the transition of companies to international standards [16].

Despite a significant amount of work, the specifics of the
transformation of financial reporting specifically for small business
enterprises, the theoretical and practical aspects of the transition from a
simplified system of accounting and reporting according to national
standards to the application of a full package of IFRS or a single IFRS for
SME:s are still not sufficiently covered. The opportunities and advantages

----------------------------------------------------------------------------------------------
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provided by the transition to international standards, in particular, an
increase in the quality of financial reporting, its comprehensibility for users
and transparency will contribute to entering foreign markets, more active
cooperation with European countries, international financial organizations,
companies, investors, counterparties, which will help to support economic
stability in Ukraine. That is why the study of the peculiarities of
the transition to international standards and the practical aspects of the
transformation of financial reporting of small business enterprises require
in-depth research and have significant practical significance.

The aim of the article is to highlight the peculiarities of the
transition of small business enterprises to international standards and
the transformation of financial reporting into reporting according to
international standards, to find practical recommendations for improving
the transformation of reporting.

Methods. During the research, general scientific and special methods
and methods of cognition were used, in particular: analysis and synthesis
regarding the disclosure of information support for the preparation of
financial statements; induction and generalization to characterize the
conceptual provisions of financial reporting transformation; comparison
and grouping are used to classify discrepancies between national and
international standards; comparative analysis for the formation of a
corrective table of reporting transformation; the abstract-logical method
was used for theoretical generalizations and formulation of conclusions.
The scientific hypothesis of the study is the assumption of the imperfection
of the organization and methodology of the transformation of the financial
reporting of a small business entity into reporting according to international
standards, which leads to an increase in the complexity of the reporting
transformation process and the incomplete satisfaction of information needs
for the purposes of enterprise management and requires improvement. The
novelty of the obtained results lies in the substantiation of the provisions
and recommendations regarding the improvement of the transformation of
the financial reporting of a small business entity into reporting according to
international standards.

Results. The transformation of the financial statements of a small
enterprise from a simplified form to reporting according to international
standards, namely to reporting that meets the requirements of IFRS for
SMEs, has a number of features. First, the IFRS for SMEs itself was
published back in 2009. The last edition of the IFRS for SMEs took place
in 2015 and was translated into Ukrainian and published on the official
website of the Ministry of Finance of Ukraine [6], and can be used by small
and medium-sized enterprises, which are not publicly accountable and
publish general purpose statements for external users. If the general IFRS
are focused on the needs of satisfying the interests of investors, creditors
who have invested in equity capital, or whose shares are on the stock
market, their requirements and recommendations are more suitable for
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public companies. IFRS for SMEs are more focused on users who are
interested in financial results, cash flows, current liquidity and financial
stability of the enterprise [17]. Secondly, IFRS for SMEs does not require
such amount of information disclosure, which reduces the burden on the
accounting system and optimizes the cost-benefit ratio for the enterprise [18].

In view of the latest changes in legislation, when transitioning to
international standards, the company must first of all significantly change
its accounting policy. It should be noted that the new accounting policy was
developed in accordance with IFRS for SMEs, which is part of the
international standards adopted by the International Accounting Standards
Board and published on the website of the Ministry of Finance of Ukraine,
taking into account the provisions of the Conceptual Framework for
Financial Reporting [19], with the aim of ensuring uniform (permanent)
principles, methods, and procedures for displaying operations in accounting
and preparing financial statements [20]. The enterprise needs to apply those
professional judgments that most optimally characterize the financial
condition and do not contradict IFRS and the Conceptual Framework.
Similarly, when applying the company's accounting policies, it is necessary
to take into account that management makes various judgments that can
affect the amounts recognized in the financial statements.

It is worth noting that the subject of professional judgment in the
context of IFRS, in addition to the accountant, is also the managers of
the enterprise, who can apply judgment, determining: when all significant
risks and rewards from the ownership of assets are transferred to other
business entities; the procedure for assessing the degree of completion of
service provider operations; the fact of whether the essence of relations
between enterprises indicates the presence of control by one enterprise over
another; definition of functional currency; provision assessment; determining
the composition of a business segment or geographic segment, etc.

Enterprise managers, making certain decisions regarding the definition
and application of accounting policy, rely on the professional judgment of
specialists of a certain profile. We believe that the professional judgment
used in the process of preparing financial statements is based on the
knowledge and qualifications of the relevant specialists (supervisor,
accountant, manager).

For the transformation of financial reporting, an important issue is
the date of transition to international standards. For example, the company
LLC «WOOD-PROM» chose 01.01.2019 as the date of transition to IFRS
for SMEs, accordingly, 2019 became a comparative period for the
company — a transformational one for the preparation of financial
statements. It was on 01.01.2019 that the opening balance was drawn up
according to IFRS for SMEs. The opening date of the first reporting period
under IFRS for SMEs 1s 01.01.2020, and the financial statements for 2020
are the first financial statements prepared entirely on the basis of the
application of the international standard IFRS for SMEs (Figure 1).

----------------------------------------------------------------------------------------------
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The latest financial
statements for NAR(S) 25

Simplified reporting Comparative period The first accounting period
only for NAR(S) 25 2019 only according to IFRS
(forms No. Im Transformation of for SMEs, a set of 5 forms
and No. 2m) reporting of financial reporting
2018 2020

\ v v
01.01.2018 01.01.2019 01.01.2020 01.01.2021
Regular Date of transition Opening of the first Standard reporting
reporting date to IFRS for SMEs reporting period under date under IFRS
IFRS for SMEs for SMEs

The first reporting according
to IFRS

Figure 1. Scheme of the transition of a small business enterprise from
a simplified reporting system to international standards (IFRS for SMEs)

Source: compiled on the basis of [5; 6; 21; 22] on the example of LLC «WOOD-
PROM)» (at the request of the company, its name was changed).

Thus, for the transformation of financial statements, it is important to
understand that two years pass for an enterprise between the date of
transition to IFRS for SMEs and the first regular reporting, therefore the
transition balance sheet presents information for three dates: 01.01.2019,
31.12.2019, 31.12.2020. Moreover, the balance sheets at the beginning and
end of 2019 are the reporting of the comparative period, which are based on
the transformation from rules according to national standards to rules
according to international standards. The statement of financial position
as of 01.01.2021 (or 31.12.2020) is the first balance sheet that is drawn up
immediately under IFRS for SMEs. Accordingly, the company prepares two
profit and loss reports: for 2019 through transformation for the comparative
period and for 2020 as the first report compiled on the basis of [FRS for SMEs.
Similarly, other forms of reporting and an expanded composition of notes.

Among the methods of transformation that generally exist in practice,
the most rational is the transformation of forms of financial reporting, not at
the level of transactions or accounting registers, and not conversion [21]. As
it is known, there are discrepancies between NAR(S) and IFRS, the company
that prepares reports according to IFRS is forced to reflect separately and in
practice keep parallel accounting according to IFRS or to periodically transform
the reporting prepared according to NAR(S). For a small enterprise, parallel
accounting is quite costly and therefore unprofitable. With the preservation
of existing accounting registers and the use of the general Plan of
accounting accounts and the Instructions for it, we consider the method
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of transformation at the level of financial reporting to be the most profitable
and less costly.

The transformation of financial reporting means the implementation
of measures and adjustments to transform the indicators of financial
reporting prepared according to NAR(S) 25 into reporting under IFRS for
SMEs, taking into account the principles of recognition, evaluation, and
disclosure requirements laid down in it.

The process of transformation of financial reporting at a small
enterprise can be represented in the form shown in Figure 2.

ENTRY k /. EXIT Y
Financial statements

) New accounting policy.
prepared in accordance

A new working chart

! with NAR(S) 25: l : l
| W Ball\;nce(s})leei i PROCESS : ;f accquilts. i
- (form No Im) = ' proparedaccording. |
i - Report on financial i Transformation i ?0 I%RS for SMES% i
, results (form No. 2m) i procedur.es i - Statement of financial i
| Accounting policy. —»  offinancial ——» position; :
i Chart of accounts (general) E transformatlon E - Statement of comprehen- i
i and Instructions for its | reporting | sive income or two forms: |
! application. i i statement of total income i
i Accounting registers of | ' and statement of profits |
i synthetic and analytical i \ ) . and losses; |
, accounting. ! i - Statement of changes i
i | | in equity; |
! i i - Statement of Cash Flows; i
i | '« Accounting policies !
! ! i and explanatory notes i
\ /! '\ presentation K

____________________

Figure 2. Scheme of the process of transformation of the forms of financial
reporting of a small business enterprise into reporting under IFRS for SMEs

Source: summarized by the author based on the analysis of the accounting
organization at the enterprise and [5; 6; 23].

If the transformation is based on the introduction of adjustments in
the accounting registers, corrective transactions on synthetic and analytical
accounts (sub-accounts), allows the formation of a new turnover and
balance statement already on the basis of which reporting under IFRS is
compiled with the regrouping of individual items and accounts. The
transformation at the stage of data transfer from Ukrainian reporting forms
to reporting forms according to the requirements of IFRS requires
adjustments already at the level of filling in the relevant articles and reports.
As practice shows, the most work required in the transformation of
reporting is the correct transfer of data from two shortened forms
of reporting into five full-fledged, although somewhat simplified according

----------------------------------------------------------------------------------------------
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to IFRS for SME:s. It is clear that such adjustment and reclassification of
reporting items and accounting objects also require the introduction
of corrective transactions, an appeal to the accounting registers when
disclosing information in the notes.

The advantages of this method can be called saving time and costs, the
use of standard forms of reporting — in fact, from NAR(S) 25 to NAR(S) 1
with the corresponding mark that «Compiled according to international
standards» and in accordance with norms IFRS for SMEs, about full
compliance with all the requirements of this standard, which is clearly stated
in the notes to the financial statements. Notes that are formed according to
IFRS differ from those provided for enterprises using national standards [24].
The notes after the transformation of the reporting fully comply with the
disclosure requirements contained in the IFRS for SMEs. At the same time,
the corrective actions are immediately visible, they quite clearly and
transparently demonstrate the transformation of reporting, and on the basis of
this information is disclosed in the notes in the form of explanations.

In contrast to NAR(S) 1 «General requirements for financial
reporting» [4], IFRS for SMEs Chapter 10 [6] and IFRS 1 «First-time
application of International Financial Reporting Standards» [22] include
requirements only for the inclusion of indicators in the profit and loss
statement, but does not disclose their content. According to NAR(S) 1 and
NAR(S) 25, the form of the report on financial results differs from
international standards in that the report on the financial results of a small
business entity consists of one section and does not include «Elementary
costs of operations» and «operations Calculation of share profitability
indicators». The structure of the report on financial results in accordance
with NAR(S) 25 corresponds to the classification according to the cost
function method, which is provided for in IFRS 1 and IFRS for SME:s.

When transforming the financial statements of a small enterprise into
reporting according to international standards, it is mandatory to comply
with the principles of accrual and continuity of activity, as well as
requirements for the quality of information provided in the statements.
Since the transition to the formation of financial statements in accordance
with the requirements of IFRS is carried out through transformation, the
financial statements should include comparative information for at least one
previous period, therefore, it is necessary to transfer the relevant
information to the beginning of the year for which such comparative
information is provided. For example, LLC « WOOD-PROM», preparing
for the first time reporting in accordance with IFRS for SMEs for 2020,
must retrospectively recalculate the balances for January 1, 2019 and
December 31, 2019. Moreover, the transformation includes balance sheet
analysis (form No. Im) and the report on financial results (form No. 2m),
which meet the requirements of NAR(S) 25, and making the necessary
adjustments to them to ensure that information is presented in full
compliance with IFRS for SMEs.
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For example, the transformation of the item «Fixed assets» involves
a review of the composition of fixed assets and clarification of the initial
assessment and book value of fixed assets. Accordingly, as a result of the
transformation, the class of fixed assets may differ from the classification of
fixed assets established by state authorities in Ukraine. In addition, the
clarification of the book value of fixed assets depends on the approach to
their assessment chosen by the enterprise and may differ from the
approaches according to IFRS, which needs to be taken into account during
the transformation of reporting.

There is also a need to reclassify the gender of stocks, taking into
account the differences between NAR(S) 9 and IFRS for SMEs. In parti-
cular, the value of inventories is reduced by those amounts that do not meet
the definition of assets and low-value and perishable items, the value of
which is below the materiality limit for such assets established by the
enterprise. The item «Cash and their equivalents» and the separate definition
of cash equivalents given in NAR(S) correspond to IFRS for SMEs.
Therefore, it is advisable to combine the amounts and include them in the
transformed balance sheet under the item «Cash and their equivalents» [25].

Small business entities when transitioning to IFRS for SMEs in
inventory accounting are guided by the requirements of Chapter 13 «Inven-
tories» of this standard. According to NAR(S) 9, the valuation of stocks at
initial recognition depends on the method of receipt at the enterprise,
therefore there are some differences when calculating the value of stocks
that come as a result of an acquisition, are independently manufactured, are
a contribution to the statutory registered capital or are discovered during
inventory. Chapter 13 of the IFRS for SMEs contains a more detailed list of
costs that cannot be included in the cost of inventories, including: selling
costs, overtime waste, administrative overheads, labor wages or other costs
that are not related to the delivery of inventories to their present location
and bringing to present state. If a small enterprise switches to a general
package of IFRS, then during the transformation it is necessary to take into
account that according to IAS 2, the cost of inventories includes costs: for
acquisition, processing and other costs incurred during the delivery of
stocks to the location and bringing them into proper condition. According to
IAS 2 and IFRS for SMEs, inventories are taken at their storage locations at
the end of the year for the preparation of annual financial statements. Based
on the results of the inventory, the balances of stocks at the end of the
reporting period are determined and evaluated, which are debited to
the accounts of the corresponding stocks from the accounts of financial
results, which is not provided for in NAR(S) 9 [23].

For small business enterprises, it is important that, in accordance
with international standards, it is possible to create a provision reserve for
firm contracts, as it helps to evaluate stocks at the contract price regardless
of changes in the net realizable value. In addition, for preliminary
revaluation of stocks according to IFRS for SMEs and IAS 2, the amount of
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the next revaluation is carried out by reversal of previously recognized
costs. While NAR(S) 9 allows recognizing other operating income with an
increase in the value of these stocks, which is more economically expedient
since the «reversal» method is used when depreciation and revaluation
occur in the same accounting period. Therefore, if the periods do not
coincide, it is impossible to reduce the expenses of the reporting period by
the amount of expenses of the past reporting periods, it is more correct to
recognize the income. Therefore, during the transformation of reporting, it
is necessary to take into account that, in contrast to NAR(S) 9, according to
international standards, it is possible to create a security reserve under firm
contracts and to evaluate inventories at the contract price.

The transformation of current receivables involves: exclusion from
the item «Receivables for issued advances» of that part of the balance of
subaccount 644 «Tax credit» that is related to issued advances; recognition
of receivables related to services provided (work performed), for which acts
were not drawn up (with simultaneous recognition of the amount of income
in the statement of financial results); recognition of doubtful debts (if any)
for other items of receivables that are financial assets.

It should be borne in mind that IFRS does not define specific
methods for calculating and displaying doubtful debts. Therefore, the enter-
prise can create a reserve for doubtful debts or directly write off the amount
of doubtful debt to expenses using self-selected methods, in particular as
a percentage of the number of net sales. However, this approach is
unacceptable from the point of view of IFRS, as it is a distortion of the
method of determining the reserve for doubtful debts in the net income
from the sale of goods (services) [25].

It should be noted that the transformation of the balance sheet item
«Other current assets» involves the exclusion from the balance of subaccount
643 «Tax liabilities» of the part related to the receipt of advances (with the
simultaneous exclusion of this amount from the composition of the received
advance payments, reflected in the composition of liabilities «Yazan in the
liabilities of the balance sheet»). If assets were received for free, then the
value of non-current assets received by the enterprise for free is excluded
from the composition of the company's equity and assets, and the amount of
depreciation of such non-current assets accrued in previous years is
transferred to the composition of retained earnings.

The transformation of items of current liabilities involves clarifying
the composition and evaluation of these items: accounts payable for
actually received services (work) that were not formalized by an act are
recognized (with simultaneous reflection in the composition of expenses);
the part of the balance of subaccount 644 «Tax credit» is excluded from the
composition of the item «Other current liabilities» (with its simultaneous
exclusion from the composition of the corresponding item of receivables, in
which the amount of the advance payment is reflected), which is related to
the advances provided.

54 ISSN 2616-6100. 30BHIIITH TOPriBAs: €EKOHOMIKa, (piHaHcy, Ipaso. 2022. No 4



DIHAHCHU. BAHKU. AYAUT

During the transformation of reporting, it is necessary to analyze the
income and expenses shown in the report on financial results (form No. 2)
and regroup them in accordance with the requirements of IFRS for SMEs [24].
In general, in the process of transformation, you should make sure that the
amount of income shown in form No. 2 is recognized in accordance with
IFRS for SMEs. Similarly, in the presence of services provided, for which
acts were not signed as of the balance sheet date, the amount of income
from such services is recognized with the simultaneous recognition of
receivables in the balance sheet. In the process of transformation, excessive
inventory losses are excluded from the composition of work-in-progress
and included in the cost of sales. In addition, in the case of recognition of
income from the provision of services for which an act was not signed on
the balance sheet date, the cost price of these services must also be
recognized. After the transformation of all items of income and expenses,
indicators of: gross profit (loss); profit (loss) before taxation; net profit (loss).

The problem with the transformation of financial reporting is that
there are no approved uniform rules or recommendations on how to conduct
it. This is a rather individual process, which must take into account the
specifics of the activity and accounting of a particular enterprise. This is
usually done by consulting firms or qualified employees. Any developments
regarding reporting transformation methods are considered intellectual
property or commercial secrets [26]. In the scientific literature, general
algorithms and individual examples are prescribed, which are more relevant
to those entities that switch to the use of international standards due to
legislative requirements.

Transformational or adjustment tables occupy the most attention in
the process of reporting transformation. Therefore, in accordance with the
results of the analysis of the activities of LLC «WOOD-PROM» and
accounting and reporting data, a form of adjustment table was developed
for the transformation of the financial statements of a small enterprise into
reporting according to international standards, which is presented in Table.
The adjustments indicated in this table refer to the reporting as of December
31, 2019. Similar transactions according to the adjustment table are carried
out on January 1, 2019.

If during the transition to international standards after the inventory
it was found that a number of stocks are subject to depreciation due to the
unification of nomenclature groups under IFRS for SMEs, then it is
necessary to reduce their net realizable value in order to comply with the
principle of prudence. If during the assessment of the value of fixed assets
based on the involvement of special valuation experts, it is established that
the fair value of the asset differs from the balance sheet value, in this case,
for this accounting object, it is necessary to make an adjustment in the
transformation table to reflect the difference between the estimates
according to NAR(S) according to IFRS for SMEs — the so-called model of
revaluation from historical according to national standards to fair according
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to international standards, in correspondence with the account of capital
accounting in revaluations and the corresponding impact on balance sheet
indicators. LLC « WOOD-PROM» reviewed the terms of operation of non-
current assets due to changes in the terms of useful use of fixed assets under
IFRS for SMEs, therefore the amount of accumulated depreciation was
increased as a result of recalculation with the corresponding adjustment of
sales costs (objects were used in the sale of goods) and financial results.
However, there was a need to adjust administrative expenses, thus deferred
tax liabilities were not recognized.

Table

Corrective table of transformation of financial reporting of a small enterprise
into reporting according to international standards
(on the example of LLC «WOOD-PROM)»)

Amount Display of
Adjustment the adjustment amount
.. after . .
Account, Initial . in the reporting
adjustment
name amount | sum, ' | (column 2+ | form ,
thousand | debit | credit column 3) No line code
UAH B
1 2 3 4 5 6 7 8
103 «Buildings 1311 139 103 41 1450 1 Assets 1011
and structures» liabilities 1405
131 «Depreciation 1311 139 131 41 1450 1 Assets 1012
of fixed assets» liabilities 1405
131 «Depreciation 98 19 93 131 117 1,2 Assets 1012
of fixed assets» I Chapter 2150
201 «Raw materials 722 -14 44 20 708 1 Assets 1100
and materialsy» liabilities 1420
209 «Other 83 -30 44 20 53 1 Assets 1100
materialsy» liabilities 1420
131 «Depreciation 612 -19 131 92 593 1,2 Assets 1012
of fixed assets» I Chapter 2130
361 «Receivables» 480 37 361 702 517 1,2 Assets 1125
I Chapter 2000
Total ... X X ... 1 Assets 1300
liabilities 1900

Source: compiled on the basis of practical data of LLC «WOOD-PROM» and
processing [25; 26]

Therefore, the transformation of financial reporting into IFRS
reporting is the process of transition to accounting and financial reporting
according to international standards with the introduction of adjustments to
the current accounting policy and accounting information, regrouping of
reporting indicators that were prepared according to national standards
(in particular, for the entity small business under NAR(S) 1 or NAR(S) 25)
in accordance with the requirements of IFRS for SMEs or the full package
of IFRS on the date of such transition [26]. The proposed form of the
correction table when transforming the financial statements of a small
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enterprise into reporting according to international standards allows you to
immediately monitor those changes that were necessary during the trans-
formation, display the corresponding corrective actions, and those lines of
the reporting forms that they changed. This helps to more clearly monitor
the validity of changes and their connection with accounting accounts and
financial statement items, which ultimately facilitates the process of
transformation of financial statements and their analysis.

Conclusions. The transformation of financial reporting is a necessary
stage in the transition to international financial reporting standards. The
peculiarities of the transformation of the financial reporting of a small
business entity into reporting according to international standards are connected
with the reformatting of the accounting system, accounting policy, approaches
to the evaluation and classification of accounting objects, which were
carried out according to national standards under a simplified system, into
reporting which is made according to rules and methods laid down in
international standards. In practice, the transition from a simplified form of
reporting, which involves only two forms of reporting — a balance sheet and
a statement of financial results, the use of a simplified chart of accounts and
simplifications and relaxations for small businesses that operate in Ukraine,
to a full reporting package of five forms and accounting features of accounting,
even under IFRS for SMEzs, is a time-consuming and responsible process.

The transformation of financial reporting under IFRS includes
several stages: choosing the date of transition to IFRS (the first report under
IFRS is possible only two years after this date); approval of a new order on
accounting policy according to IFRS; carrying out an inventory on the date
of transition to IFRS; preparation of the opening balance sheet on the date
of transition to IFRS (at this stage, adjustments are made to items due to
retained earnings, which do not cause tax consequences); preparation of
comparative financial statements according to IFRS. During the reporting
transformation, the write-off of assets and liabilities that are not subject to
recognition under IFRS is reflected. And similarly, articles that are
recognized by international standards, but were not previously shown
according to national standards, must be reclassified and evaluated in accordance
with IFRS during the transformation. The method of transformation of
income and expenses, which is essentially a transformation of the report on
financial results, includes such basic procedures as: selection of the report
format (one report or two reports); analysis of the composition,
and regrouping of income and expenditure items; reflecting income and
expenses recognized as a result of balance sheet transformation.

Based on the processing of the collected practical information
and taking into account the peculiarities of accounting at small business
enterprises, a form of correction table is proposed for the transformation of
the financial statements of a small enterprise into reporting according to
international standards, which allows you to immediately monitor those
changes that were necessary during the transformation, the corresponding
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corrective actions and articles of the forms of the financial the statements
they changed. This helps to control the process of transformation of
reporting and to more clearly monitor the relationship between the
introduced changes, contributes to the disclosure of information, and
transparency of reporting.

The study showed that transformational adjustments can affect
analytical indicators, in particular, the company’s profitability, its liquidity,
and other coefficients, which are calculated on the basis of financial
statements, which can cause significant consequences when assessing the
company's financial condition and making economic decisions. We believe
that the main direction of reforming the national accounting and reporting
system, which will ensure the reliability of reported data, remains further
harmonization with international standards, and the transition to
international standards can be a significant lever for the growth of business
activity and economic stability of enterprises in Ukraine in the conditions of
European integration.
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