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TRANSFORMATION
OF FINANCIAL REPORTING
DURING MARTIAL LAW

Introduction. Under martial law, businesses
need comprehensive support to continue to ope-
rate and develop. Credentials are the basis for
reporting and decision support. At the same
time, the transition of enterprises to the use of
international standards and the transformation
of financial reporting are key to ensuring the
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TPAHC®OPMAIIISI $IHAHCOBOI
3BITHOCTI B YMOBAX
BOEHHOT'O CTAHY

Bcemyn. B ymosax 6oenno2o cmany cy6 ekmu
20Cn00apro8anis. nompedyoms 6cebiuHoi nio-
MPUMKU OJ151 NPOO0BIHCEHHSL (DYHKYIOHYBAHHS MA
poszsumky. Q6nixosa iHpopmayis € 0CHOB0IO OJist
Gopmyeanns 36imHocmi ma RIOMPUMKU NPULl-
Hamms piwens. Pazom 3 mum, kmowosum y 3ades-
neuenHi nposopocmi QiHaHCco80i 38imHOCMI,
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transparency of financial reporting, attracting
other partners to cooperation and investors, and
supporting international organizations.

The aim of the article is to determine the
features of the organization and methods of
transformation of financial statements of small
businesses into reporting according to inter-
national standards, finding ways to improve
them.

Methods. During the study, the methodo-
logical basis of general and special methods of
cognition: analysis, synthesis, induction, grou-
ping, comparison, abstraction, generalization, and
system approach are used.

Results. Methods of transformation and con-
version of financial statements during the
transition of enterprises to international finan-
cial reporting standards, their advantages and
disadvantages are analyzed. The organizational
and methodological aspects of the transforma-
tion of financial reporting are described, taking
into account the peculiarities of accounting and
reporting at small businesses in Ukraine under
martial law. The conceptual principles of trans-
formation and the types of differences that arise
during the transformation and affect the ref-
lection of the information in the reporting
prepared according to international standards
are established.

Conclusions. Transformation of financial
statements into IFRS reporting is defined as the
process of transition to accounting and pre-
paration of financial statements in accordance
with international standards with adjustments to
current accounting policies and accounting
information, regrouping of indicators prepared
in accordance with national standards (inclu-
ding for small businesses) 1 or 25) in accor-
dance with the requirements of IFRS for SMEs
or the full package of IFRS on the date of such
transition. Transformation of financial state-
ments requires adjustments and taking into
account differences that may affect the financial
performance and evaluation of companies in
martial law.

Keywords: transformation of reporting,
international financial reporting standards, small
business.

JEL Classification: E62, H20, H32, H71

3a7V4eHHi TH30MeHUX napmuepie 00 cnienpayi
ma iHeecmopie, NIOMPUMYL MINCHAPOOHUX Op2a-
HI3ayil € nepexio NIONPUEMCME HA GUKOPUC-
MAHHS MIXNCHAPOOHUX CIMAHOAPMIS, MPAHCHOop-
mayis QiHancogol 36iMHOCHI.

Memoto cmammi € 8u3Ha4eHHs 0COOAUBOC-
metl opeanizayii ma MemoouKu mpanc@opmayii
¢inancosoi 36imHocmi cy6’exma manozo nionpuem-
HUYMEA y 36IMHICMb 34 MIJDICHAPOOHUMU CTHAH-
dapmamu, NOWYK WLIAXI8 IXHb020 NOKPAUYAHHS.

Memoou. I1io uac oocnioddicenHs urxopuc-
MOBYIOMbCA MEMOOONO0TUHI OCHOBU 3A2ANbHUX
i cneyianbHux Memooie NisHAHHA: aHANL3, CUHMES,
IHOYKYis, epynysamHs, NOPIGHAHHA, abcmpaly-
BAHMSL, Y3A2ANIbHEH S, CUCEMHUT NIOXIO.

Pesynemamu oocnioxncenns. Ilpoananizogano
Memoou mparcgopmayii ma KoHeepcii Qinan-
€060i 36imHoCmi nio uac nepexoody NIONPUEMCME
Ha MidCHapoOHi cmanoapmu Qinancosoi 36im-
Hocmi, ix nepesacu i nedouixu. Oxapaxmepu-
308AHO OP2aAMI3AYIUHI MA MeMOOUYHI acnexmu
mparcgopmayii pinancosoi 36imuocmi 3 ypaxy-
8aHHAM ocobausocmell 00Ky i 36imHoCMI HA
niOnpueEMcmeax manoeo bizHecy 6 YKpaini 6 ymosax
80€HH020 cmany. Bemanoeneno konyenmyanvhi
3acadu mpaucgopmayii ma 6udu po30IdHCHOC-
metl, SIKI BUHUKAIOMb NIO Yac mpanc@opmayii
i gnmsaromy Ha 6i000padicerHst inghopmayii' y 36im-
HOCI, CKIAOEHitl 34 MIDICHAPOOHUMU CIMAHOGPIMAML.

Bucnoexu. Tpancgopmayiro ¢inarcosoi 36im-
Hocmi y 38imuicmb 3a MC®3 eusHaueHo 5K
npoyec nepexooy Ha 6e0eHHs 0ONIKY I CKIAOAHHSL
QiHanCcoB0i 36IMHOCHI 34 MINCHAPOOHUMU CMAH-
oapmamu 3 BHECEHHAM KOPUSY8aHb ) YUHHY 00
K08y nomimuky i oonixosy iHgopmayito, nepezpy-
NYBAHHS NOKA3ZHUKIE 36IMHOCMI, 5Ki Ni020moe-
JIeHI 34 HAYIOHATILHUMU CIAHOAPMAMU (30Kpema
ol cyb’ekma  Manoeo  NIONPUEMHUYMBA — 3d
HII(C)BO 1 abo HII(C)FO 25) y gionogionicme
3 sumoeamu MC®P3 ona MCIl abo nosnozo
naxemy MC®3 na damy maxoeo nepexody. Tparc-
Gopmayis pinancosoi 36imHocmi suMazae Kopu-
2V8aHb MA 6PAXYBAHHS PO3OIXNCHOCTE, SKI 30AMHI
6NAUBAMU HA (DIHAHCOGI NOKAZHUKU MA OYIHKY
OIsIbHOCI KOMNAHIL 8 YMOBAX BOEHHO20 CAH) .

Knwuoei croea. Tpanchopmallist 3BITHOCTI,
MDKHApOIHI CTaHOapTH (iHAHCOBOI 3BITHOCTI,
Masuii Oi3Hec.

Introduction. Under martial law, the stable development of small
businesses requires the creation of the necessary level of accounting support,
which forms the necessary amount of information to manage business pro-
cesses. Expanding the functions of accounting and providing financial state-
ments of public status necessitates the development and implementation
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of an organizational system that would ensure the formation of accounting
information, its analysis and evaluation, as well as the process of transmitting
information to users to meet their information needs decisions in particular.
Martial law has negatively affected all spheres of the economy, state and
society. Many companies have ceased or significantly limited their activities.
Many businesses need financial and investment support, foreign partners,
resources, and intensification of foreign economic activity, including exports.
The transition of enterprises to international accounting and reporting
standards will significantly contribute to these processes. Thus the trans-
formation of the financial reporting of the subject of small business in the
reporting according to the international standards is connected with a number
of theoretical and practical problems which are caused by differences in national
standards, imperfection of the available technique of data transformation,
lack of practical explanations and recommendations at legislative or metho-
dical levels, the practice of the predominance of form over economic content
in accounting, the inability to timely adopt domestic legislation to changes in
IFRS [1-2], and the lack of complexity in reforming the accounting system
and financial reporting. However, changes and strengthening of European
integration processes are expected in Ukraine. Together, they will contribute
to the promotion of IFRS, and the topic of transformation of financial
reporting will become increasingly important.

Analysis of recent research and publications. Problems of transfor-
mation of the financial reporting of the enterprise into the reporting according
to the international standards, including subjects of small business in Ukraine
are reflected in works of domestic scientists: T. Ostrikova [3], S. Rogozny [3-4],
T. Shevtsova [3], S.Ya. Zubilevich [4], O. I. Mazina [4], O. 1. Malishkina [5-6],
S. M. Shulyarenko [5-6], K. V. Bezverkhogo [5], I. S. Kovova [5], O. V. Yar-
molytska [6], A. O. Kotyash [7], N. Salova [8] and others.

Foreign scholars, in particular, R. Lombardi and G. Secundo [11]
focus on the growing relevance of the transformation of financial reporting
under the influence of modern information and smart technologies. The
authors carefully analyze the types of reporting made by enterprises and the
impact of digital technologies on the processes of the global transformation
of corporate reporting to establish communication with users of reporting
information, achieving long-term goals of corporate social responsibility,
accountability, and business transparency.

Undoubtedly, available research contributes to the development of the
theory and methodology of transformation of financial reporting into repor-
ting according to international standards. At the same time, the difficult
economic situation in Ukraine against the background of martial law forces
managers and business owners to look for new markets, partners and inves-
tors, and creditors, which emphasizes the need for domestic enterprises
to enter international capital markets and the urgency of transition to inter-
national accounting standards and financial reporting. Solving these tasks
will help improve the quality of financial reporting, as well as ensure the
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confidence of a wide range of users in reporting information. This testifies to
the importance and practical significance of the outlined problems and
justifies the relevance of their solution.

The aim of the article is to determine the features of the organization
and methods of transformation of financial statements of small businesses
into reporting according to international standards, and formulation of ways
to improve them.

Methods. The methodological basis of the study are general and
special methods of cognition: the use of the dialectical method provided the
disclosure of the informational nature of financial reporting; scientific
generalization is generalized, conceptual provisions of financial reporting are
substantiated; comparative analysis; synthesis and grouping were used to
classify differences; the abstract-logical method is used in the process of
theoretical generalizations and formulation of conclusions.

Results. There is no clear interpretation of the term "reporting
transformation" in the legislation, but in the literature, it is understood as
a transition from national accounting and reporting standards to international
ones. Accordingly, the question arises in understanding the essence of
national and international standards. According to the Law of Ukraine "On
Accounting and Financial Reporting in Ukraine" [1], the National Accoun-
ting Regulations (Standards) (further — NAR(S) or Ukrainian Accounting
Standards), thereis a legal act that determines the principles and methods
of accounting and financial reporting by enterprises (except enterprises that
are in accordance with the law prepare financial statements in accordance
with IFRS and the NAR(S) in Ukraine in the public sector), developed on the
basis of international standards of financial reporting and EU legislation in
the field of accounting and approved by the central executive body that
ensures the formation and implementation of public accounting policy. And
IFRS are documents adopted by the International Accounting Standards
Board (IASB), which determines the procedure for preparing financial
statements [1]. Similar definitions are contained in the NAR(S) 1 [2].

There are different definitions of "transformation" in the context
of financial reporting. On the one hand, scholars link the transformation of
reporting into IFRS reporting to the IFRS reporting process based on natio-
nally reported reporting by changing the recognition (classification and mea-
surement) and disclosure of accounting items, accounting in accordance with
the requirements of IFRS. On the other hand, the authors mainly define trans-
formation as reporting according to certain standards by adjusting the exis-
ting reporting [10]. It can be agreed that the transformation is a set of
procedures for converting financial information that has certain parameters
into financial information that has other parameters [7], in particular, repor-
ting from the National Accounting Regulations (Standards) to IFRS reporting.
As a rule, the complexity and number of transformation procedures depends
on the degree of discrepancy between the initial and final parameters [6]. We
believe that the transformation should be seen as a qualitative change in
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accounting systems, which includes not only approaches to reporting, but also
the application of accounting standards, restructuring accounting policies and
applying professional judgment in a new plane — in accordance with IFRS.

Researchers recognize IFRS as an objective inevitability, as a genera-
lization of the best modern world practices in the field of accounting and as
ensuring the transparency of financial data [3, 14]. The main reasons for the
transition to IFRS are: the availability of cheaper and more significant finan-
cial resources; investment attraction; expansion of export opportunities; ensu-
ring transparency and reliability of the information provided in financial
statements; strengthening the domestic capital market and increasing its
attractiveness; strengthening the protection of property rights and interests of
shareholders, investors and creditors [3].

Comparison of the texts of IFRS and NAR(S) and analysis of their prac-
tical application indicate the existing differences in the reporting formed on the
basis of the NAR(S) and IFRS, highlighting the differences that can be divided
into groups: declarative (the NAR(S) and IFRS coincide, but are not followed
in practice); conceptual (different target orientation of financial reporting;
features of professional judgment and others); normative (non-compliance of
the NAR(S) in Ukraine norms with certain provisions of IFRS) [15].

The transformation of small business reporting into reporting accor-
ding to international standards can take place in two ways (Figure): the use
of the entire IFRS package or a separate IFRS for SMEs if desired, if they
meet the criteria set out in it. Similarly, depending on the current reporting
format chosen by the small enterprise — a full package of 5 reporting forms
for the NAR(S) 1 or simplified reporting of 2 forms for the NAR(S) 25,
according to this database will be transformed into reporting for IFRS. At the
same time, if a simplified reporting form was chosen first, more trans-
formation procedures will have to be carried out.

Immediate use
of the IFRS package or IFRS for SMEs

Small enterprises Full set Full package of IFRS,
recognized as such in ofreports: | _____ set of 5 forms
accordance with the 5 forms M of financial statements
Law of Ukraine "On for NAR(S)1 |~
Accounting and AN
Financial Reporting in \,\:
Ukraine" prepare their Simplified SN IFRS for SMEs only,
reports on: reporting: 7 : simplified set

2 forms ! of 5 forms of financial

or NAR(S) 25 T reporting

Transformation
of reporting

Figure. Transformation of small business reporting in Ukraine
Source: compiled on the basis [1, 2, 12, 15, 16].
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A review of regulatory sources governing the transformation of finan-
cial statements of small businesses in the reporting of international standards
suggests that the most important documents in this matter are: directly the
Law of Ukraine "On Accounting and Financial Reporting in Ukraine" [1],
which determines the range of persons to report under /FRS and certain
simplifications for small enterprises that keep records according to national
standards, namely NAR(S) and IFRS — because their requirements are com-
pared when compiling transformation tables and reviewing changes in requi-
rements, approaches to evaluation and accounting policies during the tran-
sition to /FRS. The single separate standard of IFRS 1 "First-time Adoption
of International Financial Reporting Standards" [12] focuses on the transition
to IFRS, but some documents and guidelines, and practical recommendations
on methods and approaches to transformation are not enshrined in law.

In the scientific literature there are works on the problems and examp-
les of the transformation of reporting, and methods of transition to IFRS, but
very little research on the specifics of the transition of small businesses from
the simplified accounting and reporting system to IFRS, including IFRS for
SMEs, especially in the military a condition that complicates the study.
Practice shows that the services of transformation of financial statements
from those prepared under the National Accounting Regulations (Standards)
in accordance with /FRS, are usually quite expensive (about 50 thousand
UAH for small and from 100 thousand UAH for medium and large compa-
nies — respectivelyto the analysis of tenders and evaluations of analysts), they
are offered by consulting firms that have specialists with relevant knowledge.
In any case, the transformation of the company and the transition to IFRS
will cost some resources and will require the involvement of qualified
personnel or training of existing staff. However, the benefits of switching to
IFRS accounting and reporting should be significantly higher, especially in
the long run, than current costs.

The conceptual basis for the transformation of the financial statements
of a small business entity into reporting according to international standards
1s the assumption that the rules set out in NAR(S) are consistent with IFRS,
and the transformation can be carried out on the basis of financial statements
prepared in accordance with NAR(S). We believe that, accordingly, the trans-
formation of financial statements is primarily the formation of information in
reporting that meets the rules of international financial reporting standards
and which is different from the information generated by the rules of domes-
tic accounting and reporting.

Characteristically, the needs of users of financial statements of small
businesses are different from users of financial statements of larger enterprises
and more attention is paid to short-term goals, current liquidity, and solvency. It
is for such entities that a separate standard is provided — IFRSfor SMEs, which
aims to balance the "costs-benefits" of preparing financial statements by
maintaining key approaches to IFRS, but in a somewhat simplified form and
removing disclosure requirements that are irrelevant for non-public companies.
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Directly IFRS for SMEs, the basic criteria for the application of simp-
lified IFRS are 2 qualitative guidelines: 1) the company is not accountable to
society; 2) general purpose financial statements are subject to disclosure to
external users./FRS for SMEs does not regulate the form of financial state-
ments, but only defines their content and some criteria for grouping items.
However, the IFRS for SMEs contains strict requirements for the mandatory
presence of certain items in the reports and prohibits the inclusion of certain
items in the reports. IFRS for SMEs is the only standard that defines the
purpose, principles, composition of financial statements and methods of accoun-
ting for assets, capital, liabilities and transactions of small and medium
enterprises, ie enterprises do not use other /A4S or IFRS [15].

It was found that if a small enterprise kept records and reported in
a simplified form, the transformation includes an analysis of the form Nel-m
"Balance Sheet" (Statement of financial position) and form Ne2-m "Report
on financial results" (Report on total income) that meet the requirements of
the NAR(S), and make the necessary adjustments to ensure the submission
of information in accordance with IFRS.

In addition, IFRS 1 provides the following adjustments for the tran-
sition from previous to international standards: derecognition of certain old
assets and liabilities; recognition of certain new assets and liabilities; reclassi-
fication; assessment [9, p. 57].

Typically, the fulfillment of the first condition is associated with the
exclusion (write-off) of assets and liabilities from the balance sheet, which at
the date of the first application of IFRS may not meet the criteria for
recognition under IFRS. In essence, this applies to obsolete non-current
assets and should be recognized as an expense in the period.

In addition, assets and liabilities that meet the criteria for recognition
in accordance with international standards but have not been recognized
in accordance with previous standards are recognized. An example is a colla-
teral that has not been recognized but is a liability and is reflected in the
balance sheet.

Mainly reclassification is manifested through the transfer of the amount
of one reporting item to another. In this sense, the carrying amount of assets
and liabilities is specified, which depends on the valuation rules of IFRS
in force at the balance sheet date.

In the same way, the transformation of the Statement of financial
results (Statement of comprehensive income) is manifested. In general, before
the transformation of the Statement of Financial Performance, it is necessary
to make sure that the assessment and composition of all its articles correspond
to NAR(S). In addition, you need to perform certain procedures:

« choice of report format;

« analysis of the composition and regrouping of items of income and
expenses;

« a reflection of income and expenses recognized as a result of balance
sheet transformation.
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It should be noted that IFRS does not specify the formats of financial
statements, so the format of the Statement of Financial Performance (State-
ment of Comprehensive Income) is presented, which is presented in the
appendix to IAS 1. Ukrainian enterprises (except for entities that apply the
NAR(S) 25), use a report form in which costs are classified according to their
function. Based on this, the statement of financial performance (form Ne 2)
1s easier to transform into a report format that illustrates the classification of
costs by function.

Different methodological approaches to the transformation of repor-
ting from national to international standards are distinguished in different
literature sources. R.M. Luchko, 1.D. Benko [9, p. 108] distinguishes methods
of conversion and transformation, in other sources — among the methods of
transformation indicate the possibility of parallel accounting and transfor-
mation, which can be carried out in two ways: transformation at the level of
accounting records and registers or transformation of the reporting IFRS
reporting [8, 9].

The complete transformation includes the procedure of transferring
accounting system data at the end of the reporting period by adjusting and
reclassifying reporting items from national to international standards (there may
also be a complete transformation with additional conversion into foreign
currency, which is most relevant for reporting by foreign economic units).

Conversion may include parallel accounting and translation. Parallel
accounting or full conversion involves the maintenance of accounting staff
at the same time a database of national standards and international standards,
respectively, formed two reporting packages. Broadcasting is used when the
transfer of credentials in an automated program is transferred to separate
registers of accounting or management accounting with automatic adjust-
ment of the required amounts in order to report under IFRS. Parallel accoun-
ting 1s quite cumbersome and costly — every business transaction, and every
document is registered and displayed simultaneously in two systems —
bynational and international standards [13].

Each of the methods has its advantages and disadvantages, which are
summarized in table. The most important advantages are speed, accuracy,
impartiality, and complexity, but choosing among the advantages, the com-
pany must take into account its goals and capabilities when moving to
international standards.

Thus, comparing these methods, we can confirm that the transfor-
mation involves a one-time reclassification of reporting items and adjustment
of accounting items, and parallel accounting (conversion) provides prepa-
ration of financial statements in accordance with IFRS on the basis of
accounting entries and records throughout the reporting period.
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Table

Comparison of methods of transformation of financial statements of a small
enterprise into reporting according to international standards

Signs . Transformation Conversion
of Comparison

Complete transformation includes the pro- | Full conversion involves maintaining a data-
cedure of transferring data from the accounting | base of national standards and international
system at the end of the reporting period standards, respectively, and two reporting

Essence through adjustments and' reclassification of | packages are forme'd. Broadcasting — transfer
reporting items from national to of accounting data in an automated program
international standards (there may also be a |to separate accountting registers with
complete transformation with additional automatic adjustment of required amounts
conversion into foreign currency) for the purpose of reporting under IFRS
Complete transformation.
Transformation in terms of a foreign

Types Cuflir ency or taking into account hyper- Parallel accounting (full conversion)

of reporting inflation. . Broadcasting.

. Transformation at the level of accounting .

transformation . . . Gradual or full conversion.
entries and accounting registers.
Transformation of forms of financial
reporting.
Does not require significant costs, labor, | Higher level of reliability of accounting

Benefits time to orggnize and conduct, a Qne-time ir}formation, higher gfﬁciency due to '
transformation procedure, or a high degree |simultaneous reporting together according to
of transparency of adjustments national standards
The impact of subjective assessments, and | Requires significant costs, including staff,

. the risks of data reliability, are realized information support, setting up information

Disadvantages . . o .
after the preparation of reports according | systems for parallel accounting, impractical for
to national standards. holding companies

Source: compiled on the basis [8, 9, 10, 13, 16].

The accelerated implementation of IFRS for SMEs in the practice of
small businesses in martial law should take into account the basic accounting
concepts, the availability of developed accounting principles, approved
accounting rules and government policies, compliance with basic charac-
teristics for accounting standards, and regulatory framework.

Conclusions. Transforming financial statements is much more than
just the process of converting already prepared national standards to IFRS-
compliant reporting, which requires knowledge, effort, and work, so it is
carried out by qualified staff from their own staff or relevant external experts.
Based on the development of the regulatory framework and special scientific
literature, our own definition is proposed: the transformation of financial
statements of small businesses in IFRS reporting is a process of transition to
accounting and financial reporting according to international standards with
adjustments to current accounting policies and accounting information;
regrouping of reporting indicators prepared in accordance with national
standards (in particular the NAR(S)1 or NAR(S) 25), so that they comply
with I[FRS or IFRS for SMEs on the date of such transition.

The conceptual bases of transformation of the financial reporting of
the subject of small business into the reporting according to the international
standards are established. Discrepancies that arise in the financial statements

ISSN 1727-9313. SCIENTIA FRUCTUOSA. 2022. Ne 3 111



OBAIK TA OIIOOATKYBAHHS

of the UAS and IFRS may be insignificant that will not affect the usefulness
of the information in the financial statements and therefore do not require
resolution or reconciliation; significant, which can be excluded through the
introduction of appropriate changes and additions to the text of the NAR(S);
and significant, which can be eliminated only by transforming the infor-
mation in the preparation of financial statements. In this sense, transforma-
tional adjustments can significantly affect the analytical indicators, in
particular, the profitability of the enterprise, its liquidity, and others, which
are calculated on the basis of financial statements, which must be taken into
account when assessing indicators in martial law.

Transformation of IFRS financial statements includes several stages:
choosing the date of transition to IFRS (the first IFRS report is possible only
2 years after that date); approval of the order on accounting policy with IFRS;
conducting an inventory on the date of transition to IFRS; preparation of the
introductory balance sheet on the date of transition to IFRS (adjustments are
made to items through retained earnings that do not cause tax consequences);
preparation of comparative financial statements in accordance with IFRS.
The method of preparation of financial statements prepared in accordance
with IFRS differs from that prepared in accordance with national standards,
certain specifics of interpretation of reporting items and indicators, and the
subjectivity of estimates.
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