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Abstract: In May, 2011 Verhovna Rada of Ukraine amended the law “On
Accounting and Financial Statements in Ukraine”, according to which domestic
enterprises, and foremost joint stock companies, banks, and insurance companies are
obliged to prepare and present financial and consolidated statements in accordance
with the International Standards of Financial Reporting (IFRS) from 1st January,
2012. One of the main problems of transition to IFRS is considered to be the short
timeframe for their implementation. The paper presents research of the process of the
reformation of the Ukraine’s system of accounting to generally accepted world
principles and standards, necessitated by country’s independence gained in 1991,
changes in the economic system and the country’s intention to be integrated into the
European Union. The research provides main stages of reforms conducted, as well as
results achieved on each stage; the article analyses and provides solutions to problems
and difficulties connected with the implementation of the IFRS in Ukraine.
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PE3YJTATH OT UMIVIEMEHTHPAHETO HA MEXAYHAPOJIHU
CYETOBO/JHU CTAHJAAPTHU B YKPAUHA: ITPOBJIEMU U PEHLIEHUSA

Hoir. 1-p Asnia O3epan
JAbpxkaBHO yupexkaeHue 3a BUCIIE 00pa3oBaHue
KueBckn HaumoHa/ieH HKOHOMUYecKH YHUBepcuTeT“Baaum Xerman”
Ykpaiina

Pestome: Ilpe3 mecen maii, 2011roguna BwpxoBHa Paga Ha VYkpaiiHa BHece
U3MEHEeHHs B 3aKkoHa 3a CUYeTOBOJCTBOTO W (PMHAHCOBUTE OTYETH B YKpaiiHa, IO
CUJIaTa Ha KOWTO HAIMOHAIHUTE MPEINPUSATHUS, TOJCMUTE aKIIMOHEPHU JIPYKECTBa,
OaHKHTE M 3aCTPaXOBATEIHUTE KOMITAHUH CE 3a[IbJDKABAT J]a TIOATOTBAT U TPEICTaBAT
(GUHAHCOBM W KOHCOJIMIUPAHU OTYETH B CBHOTBETCTBHE C MeEXIyHapOIHUTE
cranmaptu 3a ¢unHaHcoBo oruutane (MCDO) or 1-Bu siHyapu, 2012r. Eaun or
OCHOBHHMTE MpobieMu Ha npexoaa kbM MC®PO ce cMsTa KpaTKUAT BPEMEBU NEPHOJ
3a IMIUIEMEHTHpaHe Ha cTaHaapTute. Hacrosimara craTus mpeacTaBisiBa H3ClIeABaHe
Ha [@poreca 3a pedopMHpaHe Ha YKpaMHCKaTa CYETOBOJHA CHUCTEMa KbM
OOIIONpUETHTE B CBETAa MPUHIMIIA M CTAaHAAPTH, HAJIOXKEH OT NMPHI0OMBAHETO Ha
HE3aBUCHMOCT Ha AbpikaBaTa npe3 1991 r., npoMmeHuTe B MKOHOMHUYECKaTa cucTeMa 1
HaMEpeHHATa Ha JIbpikKaBara 3a mHTerpanus B EBponeiickus cpro3. M3cnensanero
IpeJCTaBd OCHOBHUTE €Talld Ha NpPOBEAECHUTE pedOpMH, KAKTO U pe3yIaTaTUTe
MIOCTUTHATH HAa BCEKH €IUH OT Te3u ertarmu. CTaTHsiTa TpaBW aHAIW3 U MPEAOCTaBsI
peleHus Ha MpoOJeMUTe M TPYIHOCTUTE CBbp3aHH C BbBekgaHero Ha MCOO B
VYkpaiiHa.
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Introduction

The formation of Ukraine as an independent state in the beginning of 1990’s
and its entrance into the world community required significant structural changes in
the economy, as far as large-scale reforms of accounting and financial systems, which
is an indicator of the development of market economy and attractiveness of the
national enterprises for foreign investors. For such purposes the Order of the President
of Ukraine Ne 303 “On Ukraine's transition to internationally accepted accounting
practice and statistics” from 23, May 1992 was issued.

“The development of international standards of accounting, reporting and control
in Ukraine was declared together with formation of its independence” (Kyk, 2010, p.
44).

Since then, a considerable amount of work on the adaptation of national legislation on
accounting and financial reporting to the requirements of European law of market
economies was conducted in Ukraine, and eventually the introduction of the IFRS in
business practice took place (table 1, figure 1).

Table 1.
Timeline of making regulations to implement IFRS in Ukraine

Measures for implementation of

international standards Deadline

Date Legal act

1 2 3 4

23.05.1992 | Decree of President of Ukraine Ne | Develop and  submit  for Trimester
303 "On Ukraine's transition to | approval by the Cabinet of
generally accepted in international | Ministers of Ukraine of the
practice  of accounting and | Concept of development of
statistics" national statistics of Ukraine,
the State program of transition
to international  accounting
system and statistics and
suggestions for material,
financial and staffing them

04.05.1993 | Decree of Cabinet of Ministers of | Implement international 1993-1995
Ukraine Ne 326 "On the concept of | standards in accounting and
building national statistics of | reporting

Ukraine and the State program of
transition to international
accounting system and statistics"

14.06.1994 | Agreement on Partnership and | Forthcoming of current and | From January
Cooperation between the European | future legislation of Ukraine to | thelst 1998
Community and Ukraine the Community

28.11.1998 | Decree of Cabinet of Ministers of | Develop initial ~ Guidelines November
Ukraine Ne 1706 "On approval of | (standards) and Chart of | 1998 — June
the program of reforming the | Accounts 1999
accounting system of  the
International Standards"

16.07.1999 | Law of Ukraine Ne 996 "On | The introduction of national | January thelst
Accounting and Financial | guidelines (standards) of 2000
Reporting in Ukraine" accounting as legal documents
approved by the Ministry of
Finance of Ukraine, which define
the principles and methods of
accounting and financial reporting
that do not conflict with
international standards
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14.08.2001 | Decree of Cabinet of Ministers of | To introduce international | During 2003
Ukraine Ne 1046 "On approval of | accounting standards and
the implementation of key capital | international standards of
market development in 2001-2006" | information disclosure by issuers
whose securities are admitted to
trading on organized markets,
professional stock market, collective
investment
18.01.2003 | Order of Cabinet of Ministers of | Ensure the transition of joint 2004-2005
Ukraine Ne 25-p "On approval of | stock companies to international
the implementation of the priority | accounting standards
areas of corporate governance in
joint stock companies"
18.03.2004 | Law of Ukraine "On State Program | Forthcoming of Ukraine
for Adaptation of Ukraine to the | accounting legislation identified
European Union» Ne 1629-1V priority sectors in accordance
with point 51 from 14.06.1994
10.04.2006 | Decree of President of Ukraine Ne | Ensure that the established order | During 2006
300/2006 "Plan of priority measures | amending the legislation to till 2008
in the sphere of insurance activity" | implement international accordingly
financial reporting standards for
non-bank financial institutions
and other entities
24.10.2007 | Decree of Cabinet of Ministers of | 1) Draft proposals to amend the IV quarter
Ukraine Ne 911-p "On approval of | Law of Ukraine "On 2007
the strategy implementation of | Accounting and  Financial
international standards of financial | Reporting in Ukraine™ on the
reporting in Ukraine™ application of international
standards
2) Making an official translation IV quarter
and publication of international | 2007 — 2009
standards
17.09.2008 | Law of Ukraine "On Joint Stock | Requiring additional disclosure
Companies” (regarding amending | about its activities based on
Law of Ukraine "On Securities and | international accounting
Stock Market™) standards in the  manner
prescribed by SCSSE, public
joint stock companies
02.12.2010 | Law of Ukraine "On Amending | The right for the entity to | January the 1%
Certain Legislative Acts of Ukraine | determine feasibility of 2011
in connection with the Tax Code of | application of IFRS (unless the
Ukraine" (regarding amending Law | mandatory  application of
of Ukraine on Accounting and | international standards defined
Financial Reporting in Ukraine ") by law)
12052011 | Law of Ukraine "On Amendments | Setting the scope and the January the
to the Law of Ukraine” On | application of IFRS in Ukraine 1st 2012
Accounting and Financial
Reporting in Ukraine "
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Figure 1. The process of IFRS implementation in Ukraine

Table 1 and Figure 1 show that during twenty years the problem of radical
reform of accounting and financial reporting and leveling it as a deterring factor for
the development of market economy and attracting foreign capital into the country.

The methodological foundation

The research contains period from 1992 till 2012: the period from Ukrainian
state proclamation, when the state’s government took the course towards conventional
international practice of accounting and statistics, till the period of implementation of
IFRS into the national legislation and enterprises’ activities accordingly. The usage of
historical method and method of theoretical generalization has helped in
determination of main phases of the reforms that were conducted. Analysis and
synthesis were applied in order to study the results achieved at each stage, and for to
detection of problems and hardships, related with the IFRS implementation in
Ukraine. Based on the dialectic approach, this study looks into major ways to achieve
solutions of separate problems.

Informational foundation for the research consists of Ukrainian legislation for
the last twenty years, scientific papers of Russian and Ukrainian academics, who
made a huge contribution into development of Ukrainian accounting science.

Literature review

The processes of accounting reform, feasibility and ways of implementation of
the IFRS and their impact on the national accounting system and economy as a whole
still find reflections in the publications of scientists and leading experts of the area
and are believed to be burning topics of conferences, symposiums, and round table
meetings. The research papers done by S. Golov, G. Grachev, N. Horytska, O.
Hubachova, S. Zubilevych, A. Kirsch, V. Kostyuchenko, L. Lowinska, V.
Lastowecky, R. Lucko, I. Nazarbayev, E. Mnyh, V. Parkhomenko, A. Redko, A.
Tverdomed, I. Chaly, M. Chumachenko, V. Shvets should be noted, which are
devoted to theoretical and practical issues of implementation and adaptation of IFRS,
the process of harmonization of national accounting standards with IFRS. However, a
number of Ukrainian scientists - M. Belukha, A. Borodkin, F. Butynets, G. Kireytsev,
V. Mossakovskyy - were active opponents of the reform.

The aim of the article is the retrospective analysis of the actions of
governmental and non-governmental organizations, as well as scientists in Ukraine on
introduction into the domestic economy of the international accounting and reporting
standards; to define the results and key areas of adaptation of the financial statements
of Ukrainian enterprises to the international standards.

Structure of the article
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The article is structured in the way, that the reader can follow the main steps of
the reformation of the accounting system in Ukraine. Firstly, the description of the
beginning of the process of the reform of accounting and financial statement systems
in Ukraine is presented. Secondly, a major accounting reform is elaborated upon.
Thirdly and fourthly the periods of presentation and implementation of IFRS are
considered. In the end the article will review the conclusion.

Results

1. The beginning of the reforming process of accounting and financial
statement systems in Ukraine (1992-1998)

The process of restructuring of the accounting system to adhere to the international
standards and the creation of a new regulatory framework of accounting has required a
solution to this problem at the national level, because "existing at the time the regulatory
basis of accounting does not fully meet the needs of practice, particularly in terms of
privatization” (I'onos, 2005. p. 5).

However, the first attempts to improve the legal framework have failed. The
State program of transition to international accounting and statistics, which was
approved by the Cabinet of Ministers Ne 326, and included a period of three years, the
methodological framework of accounting and auditing in Ukraine was not executed.

At that time, regulation of accounting and financial reporting in Ukraine was
carried out on the regulation level - these were approved by the Cabinet of Ministers
of Ukraine on 03.04.1993, the Regulations on the organization of accounting and
reporting in Ukraine Ne 250 (hereinafter - Regulation Ne 250), which stated that one of
the main tasks of accounting was to provide complete and reliable information about
business processes and the performance of enterprises and institutions. This is
necessary for the operational management and general management; as well as its use
by investors, suppliers, creditors, financial institutions, tax office, statistical
organizations and banks as well as other interested bodies and organizations.

Given the numerous requests of academics and practitioners, in April of the
mentioned year the Verhovna Rada of Ukraine adopted a decision on the necessity of
the development and implementation of the Law "On Accounting”. But the Cabinet of
Ministers of Ukraine found it inappropriate at that time to take the law of accounting.
This position the Cabinet was based on that "becoming the accounting and statistical
reporting systems in accordance with international accounting and statistics™ took
place, and Regulation Ne 250 governed these issues (letter of 16.06.93 No 18-1268/4).

However, Ukrainian academics (A. Kuzminskyy, M. Belukha, S. Golov, V.
Efimenko, V. Sopko, V. Shvets, etc.) initiated the drafting of the law and the specified
chart of accounts. Already in 1994, the Concept of National Chart of Accounts and
the three structures of the Law on Accounting in Ukraine were designed and presented
for the discussion. In 1995, a draft for the Law of Ukraine on Accounting was
considered on first reading in the Verkhovna Rada of Ukraine, but after a short
discussion it was sent for revision.

While exploring the development of accounting during the first years of
independence of Ukraine, Professor S. Golov wrote: "... in 1995 the State program of
reforming accounting was abandoned, this was reflected in the Presidential Decree “On
measures to enhance the performance of the state statistics of Ukraine...”. This decree
has liquidated the Coordinating Council on the organization of Ukraine's transition to
international accounting system and statistics, and major accounting and statistical
center of the state was proclaimed the Ministry of Statistics of Ukraine” (I'onos, 2005,

p. 9).
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2. A major accounting reform (1999-2000)

The real shift on the way from post-soviet accounting to accounting in
accordance with generally accepted international standards of financial reporting took
place only in 1998 with the adoption of Accounting Reform Programme of the
International Standards (Cabinet of Ministers of Ukraine, 1998). After six years of
long term debates and confrontations, on 16" July, 1999 the Law “On Accounting and
Financial Reporting in Ukraine" (hereinafter - the Law) was adopted, which was "the
result of multifaceted work and interaction between the legislative and executive
branches of government, academics and associations of accountants ..”
(IMapxomenko, 1999, p. 7).

The law has established the general principles of organization of accounting in
Ukraine according to national guidelines (standards) of accounting, which are
harmonized in line with the IFRS, as well as determined by the subjects of regulation
of accounting. In its report to the Verkhovna Rada of Ukraine |. Belousova
highlighted that the law would allow to create “a real basis for the calculation of
macroeconomic indicators on which the internal policy of Ukraine is built”.
(bimoycosa, 1999, p. 3).

The progressiveness and revolution of the Law was proved by the introduction
of new national accounting practice guidelines:

1) definition of the basic principles of the accounting and financial reporting;

2) diversity of forms of accounting in the enterprise;

3) opportunity to select the form of accounting;

4) the right of self-determination of accounting policies of the enterprise;

5) introduction of reporting forms, structure and content of which are generally
consistent with international accounting standards;

6) requirement for disclosure of financial statements of public companies,
enterprises - issuers of bonds, banks and financial institutions.

It should be noted that one of the initiators for the changes towards the
introduction of the IFRS appeared to be the State Commission on Securities and Stock
Exchange (SCSSE). The reason for this is that in September 1996 SEC became a
member of the International Organization of Securities Commissions and signed a
resolution, according to which participants of the market were required to prepare and
present their financial statements in line with the International Accounting Standards.

An active position of implementation of the IFRS in Ukraine has taken the
National Bank of Ukraine (NBU). From January 1%, 1998 the banking system of
Ukraine, was the first one in the country who began the transition to the IFRS.

The Ministry of Finance of Ukraine played and continues to play a key role in
the practical implementation of accounting reforms. Under the Programme of
Reforming of Accounting and the Schedule of Development and Implementation of
Guidelines (Standards) of Accounting, based on International Accounting Standards,
which was approved by the Ministry of Finance of Ukraine on 01.12.1998, No 248, the
transition of all entities of Ukraine, irrespective their method of incorporation, the
mandatory application of national guidelines (standards) of accounting was
proclaimed. The schedule anticipated the acceptance of 24 standards during 2000 -
20011,

34 national guidelines (standards) of accounting were adopted in Ukraine
Recently. These standards were developed by the Methodological Council - the

! The adoption of national guidelines, which regulated the requirements for financial reporting
procedures for preparation of basic reporting forms, was prior approval of the Accounting Law.
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consultative body under the Ministry of Finance - which includes representatives of
governmental bodies, professional accounting organizations, science and
establishments of higher learning, as well as accounting practitioners?.

The choice of accounting reform towards the harmonization with international
standards is explained by the fact that “they reflect the market economy, have
international recognition, formed on the basis of a compromises of accounting
systems, which are used in countries with developed market economies, and allow the
greater comparability of accounting -reporting information ...” (ITapxomenko, 1998, p.
4).

Together with the development and implementation of the national guidelines
(standards) of accounting, the process of development of the Chart of Accounts took
place. The original concept of accounts was submitted by V. Shvets to the
Methodological Council on 07.10.1998 and later underwent significant changes. The
Chat of Accounts of assets, capital, liabilities and business operations of enterprises and
organizations Ne 291 was approved by the Ministry of Finance of Ukraine on 30.11.1999.
Enterprises had to use a new Chart of Accounts "in any prepared for the period since
2000” (Letter of the Ministry of Finance of Ukraine of 15.10.99, the Ne 18-19153).

In the review of publications on the mentioned topic Zubilevych S. wrote:
"According to the most experts, the new Chart of Accounts is fulfilling its purpose, which
is to help group accounting information in a breakdown required to prepare financial
statements, and first of all Balance sheet and Statement of Financial Results» (3y0ineBuy,
2000, p. 51).

However, the stated principle of "do not conflict with the IFRS" was not
reached. The reason for it is two-fold:

- attempts to take into account the old "soviet" accounting rules in order to
facilitate the adaptation for accountants practitioners. For instance, the allocation of
low value items as a separate element of the assets of the company;

- permanent change of individual IFRSs that were not always taken into account
by Ukrainian legislators. For instance: the abolition of the LIFO method, changing the
order of the capitalization of interest expense on bank loans, and funds, which are
directed to create qualifying asset.

However, some Ukrainian academics noted, as a positive fact, that national
Guidelines (Standards) are not copies of 1AS, and during the process of reforming the
accounting system, principles applied in the USSR combined with the international
practice were used (Jlacroserpkuii, 2002, p. 36, MoccakoBchkwi, 2003, p. 14).

3. The Period of Harmonization of national Guidelines (standards) on
Accounting in accordance to the IFRS (2001-2007)

The desire to become a member of the EU and later Ukraine's accession to the
WTO led to further changes in system of accounting and financial reporting in
Ukraine. “There is a growing influence on accounting in order to attract foreign
capital through Ukraine's accession to the World Trade Organization and the
European Community, the introduction of exchange trading, etc” (MoccakoBChKHiA,
2009, p. 3).

Thus, in order to implement the Regulation of Cabinet of Ministers of Ukraine
Ne 1046, SCSSE approved the Decision Ne 125 on June 2, 2002, according to which
companies whose shares are listed, and professional securities market participants

2 The Working Draft of the Law of Ukraine "On Accounting and Financial Reporting" (1994)
predicted the development of national standards involving professional public organization - the
Association of Accountants of Ukraine.
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should prepare and present financial statements under international accounting
standards during the years 2002-2003:

1) development of methods of transformation of financial statements prepared
according to national standards of the financial statements under the IFRS;

2) development and preparation of methodological materials for training
accountants for the presentation of financial statements under the IFRS;

3) development of requirements for audit reports for companies that must
present reports as required by the IFRS;

4) seminars and conferences on the transition to the IFRS.

In addition, on November 8" 2002 government and non-governmental
organizations adopted the memorandum on the main directions of development of
accounting in Ukraine, the use and improvement of regulations (standards) of
accounting and disclosure in the financial statements of companies and organizations.
The document envisaged the application of basic principles of IFRS for all Ukrainian
enterprises. However, the proposition to set different requirements for disclosure of
financial statements for different groups of companies, including their participation in
operations in the capital markets, was made. Due to this, a division of enterprises into
three main groups was anticipated (Table 2).

Table 2.
Disclosure requirements in different groups of enterprises
Level Enterprises Disclosure requirements
1 2 3
1 Companies whose securities are traded on | for the financial and consolidated financial
the stock market, and enterprises in | statements IFRS are applied
accordance with the legislation required to
publish annual financial statements
2 Companies that do not release into | apply national guidelines (standards) of
circulation of securities and accounting
required to publish annual financial
statements
3 Enterprises - small business entities simplified rules and procedures of accounting
and financial reporting, including the
possibility of valuation of assets at historical
cost are applied 2

In order to execute the Decree of President of Ukraine Ne 300 "On urgent
measures in investment activity" SCSSE's approved the Decision of 19.12.2006, Neo
1591 on Regulations on information disclosures by issuers of securities according to
which these companies had to present financial statements of the quarterly and annual
information under IFRS. However, all the above mentioned measures were postponed.

O. Petruk based survey of development of national accounting system,
concludes: “...the Law of Ukraine “On Accounting and Financial Reporting in
Ukraine” implies that IAS can be used in Ukraine only indirectly, through publication
on the basis of their national regulations in the field of regulatory accounting and
reporting. By themselves IFRS for domestic firms and accountants do not produce any
legal consequences. GAAP is purely voluntary, and vice versa, their non-use does not
cause any legal consequences for businesses” (ITetpyk, 2005, p. 317).

It can be concluded that during 2001-2007 a number of regulations that provide
for mandatory application of IFRS were Ukraine, especially for issuers whose

3 Unlike IAS 16 National Guideline (standard) 7 "Fixed assets" includes a model for major
funds: the revalued amount. Enterprises are required to re-evaluate assets if their residual value at the
date of revaluation significantly (more than 10%) different from their fair value.
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securities are admitted to trading on organized markets. But the status of adopted
regulations was not enough for practical implementation of their guidelines. The
reason for that was the problem of methodological, organizational and psychological
nature.

Methodological problems were connected with the necessity of deciding on the
inclusion of norms on the mandatory use of IFRS in the national regulatory
framework of accounting. Since 2003, there was a draft of appropriate amendments to
the Law "On Accounting and Financial Reporting in Ukraine", which was hampered
by the adoption by the political opposition.

Organizational problems, according to prof. L. Lowinska, consisted of a choice
of the path of reform that is the search of answers to the question: who should carry
out accounting reforms through the development and adoption of appropriate
regulations, who should implement them in the daily practice of an accountant who
should be responsible for the efficiency of this process? (Jlosinceka, 2007).

Psychological problems are related to difficulties of perception within the IFRS
because of the existence of cultural barriers. Some scientists and most practicing
accountants did not understand and do not understand the need for IFRS. The main
reason for this lays in the limited cooperation of the majority of enterprises in Ukraine
with foreign partners, financial institutions and stock. Also the formation of negative
thoughts affect inconsistent policy of the state: a multiple change of terms of IFRS,
not timely changes to existing legislation, lack of coordination between some
government agencies and even some laws rules.

It should be noted separately, the transition to international standards in Ukraine
was accompanied by heated debate in the scientific circles of the countries of the
former Soviet Union. Along with the recognition of IFRS as a generalization of the
best modern international practices in accounting (Illerios, SIkoBuiiena, 2010), the
objective inevitability (Tepemenko, Mapuenko, 2011), an instrument of economic
globalization and international economic relations (Boitnapenxo, 2010, p. 275),
provision of transparency of financial data (I'yasieB, Berposa, 2004, p. 122),
improvement of the investment climate in the country towards European integration,
there were opposing views:

1. “To Copy the west — is not the way out of the situation in our science.
Destroyed the former records for the holder, all science is now focused on the
implementation of the IFRS, which gives nothing to the owner, but confusion in
accounting for property and financial performance” (byrunens, 2005, p. 22).

2. “The concept of accounting and financial reporting developed by the
International Accounting Standards Board, focused on the needs of global enterprises.
Its level of national productive forces; social, environmental, economic and legal
relationship is not taken into account” (Kupetines, 2007, p. 67).

3. “... Not the IFRS open doors to the world markets, and competitive products.
Standards are not the entire systematic document, it does not disclose all the economic
situation, do not solve the problems of unification of accounting” (CokoiioB,
Kamopmxkanosa, JIeraarun, 2007, p. 18).

4. “Mass implementation of IFRS observed in third world countries while the
developed world is coming to this selectively and on the principles of adaptation. This
is confirmed by the inability of IFRS not only to resist but also to prevent the global
and national economic crisis” (XKyk, 2010, p. 47).

The idea of integration of the IFRS was seen and perceived with skepticism and
some practice: “As the transition to IAS, the real goal - the same as the introduction of
National Guidelines (Standards). Under the specious pretexts it is propaganda of
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achievements of Western accounting thought, which is also, incidentally, far from
perfect” (Tsepmomen, CamuBan, 2007, p. 24). The survey, which was conducted in
2005 among financial executives in Russia, showed that most CFOs believed that
IFRS are "stupid fashionable gadgets” (gaap.ru). Similar opinions exist in Ukraine as
well.

However, now Ukraine has made its choice in favor of the IFRS. Dugar argued:
“The transition to IFRS facilitates the entry of Ukraine into the global economic
community. Reform of accounting and financial reporting is a very important event in
the economic life of the state” (yrap, 2008, p. 173).

Among the major reasons of transition towards IFRSs are considered to be:

1) the availability of cheaper and significant financial resources;

2) expansion of export opportunities;

3) transparent and comprehensive information presented in financial statements;

4) strengthening the Ukrainian capital market and increasing its attractiveness;

5) enhance the protection of property rights and interests of shareholders,
investors and creditors.

In our opinion, the main reason for this is compliance to generally accepted and
understood rules of accounting and preparation of financial reporting.

4. IFRS - success in Ukraine (2008-2012)

The following economic reforms are taking place during 2010-2014: “Prosperous
society, competitive economy, effective state”, Laws of Ukraine “On the National Program of
Adaptation of Ukraine to the European Union”, and “Strategies for the implementation of
international financial reporting standards in Ukraine, approved by Cabinet Ministers of
Ukraine of 24.10.2007, Ne 911-r of May 22, 2011. The Verkhovna Rada of Ukraine adopted
the Law of Ukraine “On Amendments to the Law of Ukraine “On Accounting and Financial
Reporting in Ukraine”. According to the Law all public companies, banks, insurers and
companies that conduct economic activity on the types listed by the Cabinet of Ministers of
Ukraine shall prepare financial statements and consolidated financial statements under the
IFRS as of January 1, 2012. Other businesses have the opportunity to determine feasibility of
the application of international standards during preparation of their financial statements (see
Table 2). Along with changes to the Law, Resolution of the Cabinet of Ukraine of
30.11.2011, Ne 1223 took place, which identified the first reporting period under IFRS for
listed companies (Table 3).

Table 3.
First reporting period and the date of transition to IFRS for different
entities
Date of The first - .
The entity transition to | reporting period sta-trehrre1efrl1rtsstj:1rljaenrclllilRS
IFRS under IFRS
1 2 3 4
01.01.2011 01.01.2012 — As 0f 31.12.2012
. . . 31.12.2012
Public corporations, insurers 01012013 —
01.01.2012 51122013 As 0f 31.12.2013
01.01.2012 -
Banks 01.01.2011 31129012 As 0f 31.12.2012
Companies that carry out activities in the field 01.01.2013 —
of financial services, except insurance and 01.01.2012 L As of 31.12.2013
. . ; 31.12.2013
pension and private pensions
Enterprises engaged in supporting activities in 01.01.2014 -
the areas of financial services and insurance 01.01.2013 31.12.2014 As 0f 31.12.2014
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However, the transition towards IFRS is accompanied by certain difficulties,
which are being gradually overcome.

Firstly, the availability of free access for all businesses to the translation of the
IFRS into the national language. Since 1997, the professional organization — The
Federation of Professional Accountants and Auditors of Ukraine - got the permission
of the International Accounting Standards Board for the translation and publication of
the IAS / IFRS. Since the introduction of the IFRS into the legal field of Ukraine,
functions of the main coordinator of the process of implementation of the IFRS are
given to the Ministry of Finance of Ukraine; on its official website an electronic
version of the standards in Ukrainian is posted. This Law provides a norm, according
to which financial statements must use international standards if they are "officially
published on the website of the Ministry of Finance of Ukraine.” But this requirement
makes businesses dependent on the timely translation of standards and on their
complete placement on the website of the Ministry of Finance.

But then a number of positive steps the were undertaken by the Ministry of
Finance last year should be mentioned: the revitalization of the work of the Council of
IAS in order to participate in the discussion of drafts of new IFRS’s and amendments
to those, receipt of additional learning materials, the introduction of a public Internet
resource (http://msfz.minfin.gov.ua), which will provide timely and useful
information about the IFRS, as well as legal aspects and practical application of the
IFRS in Ukraine, but also enable interactive communication on a public forum.

Secondly, the inconsistency of terminology. “Terminology of the IFRS and
Ukrainian Accounting Standards is not only methodological, that is due to differences
in interpretation of accounting objects and methods of accounting, but purely
linguistic differences” (byraii, 2011, p. 64).

Thirdly, the training of specialists proficient in the IFRS, has been one of the
most important tasks of the accounting reform. With the support of international
organizations (USAID, TACIS EU and others), during all the years of reform
numerous free educational programs, seminars and conferences were held in Ukraine.
The project produced a variety of teaching materials. The range of professional
accounting education and training on IFRS, which is now available in Ukraine,
includes certification programs (ACCA, DipIFRS, CIPA), professional trainings,
seminars and training courses on the IFRS in higher education institutions.

But despite of numerous educational activities, the number of accountants with
appropriate qualifications in accounting (including IFRS) is insufficient, leading to
“permanent increase in costs to attract qualified professionals and auditors” (Yupko,
2009, p. 341). Preparation and presentation of financial reports by auditing companies
(normally by the "Big Four") violate the principles of ethics.

Fourth, lack of understanding of the process as global phenomena, first of all, by
owners and business leaders. So far, preparation of financial statements of high
quality finds its interest in companies that: 1) are subsidiaries of foreign companies; 2)
aim to get cheaper external funding than available in Ukraine; 3) seek to enter
international stock markets.

Users of financial statements in the domestic market are not ready to use its
information. According to existing regulations of the financial reporting in Ukraine’s
regulatory authorities: State Office of Statistics, State Tax Service, the State
Commission on Securities and Stock Exchange and the National Bank of Ukraine, are
primarily interested in deadlines and submission of reports. Low official responsibility
for improper financial reporting causes superficial attitude, which is reflected in the
accounting operations. S. Kuznetsova said: “The absence of effective market
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mechanisms and stock in Ukraine ... may distort accounting information given the
lack of clear regulation of the provision” (Ky3uemosa, 2011, p. 227).

It should be noted that today national differences in Guidelines (Standards) on
Accounting from the IFRS exists, but they are irrelevant, since the former are in a
dynamic and periodically reviewed for compliance with the latter. However, the
movement of Ukrainian companies towards IFRS is quite challenging. Strong impact of
tax law caused a prevailing tradition of recording the form over its substance, which
leads to the incorrect reflection of operations and a violation of not only IFRS
principles, but also of the Law on Accounting. This problem is of two-sided nature; on
the one hand, the Tax Code of Ukraine, adopted on December 2", 2010, contains a
norm under which taxpayers applying International Financial Reporting Standards
"shall keep records of income and expenditure for the following standards with regard
to the norms of this Code." With regards to applying this rule, it would be impossible to
prepare the financial reporting under the IFRS.

On the other hand, in order to facilitate their work and minimize the tax
differences, accountants do not always select the most rational method of accounting
in this case the only criterion that would work is compliance.

In addition to these, there are the following conceptual problems associated with
the implementation of IFRS in Ukraine, which has to be solved on both the state and
the local level.

One of the current unresolved issues is definition of the format of reporting
under the IFRS. In Ukraine, the financial statements are clearly regulated; forms of
financial statements are approved by the Ministry of Finance with approval of the
Ministry of Statistics, which is one of its main users. Thus, there is a problem in
synthesis of the information contained in the reports produced by the State Statistics
Office for the purposes of determination of macroeconomic indicators. The whole
system of statistics requires changes, which is largely based on data from financial
reporting.

The Ministry of Finance of Ukraine by its Order of December 9, 2011 Ne 1591
attempted to solve this problem — the usage of standardized forms was allowed,
except form number 5 “Notes to the annual financial statements” and the form number
6 “Annex to the notes to the annual financial statements” ticking “compiled from
international financial reporting standards”. But the name and structure of reports
according to the national standards does not fully comply with the IFRS. “... Any
uniform reporting makes it impossible to take into account industry and other features
of the enterprise and realize the principle of materiality, which requires selection of
appropriate approaches to the structure and content of financial statements” (I"010B,
2012, p. 11).

Thus, we believe companies should have the right to choose the format and
structure of reporting, given by the requirements of IAS 1 and with a minimum list of
requirements to its structure. Prof. S Golov (2006) proposed the establishment of legal
standards for annual reports, which would contain statistical, financial, social and
environmental information. According to prof. Golov it is appropriate to limit only
generalized parameters of this statistical information (cost of items, fixed assets, etc.),
which is necessary for management at the macro level, and preparation of financial
information, that is based on the needs of a wide range of users using the
classification of fixed assets, inventories, etc.

The second “critical” problem that must be solved immediately at the state level,
is the presentation of annual financial statements to the bodies of state statistics and
State Tax Service to 9 February following the reporting year, in accordance with
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Order number 419, can significantly affect the quality or result of implementation of
the IFRS. The deadline of the publication of the general purpose financial statements
under the IFRS should be determined on April 30 the year following the reporting
month.

To ensure the implementation of the IFRS it is important to establish a
mechanism for monitoring of their compliance. Certainly, with regard to this the
biggest responsibility lies with auditing firms. However, control over the observance
of international financial reporting standards should be made by institutional bodies:
National Commission on Securities and Stock Exchange, National Bank of Ukraine,
and the State Commission for Regulation of Financial Services.

At the local level a problematic question of methods and techniques of the IFRS
implementation directly in the enterprise still remains. To address the question of
transferring of financial statements to IFRS the company can choose either a method
of transformation or of conversion (parallel accounting). Restatement of national
standards into IFRS’s (transformation) contains the possibility of increased risk of
errors due to human factors, due to the fact that this method usually involves the use
of transformation tables, adjusting entries, settlements and more. Conversion (parallel
accounting) provides accounting simultaneously in several models, which
immediately raises the problem of double-data entry. In terms of reducing the errors
and time to get the results reported parallel accounting is a more correct method.
However, it is a more expensive method, because it requires a rebuilding of the entire
accounting system that focuses on parallel records, staff training and purchase of
additional software.

To avoid drawbacks of transformation or parallel accounting all enterprises
should not only prepare financial statements under the IFRS, but also conduct of all
current financial records under the international standards. Like conversion, this
method involves the restructuring of the entire accounting system from the
organization of document circulation, the need to purchase software products,
supporting databases and the development of accounting policies and accounting
techniques that comply with IFRS. Using this method can prevent the need to keep
records in national standards, which ensures the fulfillment of the requirements of tax
legislation.

Conclusions

Based on the research, five stages of the IFRS implementation in Ukraine and
appropriate reform of the national accounting system were identified.

During the first phase (1992-1995), the first years of independence, Ukraine has
established its own system of accounting and declared policy of the transition to
international accounting standards and principles, which found embodiment in the
state program that failed to realize this. As a result of increasing influence of tax laws,
financial statements of hyperinflation remained unsuitable for analysis and decisions
based on it.

In the years 1996-1998 (Phase Il) a work to create the legal conditions and
methodological reform of accounting using the IFRS was carried out in Ukraine. The
initiative of drafting the Law on Accounting and Chart of Accounts was taken by the
leading scientists of the country and a professional accountancy body (Federation of
Professional Accountants and Auditors of Ukraine).

In 1999-2000 (third stage) the efforts of the governing bodies of state,
academics and practitioners were focused on the development of national guidelines
(standards) of accounting and financial reporting, which were harmonized with IFRS.
The result of the implementation of guidelines (standards) based on the principles of
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IFRS has become a new ideology of accounting and financial reporting in Ukraine.
From 1 January, 2000 with the introduction of the law - "On Accounting and
Financial Reporting in Ukraine™ - has started a new era in Ukrainian accounting.

During the years 2001-2007 (fourth stage), the improvement of the new
accounting system was carried out. At this time in Ukraine, a number of regulations
that were provided for mandatory application of the IFRS, especially issuers whose
securities are admitted to trading on organized markets. But the status of adopted
regulations was not enough for practical implementation of their provisions.

The fifth stage (from 2008 till now) brought about the introduction of the IFRS
in the legal field of Ukraine and continues its organizational and methodological
improvements. This process is accompanied by a number of difficulties: low urgency
such as reporting and its formality, inconsistent terminology, reporting formats and
timing of its publication, the lack of qualified personnel and others.

Despite the problems outlined, it is evident that the introduction of IFRS in
Ukraine is an important step for the development of corporate governance and the
improvement of the quality and transparency of financial information that will create
a better investment climate in the country.

Problems of implementation of the IFRS in practice most often occur not in the
dimension of the difference between national and international standards, but in the
dimension of the psychological differences between the usual relation to accounting
and that required by international standards. Reporting under the IFRS will increase
disclosure requirements that require considerable teaching resources in order to make
changes to database systems and software, as well as changes in the functional role of
financial services and other treatment services to its enterprise information. This
means changing the mentality of the entire enterprise, from the point of view of
understanding leadership. Today it is one of the main tasks of the state as a whole, as
well as the involvement of researchers, consultants and specialists in this process.
Remember that thoughtless, unreasonable and unexplained implementation of the
IFRS only discredits it in the eyes of society.
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