Journal of Governance and Regulation / Volume 2, Issue 3, 2013, Continued - 1

INTERNATIONAL FINANCIAL REPORTING STANDARDS
(IFRS) AS A CHANGE AGENT IN UKRAINE

Jessica Hong Yang*, Nada Kakabadse**, Dmytro Lozovskyi**
Abstract

The study aims to examine the perception of key actors regarding the costs and benefits that result
from adopting International Financial Reporting Standards (IFRS) in Ukraine.
Design/Methodology/Approach — The authors conducted a questionnaire survey in order to identify
perceptions of financial managers of Ukrainian listed firms regarding the benefits and the costs
associated with transition to IFRS. Our results showed that IFRS implementation impacts on internal
reporting quality, the relationship with customers, creditors and shareholders, the access to
international markets and external financing. It also indicated that financial managers have serious
concerns about implementation costs related to the introduction of IFRS. These costs relate to
training, instruction on IFRS adoption and translation of current IFRS, changes in software systems,
double purpose accounting and deadlines for IFRS adoption and consulting services. Whilst this
research has established a general model that consists of six factors, affecting IFRS relevance to
Ukraine, the extent of interrelations between these factors is not clear. Thus, it may be of a great
interest for future research to explore this issue in more detail and, in particular, conduct empirical
research to determine the extent of interdependency between six factors in the model. The results and
conclusions of this research can be of a great interest to policy makers and business practitioners since
all public companies in Ukraine are obliged to adopt IFRS from 2012. It might be of interest to conduct
this research on results of mandatory implementation of IFRS in Ukraine while taking into account the
circumstances that suggested almost no relevance of the international accounting standards to the
country at the moment of their application. This is the first metrical study that discusses the relevance
of IFRS to Ukraine’s national needs.
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Introduction

Scholars have rigorously debated the issue of uniform
international accounting standards in recent years.
The key question is whether the new international
accounting standards are more useful than any other
local financial reporting standards in use by countries
around the world (Ball et al., 2003; Ball, 2006; Callao
et al., 2007; Ramos and Martinez-Zarzoso, 2010;
Schleicher et al., 2010). Researchers have conducted
several studies on developing countries such as
Kazakhstan, Zimbabwe, Greece and Russia
(Chamisa, 2000; McGee and Preobragenskaya, 2004;
Tyrrall et al., 2007; Bellas, A. and Tzovas, 2008;
Ballas et al., 2010); however, none of these studies
discuss the relevance of IFRS to Ukraine’s national
needs.

Considering the recent fast move of Ukraine
towards convergence with International Financial
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Reporting Standards (IFRS)*®, this paper aims to
gain Dbetter understanding of Ukraine’s social,
economic and legal environment in order to identify
factors that affect (i.e. “shape”) the overall
environment of such a developing country. There are
two key purposes: First, it attempts to establish a
general model for analysis to determine current
challenges which such countries face during
implementation of uniform international accounting
standards. Second, it intends to predict how
successful IFRS adoption might be in the current
circumstances.

The results indicate that currently, IFRS
relevance in Ukraine is not appropriate due to the
country’s still half-baked legal, economic and social
foundation. For example, characteristics of similar-
environments where IFRS is not yet appropriate

%% On 8 June 2011, the President of Ukraine, Vikor
Yanukovych, signed a decree that obliges all public joint
stock companies, banks and insurance companies in
Ukraine to prepare financial statements under IFRS starting
from 1 January, 2012.
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include accounting mentalities shaped by rule-based
accounting systems, weak legal enforcement and
weak investor protection. The survey results also
suggested that small, undeveloped capital markets
and low market integrity negatively affect transition
to IFRS. Additionally, political instability does not
give governments the opportunity to properly prepare
for accounting reforms. Consequently, there is lack of
IFRS implementation instructions and current
translations of the standards.

The study contributes to the existing body of
academic literature on IFRS relevant to developing
countries around the world by discussing IFRS
relevance to Ukraine’s national needs. It also
provides an analysis of the situation of Ukraine’s
current accounting, legal and economic systems. That
helps us to better understand factors that affect IFRS
relevance in a developing country such as Ukraine.
The results can be of a great interest to policy makers,
business practitioners as well as academics. Since all
public companies in Ukraine were obliged to adopt
IFRS from 1 January 2012, it might be of interest to
conduct future research on results of mandatory IFRS
implementation in a developing country whilst taking
into account circumstances that suggested almost no
relevance of the international accounting standards to
countries at the moment of their application.

The paper unfolds as follows. First, it provides a
review of theoretical perspectives on the worldwide
adoption of IFRS and its relevance to Ukraine.
Second, it discusses the methodology and sample
characteristics. After this it presents the key findings
and analyses the results. Finally, the paper concludes
with a discussion of the implication of our research to
literature, practice and future research.

Review of IFRS Literature

One of the main ideas of IFRS is that one set of
accounting standards can help both developed and
developing countries to attract foreign investments
(Ball, 2006; Al-Ajmi, 2009; Armstrong et al., 2010;
Ramos and Martinez-Zarzoso, 2010; Schleicher et al.,
2010). According to Ball (2006), if different countries
are using different accounting standards based on
different principles, it may prevent foreign investors
to put money in the country which is using its own
accounting standards (i.e. local Generally Accepted
Accounting  Principles (GAAP)). Hence, the
International Accounting Standards Board (IASB)
argues that uniformity of accounting standards may
be useful and beneficial to all countries in the world
irrespective of the level of development (IFRS
Foundation, 2011). According to Bhimani (2008),
IFRS tends to lower information risk in financial
reporting and as a result, decrease the number of
uncertainties in investors. Lambert et al. (2005)
predict that higher information quality associated
with IFRS may cause investors to agree on a lower
rate of return that, in turn, means lower cost of capital
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to the firm (Daske et al., 2007; Armstrong et al.,
2010). Schleicher et al. (2010) conclude that IFRS
should enhance investment efficiency in the countries
which apply such standards.

Even though IFRS adoption may introduce
positive changes to accounting systems around the
world, in terms of companies’ increased quality of
financial information, the extent of such benefits may
be limited (Ding et al., 2007). Macias and Muifio
(2011) and Ball (2006) express concern on the idea
that application of IFRS alone in different countries
will bring a desired uniformity and higher quality of
financial reporting among all these countries.
Researchers (Prather-Kinsey, 2006; Dijatej et al.,
2009; Rahman et al., 2010) argue that developed
countries establish IFRS and thus are designed to
meet users’ information needs on developed stock
exchanges in the first instance. Although Callao et al.
(2007) contend that IFRS are without doubt useful in
an international context, they question IFRS
usefulness in the national context. There are a number
of reasons. First, Prather-Kinsey (2006) argues that
firms in developing countries mainly prepare
financial reports for their tax authorities and creditors,
but not for investors, and therefore investor-oriented
IFRS will not be useful for such countries. Second,
accounting institutions are part of a big and complex
system of the country that interrelates with numerous
other institutions including political, social, business
as well as legal organisations (Ball et al., 2003). IFRS
might not be useful for both types of economies,
developed and emerging, since differences in
business practices, accounting culture and legal
environment between such countries are too large
(Ball, 2006; Aggarwal and Goodell, 2010; Sunder,
2010). For example, Ding et al. (2007) argue that
cultural differences might represent even a bigger
obstacle to successful IFRS implementation than
differences in legal environments. Radebaugh and
Gray (1997) believe that in order to be useful,
reporting standards should reflect the country’s
specific  business environment (Prather-Kinsey,
2006). Third, Sunder (2010) asserts that financial
reports prepared by two companies from the same
industry under the same accounting rules, but from
different countries might not be comparable due to
different economic conditions in which the firms run
their business. Ball (2006) states that the quality of
financial reporting in various countries is different
and that it might not change with the implementation
of uniform accounting standards (i.e. IFRS).
Moreover, according to numerous researchers (Ball,
2006; Erickson et al., 2009; Alali and Cao, 2010),
companies in different countries can apply these
standards in the way they used to apply local
standards and simply keep using their old accounting
practices, but under the IFRS name. Finally, Walker
(2010) emphasises that IFRS were developed for
stock market capitalism and these accounting
standards may be irrelevant for the country which
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uses another form of capitalism. Sunder (2010) notes
that application of a single set of accounting
standards in all countries in the world (which is one
of the main goals of IASB as stated by this
organisation) will not leave room for experimentation
with alternative accounting practices and principles.
Sunder (2010) strongly believes that the global
society would benefit more from such accounting
standards competition than from a uniform set of
accounting rules, since firms around the world would
have an opportunity to choose from a variety of
worldwide recognised high quality sets of accounting
standards, and select the one that is the most
appropriate for their business environment. These
arguments suggest that IFRS might be inappropriate
for use in developing countries due to its irrelevance
to national needs (Tyrrall et al., 2007; Walker, 2010).

IFRS Relevance to Ukraine: A Theoretical
Perspective

Our study is guided by the four-factor IFRS relevance
model to developing countries. We base it on prior
research of Chamisa (2000), Tyrrall et al. (2007) and
Ballas et al. (2010) and an additional fifth factor that
emerged from the literature review as highly relevant
for a country in transition, namely the political
stability factor.

The similar-environments factor

The similar-environments factor explores how a
developing country’s economic, social and legal
environments are similar or not to that of developed
ones. Ukraine is a typical “socialist” economy
(Hazera et al., 2009) based on a civil (i.e. code) law
legal system (CIA, 2011). Before gaining
independence from the USSR in 1991, the
government owned all Ukrainian enterprises and each
specific country had to comply with the government’s
set economic plan. In such circumstances, the
accounting system was based on government dictated
rules and was also tailored to the purposes of
economic plan monitoring (Solodchenko and Sucher,
2005). IFRS have little relevance to Ukraine,
suggesting that there are no similar environments for
a successful implementation of developed-countries’
IFRS in Ukraine.

However, Ukraine is becoming more integrated
into the international community not only by
performing economic and legal reforms, but also by
participating in sponsored educational exchange
programs with countries such as Switzerland, UK,
USA, Canada, Italy (World Wide Studies, 2011). An
increased integration of Ukraine in the global
community will create the environment in which
IFRS will be relevant to the country’s national needs
in the future. However, business and education
communities in post-Soviet countries tend to resist
any changes that, in turn, may slow the increase of
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IFRS relevance to Ukraine (McGee and
Preobragenskaya, 2004, 2005; McGee, 2006).

The private and public-sector factor

This factor relates to the size of the private sector in
comparison to the developing economy’s public
sector. After gaining independence, Ukraine has
undergone a number of economic reforms, with the
aim to create a free market economy. One of the most
important tasks was to create a private sector (US—
Ukraine Business Council (USUBC), 2010).
According to CASE (2007), by 2005, private firms
constituted almost 80 per cent of all Ukraine’s
enterprises and were responsible for 60 per cent of
the country’s GDP in 2010 (EBRD, 2010). However,
their fixed assets are only 45.3 per cent of the
country’s total fixed assets. This suggests that 21.7
per cent of state owned enterprises possess almost 55
per cent of all fixed assets in the country, such as
airports, seaports, mines, and railways (Prikhodko,
2009; Cabinet of Ministers of Ukraine, 2011).

International pressure on the Ukrainian
government with regard to privatisation is very high.
The “chaotic privatisation process” gives the
government the opportunity to manipulate the figures
and thus understate the number of state-owned
enterprises in the country to make the privatisation
process look more successful than it is in reality.
According to independent reports by international
organizations (e.g. CASE, 2007; USUBC, 2010)
privatisation in Ukraine from 2005-2010, almost
stopped and thus, there is no evidence that the share
of state-owned fixed assets decreased considerably
since 2005 when it constituted 54.7 per cent of total
fixed assets in Ukraine.

It is obvious that the public sector in Ukraine
still influences the country’s economy to a great
extent (Cabinet of Ministers of Ukraine, 2011). The
private sector is growing slowly and, arguably, IFRS
relevance to Ukraine based on the private and public
sector factor will grow slowly as well (Tyrrall et al.,
2007).

The capital-market factor

The capital-market factor refers to the level of a
developing country’s capital market development.
IFRS tend to be relevant to firms which rely on
sources of external funding in contrast to those which
rely on internal funding (Nobes et al., 2001; Nobes
and Parker, 2002). The State Statistics Service of
Ukraine (2009) shows that 66 per cent of Ukrainian
companies use internal funds to finance their business
activities, whilst they mainly obtain external funds
through bank credits. Banks usually have easy access
to the borrowers’ insider financial data and thus,
similar to governments, have little need of company’s
published capital market oriented financial reports
(Ball et al., 2000). The banking sector’s prevalence as
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a main source of external funding in Ukraine
decreases IFRS relevance on a capital-market factor
basis, since IFRS is limited to capital markets
participants (EBRD, 2011a; b).

The largest stock exchange in Ukraine is PFTS,
which accounts for more than 90 per cent of the
whole stock market in the country (PFTS, 2008).
However, since 1996 when it was founded, PFTS was
developing slowly (IMF, 2010. According to the
PFTS 2008 annual report, it listed 303 companies,
that is only 25 per cent of the 1200 largest companies
(TSN, 2011). PFTS trading volumes are also low,
amounting to 5.5 per cent of Ukraine’s annual GDP
(PFTS, 2008). One of the main problems of
Ukrainian companies that prevent them from listing
on local stock exchanges is the failure to comply with
stock market rules to provide investors with
transparent and reliable financial information
(Ukrainian Business Resource, 2010; USAID, 2010a;
b). Hence, a move towards IFRS can improve
financial reporting practices in the country and help
develop national capital markets, thus enhancing the
investment climate as well (USUBC, 2010). IFRS
relevance to Ukraine will increase gradually in the
future, but at a slightly faster pace in comparison with
the similar-environments and private and public-
sector factors.

The accounting-needs factor

This factor assesses a country’s accounting needs.
During the period of its independence, Ukraine has
attracted around US$47 billion of foreign direct
investments (UNCTAD, 2010; The World Bank,
2011). This resulted in an increase of foreign
businesses in the country from 0 in 1991 to 1,171 in
1997 and 2,272 in 2010 (State Statistics Service of
Ukraine, 2009). In addition to investment funds,
foreign companies also brought their accounting
practices and international auditing firms to Ukraine,
thus popularising IFRS in the country (The Banker,
2006: Tyrrall et al., 2007). Additionally, several large
Ukrainian companies are listed on foreign capital
markets including London, Frankfurt and Warsaw
stock exchanges (Delo, 2010). In order to access
international funds, these companies have to comply
with one of the main preconditions of international
investors, that is reliable and understandably high
quality financial statements prepared under IFRS
(USAID, 2006; ROSC, 2008).

The Ukrainian government borrows money and
receives other financial and technical aid from
various international organisations. Similar to other
countries (Chan, 2009; Neu et al., 2010; Podrobnosti,
2010; MIEPA, 2011), Ukraine has to comply with a
number of conditions under which it receives
financial aid. One such condition is Ukraine’s
adoption of IFRS (IMF, 2010, 2011). According to
Tyrrall et al. (2007), international organisations
provide financial aid to various countries around the

o
NTERPRESS
VIRTUS,

world and consequently, they might prefer to use
standardised (i.e. comparable), and at the same time,
reliable financial reports for all their projects
worldwide.

The literature is clear in emphasising that IFRS
is highly relevant to the companies with international
funding since most frequently international providers
of capital set reporting financial results under IFRS as
a precondition of financing into local enterprise.
However, it is difficult to justify the need to use IFRS
for other Ukrainian companies. Ukraine is currently
under high pressure from the side of international
lending organisations and thus, it seems reasonable to
conclude that increased the need to adopt IFRS in
Ukraine is also making the standards relevant to
Ukraine in an international context, but not in a
national context. Therefore, we can describe IFRS
relevance to Ukraine on the basis of the accounting-
needs factor as medium.

The political stability factor

We extend the original four-factor model to include a
fifth factor, namely political stability. This factor
indicates the political system’s stability in the
developing economy. Political instability causes
economic and social problems (Alesina et al., 1996;
Feng, 1997; Gasiorowski, 1995). According to Export
Development  Canada®®  (2011),  widespread
corruption badly affects Ukraine’s business
environment. Lederman et al (2005) state that
political stability is one of the most important
preconditions for a successful fight against
corruption.

Despite the improved political situation in
Ukraine, there is still high “state intervention and the
ongoing threat of expropriation” that negatively
influence the country’s economic stability (Index of
Economic Freedom, 2011). Moreover, although the
President of Ukraine states that “EU integration is a
key priority for Ukraine” (Congressional Research
Service, 2011: 2), in some cases government actions
do not facilitate this integration. Thus, the recent
arrest of former Ukrainian Prime Minister Yulia
Timoshenko, as stated by Polish President
Komorovskiy, was “an obstacle to Ukraine joining
the EU” (Novosti Ua, 2011). We can perceive
Komorovskiy’s statement as an official view of the
EU on this issue, since Poland has recently taken
presidency of the European Union (BBC News,
2011).

Some scholars (Feng, 1997; Gasiorowski, 1998;
Seth et al., 1998) state that political stability is
required to develop various important institutions to
sustain country’s economic growth; however it takes
a long time. Taking into consideration that in order to
be successful, IFRS implementation requires the
existence of strong institutions in the country that can

2% Export Development Canada (EDC) is Canada’s export
credit agency.
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provide legal enforcement of the standards (Bushman
and Piotroski, 2006; Cheng and Shiu, 2007), the
political situation in Ukraine, still volatile and
unstable, offers little support to the notion of current
IFRS relevance to the country. However, if the
Ukrainian government is able to keep political
stability for a relatively long period of time, in order
to develop and improve the country’s institutions, it is
possible that IFRS relevance to Ukraine will increase
in the future.

The Study

The authors selected a case study method due to its
suitability and reliability for this kind of research
(Chamisa, 2000; McGee and Preobragenskaya, 2004,
2005; Tyrrall et al., 2007; Ballas et al., 2010). To
collect primary data, the authors used the postal
survey method. First, we designed a survey based on
questions from past research from scholars such as
Tyrrall et al. (2007), Ballas et al. (2010) and Chamisa
(2000). The questionnaire included two types of

questions, namely close-ended and thematic
questions.
On 1 June, 2011, the authors posted

questionnaires to accounting departments and CEQOs
of 100 companies listed on the main Ukrainian Stock
Exchange, PFTS. The access to primary data was
available to the authors through private and
professional networks. The authors designed the
questionnaire not to be provocative and stressful in
any way for the study participants (Saunders et al.,
2007). Because information was potentially
confidential, the authors attached a letter of consent
to the postal survey regarding participants’
permission for non-disclosure of the information. To
ensure higher confidentiality as well as a response
rate, the authors took particular care during the design
phase and tested the questionnaire with key
professional network figures. Taking into account the
unwritten rule of Ukrainian business practitioners of
“don’t ask, don’t tell’, as well as a useful
recommendation of a friend who is a high ranking
Ukrainian government official, we removed from our
survey the “name of the company/bank” line that
Tyrrall et al.’s (2007) survey used.

We received 24 completed questionnaires in
July 2011, which equates to a 24 per cent response
rate. According to Harzing (1997), the average
response rate in international business mail surveys
recorded by PricewaterhouseCoopers is around 21 per
cent. Moreover, a response rate of 25 per cent is
common in accounting surveys (AAPOR, 2000;
Smith, 2003; Ballas et al., 2010). Thus, our response
rate is appropriate and within norms. We analysed
close-ended questions using quantitative analysis
techniques that included the use of -electronic
spreadsheet and statistical tools such as descriptive
statistics. To analyse qualitative data, we used
thematic data analysis, including data categorisation
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from those answers, i.e. classifying the information
which respondents mentioned into different common
themes.

Findings and Analysis

Considering that human “passion for comprehension”
(Einstein, 1982) is contingent not on principles and
theories, but rather on their interpretation, we decided
to present a coherent story from our work without
going into statistical analysis details. This is not to
say that we find scientific method unimportant, but
rather that having gone through a complex and
rigourous research process, we would like to present
a coherent story that adds to human understanding of
complex phenomena, namely IFRS adoption in
Ukraine.

Still prevelant in scholarly journals is the belief
that “quantitative” and “non-normative” equals
“scientific”. This is despondently out of step with
understanding social science and management issues
(Douglas, 2009: 70-73). Although we can describe
certain human experiences only qualitatively, rather
than quantitatively, this does not make them “neither
less real, nor less important” (Marcuse, 1964: 147).
Chamberlain (1948) and Bergmann (1989) observed
that some arguments lend themselves to be
formalised into algorithms very late in the scientific
process, whilst others do not. However, these
arguments are no less reasonable or relevant then
arguments in their algorithmic, mathematical format
that outside mathematically ideal worlds, do not work
(Chamberlain, 1948; Bergmann, 1989). Hence, we
present our findings along the five-factor model and
emergent themes from our qualitative data analysis.

Five major themes emerged from our data
analysis, namely the main users of financial
statements, IFRS and internal reporting quality, the
relationship ~ with  customers,  creditors and
shareholders, the access to international markets and
external financing, costs of implementation. We
discuss each of these themes below. The cost of
implementation theme consists of five sub themes,
that is five categories of cost attribution, namely cost
of training, instruction on IFRS adoption and
translation of current IFRS, changes in software
systems, double purpose accounting and deadlines for
IFRS adoption and consulting services.

Main users of financial statements

All respondents identified regulatory bodies as the
most important stakeholders of the company for
whom financial statements are prepared. The most
obvious explanation for this is that all Ukrainian
companies are obliged to prepare financial statements
for tax authorities (IIEC, 2010). Bloom et al. (1998)
indicate that the main function of Soviet accounting
was maintaining accounting books according to the
specific government rules, whilst the government
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established these rules in order to exercise control
over companies’ resources and collect taxes from
them.

After gaining independence from the USSR,
Ukraine inherited not only Soviet accounting laws
that were inappropriate for a market economy, but
also a specific accounting mentality that the Soviet
accounting system shaped (Tyrrall et al., 2007;
Véron, 2008). According to McGee and
Preobragenskaya  (2005), similar to  Soviet
accountants, during the 1990s, many Ukrainian
accountants, as well as managers, viewed financial
statements purely as statistical data prepared for tax
purposes. However, the situation is gradually
changing mainly due to many Ukrainian accountants
passing international certification exams and also the
government carrying out reforms that bring Ukraine
closer to both legislative standards and the business
culture of the European Union (USAID, 2005;
Velichko, 2007%%°; PwC, 2011a; b).

The survey results also suggest that nowadays,
accountants and managers do realise the important
role that financial statements play in the decision-
making process. The survey showed that 88 per cent
of respondents named management as the second
main category of users of companies’ financial
statements. According to Kostyuk and Koverga
(2007), after Ukraine’s privatisation period, corporate
ownership remains highly concentrated. They also
state that the corporate ownership was simply
transferred from the government to insiders (i.e.
executive managers) rather than outsiders (e.g.
shareholders). The share of outsiders in the corporate
ownership structure still remains very low when
compared to the share of insiders (Kostyuk and
Koverga, 2007). Indirectly, the results give further
evidence to such a view since shareholders ranked
only fourth out of six categories in the list of main
users of companies’ financial statements.

Since Ukrainian stock markets are illiquid and
undeveloped, companies’ opportunities of fund-
raising in local financial markets are limited (Index of
Economic Freedom, 2011; UX, 2011). All the
companies that participated in the survey, except for
one, were listed locally only, thus it becomes clear
why 14 companies out of 24 viewed banks and
creditors as more important users of companies’
accounting information than shareholders (12
responses). We can expect the same situation for the
whole Ukrainian capital market since only 24 out of
400 Ukrainian listed companies are listed abroad
(Economicheskie lzvestiya’, 2011; NRG Capital,
2011; Warsaw Stock Exchange, 2011). The results
are in line with the most recent statistical data that
show that banks are still the main source of external
capital for companies in Ukraine, a country with
small and undeveloped capital markets (Othman and

20 Elena Velichko, Head of State Commission on Security

and Stock Market (SCSSM)
22! Ukrainian online newspaper
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Zeghal, 2006; State Statistics Service of Ukraine,
2009).

IFRS and internal reporting quality

A total of 71 per cent of participants believe that
IFRS does increase internal reporting reliability.
According to Wu and Zhang (2008), IFRS recognise
losses in a more timely manner than local GAAP that
helps to evaluate internal company performance more
effectively and thus improves the quality of internal
financial information. For example, internal financial
reports prepared under IFRS enable executives to
better evaluate the effectiveness of different company
divisions, since IFRS provide managers with more
detailed information about those divisions that also
leads to more effective financial planning (Outa,
2011). Furthermore, Ballas et al. (2010) and Outa
(2011) state that the increase in quality of internal
reporting under IFRS can be due to the requirement
of extensive disclosure of information about major
customers mentioned in IFRS. Outa (2011) claims
that such a requirement makes a company’s
management consider business risks related to
business operations with major customers more
carefully and thus this information which internal
reporting generates helps ensure the company’s stable
performance.

The relationship with
creditors and shareholders

customers,

The results show that there is no unanimous opinion
among Ukrainian practitioners that IFRS improve
relationships with a company’s stakeholders. 11 out
of 24 respondents hold the view that IFRS improved
relationship with local customers and creditors, whilst
13 participants find that IFRS help their companies
improve relationships with international customers
and creditors.

Turning to shareholders’ trust, results are mixed.
Half of our sample (i.e. 50 per cent respondents)
believes that IFRS increases shareholder confidence
as to the reliability of firms’ financial statements.
Such features of information prepared under IFRS
can improve relationships between a company and its
customers, shareholders as well as other stakeholders
(Ballas et al., 2010). However, the actual results of
IFRS adoption in different countries, especially in
developing countries, might differ significantly from
the expected results (Ball, 2006; Erickson et al.,
2009; Alali and Cao, 2010). The Kyiv Post??? (2011)
supports this notion and claims that despite that since
2006 companies listed on the Ukrainian stock market
are required to use IFRS when preparing their
accounts, we cannot regard financial reporting of 29
per cent of the companies listed on the Ukrainian
stock market in 2010 as highly reliable due to their
doubtful accounting methods during financial

222 Ukraine’s leading English-language weekly newspaper
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statement preparation. Also, the Kyiv Post (2011)
states that among those whose financial reports do not
seem credible are 40 per cent of all Ukrainian capital
market blue-chip companies.

Although companies listed on the Ukrainian
stock market are allowed only to apply IFRS, many
of them partially apply IFRS and Ukrainian GAAP
when preparing financial reports (Kommersant, 2007;
Voitenko, 2011). Consequently, such an accounting
“mix” is not very trusted by local as well as foreign
investors (Kretzschmar et al., 2010). Furthermore, the
level of IFRS non-compliance is significant, namely
only 26 companies, that is 7 per cent of all publically
traded companies, listed on the major local stock
exchange PFTS, published financial statements
prepared under IFRS in 2010 (Kyiv Post, 2011). It
implies that there is weak legal enforcement and
weak investor protection because existent regulatory
bodies in Ukraine fail to monitor accounting methods
used by companies listed on the local capital market
(CASE, 2006; Zeff, 2007). It is obvious that in such a
situation when the Ukrainian security market integrity
is very low, it is difficult for shareholders to show
confidence in financial reports reported by companies
listed on local stock exchanges (CASE, 2006; ROSC,
2008; Tefft**, 2010; USAID, 2010b). Therefore, low
market integrity, which stems from weak market
institutions and high levels of noncompliance with
IFRS, may be the reason of mixed survey results
regarding shareholders’ trust.

The access to international markets and
external financing

A total of 92 per cent of participants strongly believe
that financial statements prepared under IFRS
facilitate access to international capital markets. This
view is in line with both academic research (Al-Ajmi,
2009; Armstrong et al., 2010; Ramos and Martinez-
Zarzoso, 2010; Schleicher et al., 2010) and opinions
of business professionals (The Banker, 2006;
Kommersant, 2007). The survey showed that 63 per
cent of respondents find that IFRS make external
financing easier for their firms. This result is
consistent with the majority respondents’ view that
IFRS help improve relationships with customers and
creditors both nationally, as well as internationally.
Even though since 2006, when Ukrainian
President Viktor Yanukovych signed a decree that
obliged all locally listed companies adopt IFRS, the
number of loans that require collateral has decreased.
Ukraine still gives 12.6 per cent more collateral loans
than European countries (ICEAW, 2011). According
to Kretzschmar et al. (2010), loans granted on the
collateral basis rather than analysis of financial
statements make external financing less available to
businesses. Evidence also suggests that many
companies and banks in Ukraine still do their
business according to the principle: “knowing a client

223 john Tefft is the U.S. Ambassador in Ukraine
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well is more important than IFRS financial
statements” (McGee and Preobragenskaya, 2005: 5).

Costs of implementation
Training

One of the main problems that 83 per cent of the
surveyed companies face during transition to IFRS is
a need for training. In contrast to relatively simple
Ukrainian accounting standards, the complexity of
IFRS represents a difficulty to Ukrainian accountants,
making them spend considerable time on training and
learning the specifics of new standards (Makeeva in
RBC-Ukraine 2011b). For example, one respondent
states:

“Some of them [company’s accountants] are
simply not willing to amend their practices.”

The fact is that Ukrainian accounting standards
are rule-based, whilst IFRS are principle-based
standards (e.g. fair-value principle) (Solodchenko and
Sucher, 2005; IFRS Foundation, 2011). For example,
under Ukrainian accounting standards, accountants do
not need to use the fair-value principle that requires
use of an accountant’s professional judgement, but
they have to apply a specific rule that is provided by
the Accounting Law (1999) for each specific case
instead (Vlasov, 2011). Thus, IFRSs’ fair-value
principle, that requires an accountant to use his or her
professional judgement in the preparation of a
company’s accounts, represents a ‘“brand new
phenomenon” for Ukraine that needs a “revolution in
accounting mentality” in order for the profession to
successfully adopt it (Makarevich, 2010). Taking into
consideration the 75-year history of the rule-based
accounting system in Ukraine in the environment of a
planned-based economy during the Soviet era, this
conclusion is not a surprise (Tyrrall et al., 2007).

The modern Ukrainian accountants’ mentality is
still highly influenced by the past Soviet accounting
mentality, which was based on the notion that
financial statements are prepared on a set of specific
rules and mainly for tax purposes (McGee and
Preobragenskaya, 2005). Since IFRS is a completely
new concept for Ukraine, many accountants who
have used the existing accounting standards for a long
time are resistant to such a major change in the
accounting system and unwilling to change their
current  accounting  practices (McGee and
Preobragenskaya, 2005; Ernst & Young, 2006).

According to a respondent:

“Graduates could be a solution to the problem,
buy they know little about current changes in
accounting practices, and of course, they do not know
absolutely anything about IFRS.”

IFRS training represents a major “mentality
change” not only for accountants who have already
been practicing Ukrainian GAAP for some time, but
also for all accounting graduates as well (McGee and
Preobragenskaya, 2005). This problem is not new and
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many researchers have reported it (e.g. McGee and
Preobragenskaya, 2004, 2005; Tyrrall et al., 2007) for
post-Soviet countries such as Russia, Ukraine and
Kazakhstan.

Instructions on IFRS adoption and translation of
current IFRS

The results suggest that 79 per cent of the
respondents are concerned about insufficient
guidance from the government with regard to the first
time IFRS adoption, and 67 per cent of companies are
concerned about lack of current IFRS translation.
These results may be related to the political-
instability factor, since political turbulence may be
the reason why the accounting reform is not prepared
properly.

With regard to these issues, one respondent
states:

“They [government] want us [companies] to
apply the standards [IFRS] without telling how to do
it and without even providing an up-to-date
translation.”

The problem lies in the lack of proper
instructions on IFRS implementation from regulatory
bodies, as well as lack of official translation of the
current IFRS version (Voitenko, 2011). On the one
hand, the Ukrainian government is putting much
effort to make IFRS adoption in Ukraine in 2012
successful. On the other hand, nothing has happened
yet to ensure that the IFRS transition process in
Ukraine is smooth and successful (Voitenko, 2011).
For example, one participant describes the situation:

“We [the company] do not have enough time
left to properly adopt IFRS. This is just ridiculous.”

There is no official Ukrainian translation of
current IFRS (Ministry of Finance of Ukraine, 2011).
Taking into account that IFRS are constantly
developing and IFRS amendments and additions are
not rare, the 2009 Ukrainian version of IFRS,
available on the Ukrainian Ministry of Finance’s
website, is out-of-date (USAID, 2011).

Changes in software systems

16 out of 24 respondents find it problematic to
implement IFRS due to changes in accounting
software that they need to effectively apply new
standards. For instance, one respondent says:

“IFRS require software that is completely
different from the one that we [the company] are
using at the moment.”

IFRS adoption alone is unlikely to be successful
without implementation of specific accounting
software that is tailored to collect required
information (Christensen et al., 2009; Prochazka,
2011). In contrast to financial reports prepared under
local GAAP, a company needs more detailed
information to report financials that are in compliance
with IFRS (Outa, 2011; Prochazka, 2011). Thus,
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many companies in Ukraine which are obliged to
prepare financial information under IFRS from the
next year need to change their existing accounting
software that is oriented towards Ukrainian GAAP, to
one suitable for IFRS reporting purposes
(Kommersant, 2010).

Double purpose accounting and deadline for IFRS
adoption

Survey results indicate that the need for double
purposes accounting represents a problem for 63 per
cent of the respondents. Currently, Ukrainian
companies are required to prepare tax statements for
the government in compliance with tax laws that,
despite the recent reform, still remain very different
from the accounting laws (Voitenko, 2011; Zerkalo
Nedeli, 2010). One respondent says:

“Government requires companies to prepare
separate tax statements, but we [companies] want to
prepare only one financial statement for everyone
[i.e. stakeholders and government].”

Nowadays, both listed and non-listed companies
in Ukraine have to prepare one set of financial
information for creditors, customers and shareholders
and another set of financials for tax authorities
(Vlasov, 2011). According to Tatyana Efimenko, the
President of the Academy of Financial Management
of Ukraine’s Ministry of Finance, companies in
Ukraine spend three times as much time as companies
in Europe to prepare financials for tax authorities
that, in turn, negatively affects the ability of
Ukrainian companies to attract foreign investments
(RBC-Ukraine®*, 2011a).

In addition, 42 per cent of companies that
participated in the survey believe that the deadline for
IFRS adoption is too tight. For example, one
participant admits:

“I do not think we [the company] will be able to
fully comply with new standards in January [2012].
There is too little time left.”

Another participant adds:

“We [the company] have only six months to get
ready for a full IFRS implementation and
transformation of the last 2 years of the company’s
Ukrainian accounts [prepared under Ukrainian
GAAP] into IFRS. ”

According to Bogdan Lukasevich, Director of
the Accounting Department of the National Bank of
Ukraine, Ukrainian banks have prepared financial
statements in compliance with IFRS since 1998 (Liga
Business Inform, 2011). However, in contrast to
current IFRS adoption processes, the National Bank
of Ukraine carefully planned banks’ transition to
IFRS two years in advance, namely from 1996 to
1998. The National Bank of Ukraine prepared
relevant regulations, a new chart of accounts,
instructions, amongst other initiatives (Liga Business
Inform, 2011). The problems with IFRS

224 RBC-Ukraine is a Ukrainian news agency
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implementation in Ukraine, as we have mentioned
above, include lack of instructions, translation and
lack of qualified accountants. This requires time to
solve since transition to IFRS usually takes from one
to two years (Kommersant, 2010; Vlasov, 2011).

Consulting Services

Considering that 20 out of 24 surveyed companies
use consulting services for preparing IFRS
statements, it is not surprising that accounting
consulting services represent one of the major items
of expense for 63 per cent of the respondents.
According to Units Consulting (2011), in 2010,
Ukrainian companies spent consulting 2.4 times more
money on consulting services than on auditing their
financial statements. In addition, survey findings
about expenses which Ukrainian companies face are
also in line with expert forecasts that claim that IFRS
implementation is very expensive for Ukrainian
companies (Kommersant, 2010; Vlasov, 2011).

Since financial statement preparation under
IFRS occurs simultaneously with preparation of
financial statements for tax authorities, the workload
on firms’ accountants is greatly increased that, in
turn, makes accountants require higher pay and leads
to increased expenses for companies related to IFRS
implementation (Vlasov, 2011).

In sum, Table 1 below shows that four factors
out of five have negative influence on IFRS

implementation in Ukraine. That implies that those
four factors are “pulling back” IFRS relevance to the
country, i.e. a decrease in IFRS relevance. The
accounting-needs factor is the only factor that is
“pushing forward” the relevance of international
accounting standards to Ukraine, i.e. an increase in
IFRS relevance. There are also two factors that have
“strong negative” impact on IFRS adoption, namely
similar-environments and political-instability factors.
The similar-environments factor has a strong negative
influence on IFRS implementation in Ukraine due to
the inherent rule-based mentality of accountants in
Ukraine (McGee et al., 2005). A change of
accounting system is possible within a relatively short
period of time, whilst a change of mentality can take
many years (Tyrrall et al., 2007; Véron, 2008). The
political stability factor has a strong negative
influence on IFRS application in the country due to
the detrimental effect that political instability has on
economic and social environments of any country.

Even though current IFRS relevance to Ukraine
still remains an arguable issue, the government has
decided to move towards acceptance of international
financial reporting standards and their application
from 2012. Nevertheless, taking into consideration all
that we mentioned above, we can expect that the
IFRS implementation process in Ukraine will be
problematic.

Table 1. Survey Results

Current

Factor Characteristics S5 e)7 Influence IFRS UGS
survey results Relevance
Relevance
Similar- Rule-based accounting mentality, Stron
- weak investor protection, weak legal Yes g Weak Medium
Environments negative
enforcement
Prlve_lte and | Too _blg _put;hc_sector, slow and N/A Medu_Jm Weak Medium
Public-Sector chaotic privatisation process negative
Small undeveloped capital markets,
g prevailance of banking credits as the Medium .
ST A LGS main source of funding, low market U negative LLCES el
integtrity
Transition to free-market economy, Stron
Accounting-Needs | Foreign Direct Investments, N/A ong Strong Strong
. . positive
International borrowings
Political- Lack of instructions on IFRS Stron
o adoption and translation of current Yes 9 Weak Medium
Instability negative
IFRS
Cost of IFRS Personnel training, changes in Stron
Implementation software systems, consulting Yes ne ati\?e Weak Medium
P services, double purpose accounting 9

Source: Compiled by the authors
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Conclusion and Implications

Overall, the results show that the old accounting
mentality of local accountants still influences
Ukraine’s modern accounting environment, thus
decreasing the country’s relevance of international
accounting standards. Even though Ukraine’s
environment is becoming similar to developed
countries’ environments, the difference between those
environments remains huge and thus, IFRS still have
little relevance to Ukraine. Prevalence of public over
the private sector in Ukraine also does not add to the
country’s IFRS relevance. In a situation when the
government controls many companies and has
unlimited access to a firm’s insider information, there
is little demand for public disclosure. The local
capital market is at a rudimentary stage. Low market
integrity and weak investors’ protection make most
companies use internal funds to finance their growth,
whilst those companies that choose to use external
funding prefer to obtain money from banks by means
of credit rather than from investors through the
capital market. The results show that even Ukrainian
listed companies consider banks as more important
users of their financial statements than companies’
shareholders. Low market integrity is a prominent
feature of current Ukrainian markets. The results
indicate that this problem may stem from Ukrainian
audit firms’ low quality performance and a
nonexistence of vital institutions in Ukraine that can
effectively ensure legal enforcement. Political
instability in Ukraine in recent years also adds to the
problems, thus increasing IFRS irrelevance to the
country. Factors, such as state intervention, an
unpredictable regulatory environment, and ongoing
threats of expropriation, prevent Ukraine’s private
sector from increasing its share in the country’s
economy and developing the local capital market.
Consequently, political instability increases the gap
between Ukraine’s social, economic and legal
environment and that of developed countries. It is
possible that internal political turbulence in recent
years has partially caused lack of instructions on
IFRS implementation and translations of the current
version of the standards. Consequently, the political-
instability factor has a strong negative influence of
IFRS relevance to Ukraine. The results also show that
the cost of IFRS implementation is considerable for
Ukrainian firms. This includes IFRS training, changes
in software systems, consulting services and double
purpose accounting. Also, as a derivative of
cumulative effects of other five factors, the cost of the
IFRS implementation factor does not support the
argument for IFRS relevance. On the contrary, this
factor adds to doubts with regard to IFRS relevance
to a developing country such as Ukraine.

The study results reveal that Ukrainian firms
have serious concerns regarding the cost/benefit
relationship from the introduction of IFRS. The only
factor that makes IFRS more or less relevant to

Ukraine is the accounting-needs factor. The most
beneficial characteristic of the accounting-needs
factor for a Ukrainian company is an increase in
foreign direct investment (FDI) and international
borrowings made by the Ukrainian government.
However, the results show that IFRS are only highly
relevant to the companies with international funding,
whilst it is difficult to justify the need to use IFRS for
other Ukrainian companies.

Whilst this research has established a general
model that consists of six factors and affects IFRS
relevance to Ukraine, the extent of interrelations
between these factors is not clear. Thus, it may be of
a great interest for future research to explore this
issue in more detail and, in particular, conduct
empirical research to determine the extent of
interdependency between six factors in the model.
Such future research can add to the understanding of
which factor and to what extent drives an increase or
decrease of IFRS relevance to a developing country.
Moreover, further research is required in order to
ascertain whether specific companies’ characteristics,
such as the firm’s size or the firm’s ownership
structure, and managers’ experience can explain the
managers’ perceptions regarding the costs and
benefits related to the introduction of IFRS.
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