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Adoption of new accounting practices in the russian enterprises 
Introduction
The concept of accounting in the Russian Federation has substantially differed for a long time from international practice. The main difference consisted in the different goals of accounting, accounting legacy of a tradition that emphasizes the very aspect of bookkeeping for tax and administrative compliance rather than for the disclosure and comparability of financial statements. Thus, in the Russian accounting system balance-sheet operations are so far ​​strictly classified according to their legal nature, rather than (as it is established by IAS) according to their economic nature. Not coincidentally, the Russian business accounting is still regulated by state laws, rather than by the practice of professional accountancy bodies.
Still, this way presents different difficulties and obstacles, this chapter aims to analyze.

4.1 Accounting obligations of enterprises in Russia and the accounting documentation composition
The regulatory framework of bookkeeping in the Russian Federation is divided into two levels:

·  the Civil Code, federal laws and other legislative documents;

·  Russian accounting standards, accounts plan and other accounting rules.

La normativa relativa al primo punto è principalmente contenuta nelle seguenti leggi e atti normativi:

·  Federal Law N° 129-FZ dated 21 november, 1996 “On accounting of enterprise”;

·  Order of Ministry of Finance N°34-n dated 29 July 1998 “Dispositions on accounting management and on accounting in Russian Federation”;

·  Order of Ministry of Finance N°67-n dated 22 July 2003 “On the forms of organization of accounting”
;

As far as the second point (Russian accounting standards, the chart of accounts and other accounting rules) is concerned, the legislation (rather large and consistent) is distributed between the Orders and Attachments of the Ministry of Finance on accounting requirements. 
The responsibility for setting accounting standards rests with the Central Bank of the Russian Federation in case of banks and other lending institutions, the Ministry of Finance in case of other companies.

It should be noted that the concept of accounting in the Russian Federation has substantially differed for a long time from the international practice. The main difference consisted in the different goals of accounting, accounting legacy of a tradition that emphasizes the very aspect of bookkeeping for tax and administrative compliance rather than for the disclosure and comparability of financial statements. Thus, in the Russian accounting system balance-sheet operations are so far ​​strictly classified according to their legal nature, rather than (as it is established by IAS) according to their economic nature. Not coincidentally, the Russian business accounting is still regulated by state laws, rather than by the practice of professional accountancy bodies.

In all this, the accounting procedures in the Russian Federation are in accelerated harmonization with international standards and the completion of this process was set as a target for 2004. In 2004 the draft law providing for the mandatory application of IAS by socially relevant companies (joint-stock companies, organizations operating with financial means of legal and natural persons and all the societies of public equity) was approved by the State Duma. The complete passage to the accounting according to IAS was established by law for 2008
.
It should also be mentioned the Ordinance Ministry of Finance No. 154 of 27 November 2006, which approved accounting standards for assets and liabilities which value is denominated in foreign currency (the N° 3/2006 which replaces the previous N° 3/2000). The new rules require the revaluation of assets and liabilities recorded monthly and payable in foreign currencies and assets and liabilities payable in rubles, but recorded in foreign currency. For accounting purposes, the results of the revaluation should be regarded as "foreign exchange differences" and divided into two categories above (payable, ie, foreign currency or in rubles)
.
The main accounting documents, the Russian enterprises are obliged to edit every three months comprise:

· il conto patrimoniale (to be submitted by 25th day of the month following the reference quarter);

· profits (losses) account (to be submitted by 25th day of the month following the reference quarter);

· dichiarazione di avvenuto pagamento dell’Imposta Sociale Unica (entro il 15 del mese successivo al trimestre di riferimento);

· dichiarazione di tutti gli adempimenti fiscali ai quali è tenuta l’impresa in base alla propria forma sociale.

Il numero complessivo dei documenti richiesti può arrivare a 20. Invece, i principali documenti contabili redatti annualmente comprendono:

· il conto patrimoniale (da presentare entro il 25 marzo dell’anno successivo);
· i conti profitti e perdite (entro il 25 marzo dell’anno successivo);
· le note esplicative ad entrambi (documentazione dei flussi di cassa, delle variazioni dei mezzi propri, delle rivalutazioni degli attivi ecc.);
· dichiarazione di avvenuto pagamento dell’Imposta Sociale Unica (entro il 15 marzo dell’anno successivo);
· la dichiarazione di tutti gli adempimenti fiscali ai quali è tenuta l’impresa in base alla propria forma sociale.

4.2 The accounting harmonization process in Europe 
By now it clear that international trade pushed enterprises more and more to consider the world as a unique, single market. In particular, we witnessed considerable  development in financial markets that drove businesses inclined to optimize their financial structures and minimize their capital costs to search for international investors, as well as the introduction of the single currency (euro) several years ago.

In that context, financial statements proved inadequate for support in making economic decisions because of differences in legislation of different countries. These differences hindered comparability between balance sheets and obliged businesses that were moving into international markets to draw up many new documents.

It became necessary to develop a progressive approach to accounting language for the transmission of comprehensive information to international investors and to guarantee economic transparency, reliability, possibility of comparison, and to simplify administrative processes.
This is the harmonization of accounting standards, by which we mean “the necessity to encourage individual companies, as much as possible, to utilize formal and substantive principles of a homogenous nature in their accounting methods, without expecting complete uniformity”. Competitiveness and efficiency of capital markets depend on many factors like the high quality, transparency and comparability of financial information produced by enterprises. The goal is therefore the adoption of converged accounting standards with wide international recognition
. Since the seventies this has been the aim of European Commission Regulations 78/660/CEE, 83/349/CEE, 86/635/CEE, 91/674/CEE.

These regulations refer to models of the editing and publication of balance sheets and consolidated sheets of different enterprises, so as to reinforce comparison and permit stakeholders to analyze and understand the balance sheets of enterprises operating in different countries.
There were many elements that did not allow for effective harmonization of documents, although in these rules we have, for the first time, the decoding of some postulates such as fair value, liability, and consistency of balance sheets which until then had been only partially implemented by European countries
 and the introduction of a Supplementary Note, as an inseparable part of this document.
The EU, in fact, recognized and allowed European nations a choice from different possibilities. This opportunity was widely used by national legislators “to limit discontinuity with respect to the accepted local accounting praxis”
. Moreover, we must consider the rigidity and generality of the norms to be inadequate for the development of financial instruments and markets, of economic activities and of the best accounting practices (Cavazzoni C., 2007).
With this purpose in mind, in 1995, the EU Communication n. 508/95/CEE named “Accountability Harmonization: a new strategy for account harmonization process”, was instituted. This measure signaled a turning point in the homogenization policy and financial and economic communication of European enterprises: it decided, in fact, to facilitate trade activities of firms that had an international bent using a unique block of accounting principles. For this reason, these were the general focal points: a) elimination of existing gaps between European normative prescriptions and international capital market needs; b) continuation of activities intended to improve comparability of balance sheets; c) participation of the EU in international discussions on harmonization accountability; d) constitution of a European organism for accountability normalization in order to check comparability between international accounting standards and European Directives.
Later, the EU felt the need to adopt a unique international accounting language through the use of International Accounting Standards issued by the IASC (International Accounting Standard Committee). The European Commission was invited, in March 2000, to Lisbon, to promptly identify a corpus of high quality and easy-to-use standards, in order to effectively create an integration of European capital markets.
The adoption of international accounting standards in European nations was prescribed on two different levels. First of all, the regulations of immediate application within the European states (n. 1606/2002/CEE) called on the IAS to draw up balance sheets from January 2005, together conceding and extending them to be applied to other forms of businesses. Secondly, European states were imposed upon to adjust the internal rules on financial sheets in order to reduce situations of imcompatibility with IAS by the Directive of Implementation.
In 2001, after a deep restructuring process of the bodies that until then had dealt with the drafting of accounting standards, the IASC was established, an independent non-profit organization managed by 19 trustees who came from different geographical areas and different professions and on which the following organizations depend:

· International Accounting Standard Board (IASB), has the task of formulating and adopting international accounting standards, which take the new name of International Financial Reporting Standards (IFRS), while the principles issued earlier retain the previous name of International Accounting Standard (IAS); 

· Standard Advisory Council (SAC), provides the IASC Foundation and the IASB with recommendations relative to the identification of priorities to be followed, and to issue standards and the implications arising from their adoption; 

· International Financial Reporting Interpretation Committee (IFRIC), assists the IASB in providing definitive interpretations regarding the application of international accounting standards. 
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First, the technical staff of the IASB must identify the relevant theme to the enactment of a principle, then follow an assessment of applicability within the IAS Framework and consult with the SAC on the appropriateness of including the subject for approval of the Board.

Subsequently, a draft (Exposure Draft, ED) is published and the evaluation by the technical staff of the comments are made; finally, the Board approves the new international accounting standards.

The European Commission has also ordered that the approval of international accounting standards takes place within a particular process: the Endorsement mechanism. This procedure, which is used to evaluate the comparability of principles with EU directives (Zurzolo, 2003) consists of two levels: one technical and one political.
The technical level is entrusted to the EFRAG (European Financial Reporting Advisory Group) whose function is to make a timely contribution to the work of the IASB, to detect possible differences between the principles and interpretations of the existing provisions and to reject or confirm standards (Marinelli, 2003). The political level instead belongs to the ARC (Accounitng Regulatory Committee), which is composed of representatives of EU Member States and chaired by the President of the European Commission (Pisoni, Campra 2003; Di Meola, 2005).

In Italy the standard-setter is the OIC (Organismo Italiano di Contabilità), formed on 27 November, 2001 as a private foundation.
OIC’s task is to provide technical support for the deployment of international accounting standards and European directives in accounting, to cooperate with the IASB and the EFRAG and to assist the national lawmakers in creating new rules to adapt to European discipline.
This body also establishes the principles of accounting for drafting budgets for companies, non-profit and public administrations for which there is no provision in the application of IAS/IFRS.

The international accounting standards in the financial statement identify a "structured representation" of the financial position and economic performance of the company, and it is divided into a functionally connected set of obligatory and integrative documents. The use of the term "structured representation" seems to explain the assumption that the description of each element of the financial statement, subject to observation and perception, should be done in a way that is not isolated from the others, but that descends from all reports and interdependencies that connect it with the system to which it belongs; and, the measuring value of the element itself is formed by using conventional and sometimes discretionary criteria, and is the result of predictions and conjectures compatible with actual conditions and with the perspective of the environment in which the company operates (Cavazzoni C., 2007).

The physiognomy of the outlined financial statement provides a model that is characterized by an order in which the individual parts are mutually linked by an internal connection that expresses the ultimate purpose of this document. In this sense, the IAS, apart from the allocation of the financial statement functions, provides information on financial positions, economic performance and cash flow, and specifies that this information be useful to a wide range of users in making economic decisions.
These users are:

· The Shareholders, who are generally interested in estimating the worth of their investment in the company, and need helpful information to decide whether to buy, hold or sell the stocks;

· Employees, who want information about the enterprise`s stability with respect to their job security, career and payment prospectives;

· The financers, who are interested in verifying the solvency of the company;

· The Suppliers and other commercial creditors, who want to understand if their credit will be paid by the agreed upon deadlines;

· The Customers, who are interested in acquiring information about the enterprise`s continuity;
· The governments and public institutions, which are interested in the business activity both as recipients of taxes and as actuators of industrial policy rules;

· The public, who are interested in information about progress and recent developments in the state of health and the fields of activity in which the company operates.

Even though there is common knowledge available for all users, the standards say that if the financial statement is able to satisfy the investors' information needs, or those who provide full risk capital (shareholders), it will consequently also be able to satisfy the expectations of other users. In this sense, we can observe how the standards are "designed mainly to report useful information to the owners (present and future), rather than to be of use to the company: in other words, the financial statement has to offer as much information as possible on the probability, for the owners, to cash in their invested capital in a predictable period of time” (Capodaglio, 2006).
The IAS proposes drawing up principles of the financial statement broken down into categories of "Recruitment Accounting" and "Qualitative Characteristics". The Recruitment accounting first, is placed at the top of the hierarchical pyramid of the postulates, that leads the drawing up of the annual report, includes the postulates: i) "the business going concern", which identifies the financial statements compared to other accounting documents, requiring drafting on the basis of the existence of a position of financial and economic stability which ensures durability of the enterprise ii) of "the accrual basis of accounting" which relates to revenues earned with costs borne - directly and indirectly - to produce the assets that were sold and vice versa.
The "qualitative characteristics", placed on two different levels, are designed to make financial statements available in order to provide useful information to a wide range of users. The first level is composed of the principles: i) of "Comprehensibility", which is connected to the concept of intelligibility of financial statement data and is essentially related to structural characteristics and exhibition methods of the document ii ) of "Significance", which is connected to the concept of the usefulness of accounting information and concerns their ability to influence document users' economic decisions; iii) of "Reliability", which means the absence of errors or significant distortions and therefore reliability in the accounting informaton iv) of "comparability", which requires highlighting any change that took place during the construction model of the annual report, which could lead to misinterpretation of the annual changes in values of subscribers, making spatial and temporal comparisons difficult or impossible.
The second level is arranged to specify the characters of "Reliability" and is composed of principles: i) of "faithful representation", which provide accurate guidance of accounting information and excludes the possibility of including unmeasurable or unreliable information about the company; ii) of "Prevalence of substance over form", which requires recognition and representation in the annual report of transactions and management events in accordance with their substance and economic reality and not just according to their legal form; iii) of "neutrality", which states that accounting information must be free of manipulations designed to achieve particular preconceptions; iv) of "Prudence", which requires adequate caution in financial statement evaluations in order to avoid income and asset overstatements, or underestimation of costs and liabilities; v) of “Completeness”, which is set to ensure the absence of omissions related to specific instrumental objectives of specific interests of the authors
.













The IAS/IFRS financial statement model is composed of a series of documents divided into compulsory and integrative categories. The first category includes:
1) Balance Sheets, which provide information about assets, liabilities and equity of the company in the reporting period;

2) Income Statements, which represent the company's costs and revenues, and explain its performance during the period;

3) An overview of changes in equity, which contains information about capital account transactions with the shareholders, changes in the profit reserves and a reconciliation of all the items on the balance sheet;

4) Prospect of changes in equity other than those arising from capital transactions with owners and distributions to owners, which shows the effects of the fair value evaluations on financial statements, depreciations, conversions of currencies for the consolidation process and error correction;

5) Cash flow statements, which illustrate cash flows and are useful for evaluating the ability of the enterprise to generate and employ money;

6) Notes about the financial statements, which inform about criteria and specific accounting policies that are selected and then applied to the transactions, and the significant management events which contain requests for information that is not exposed in other parts of the financial statement and are necessary for providing a reliable presentation.

With regard to supplementary documents, reference is made to:

1) Directors' reports, which illustrate the main aspects that contributed to the economic performance and financial position of the company;

2) The social statements, whose goal is to offer quali-quantitative information about the operations carried out by the enterprise according to their social objectives (Matacena, 1984);

3) The environmental and sustainability reports which analyze the impact on the environment in which the company operates, with particular reference to the ecosystem and to other ecological issues;

4) The intangibles statement, which represents the resources related to internal aspects of the organization (organizational capital and human capital) and the relationship between the firm and the environment (relational capital).

4.3 Informative capacity of balanche sheet edited according to IAS/IFRS. The convergence process between IAS and GAAP
The new accounting requirements for recognition and appreciation of management operations heavily influence the ability to adequately inform the external users of the information, thereby enhancing the significance of the financial statement under different profiles. 

Firstly, it must be considered that the introduction of fair value threatens the supremacy of  historical cost and permits emphasis on the dynamic evolution of accounting values. This alternative method which is adoptable to account for some kinds of investment, would exceed the limits resulting from an evaluation of assets that is directly dependent on the timing with which they have been acquired. In this context, the allegedly minor discretion of historical cost compared to fair value should also be considered, since the formal legal system linked to the original value of acquisition can often determine a highly subjective component. It follows that the option of giving a current value based on quotations formed by meeting the supply and demand and periodically updated on the market records does not appear to be an element of particular disturbance. Finally, considering that the adoption of fair value is limited to only certain kinds of assets and is not permitted in the case that the current value is too uncertain, it is evident that the financial statement provides more useful information when making economic decisions. 
In the second place, it is appropriate to highlight the emphasis assigned by the international standards to the subjective component of the evaluation process and of the values allocation, based on: i) the awareness of the circumstance that the objects to be measured find their proper expression in a range of values; ii) the harmonization between the laws' compliance and good management principles; iii) the ability of the values to reflect the congruence of the evaluation assumptions that are carefully elaborated. These elements ensure a high level of confidence in the financial statement data elaboration and provide timely information to the various categories of stakeholders who would otherwise have to rely on a business representation which may not be relevant for their purposes, even if formally correct.

Finally, it is possible to evaluate the influence of the new system of accounting rules in the financial statement analysis. Annual reports are the principal documents of the company from which economic and financial ratios are derived. This way, the various stakeholders are able to get an understanding of the business' performance that is appropriate for their particular expectations. Financial statement analysis represents an important investigative tool for interpreting the system of values of a company or companies operating in the same field. In this context, the adoption of international accounting standards expands on the information in the document and affects the processes of investigation, therefore enhancing the significance of the values analyzed and permitting valuable changes to the schemes and the structures of the documents to be made.
In the current economic and social scenario characterized by a significant increase in the number and complexity of relations between the various actors, the concept of harmonization has found specific declinations in many fields of application. In particular, it is in the legal and accounting area that have taken on a peculiar cogency, propelled by the action of two forces interrelated with each other: on the one hand, the supranational regulatory action- EU directives and regulations- on the other hand, the activities of actors and enterprises, which, beyond the traditional geographical boundaries, need common rules of financial communication. Company claims move at a faster speed than legislation; in the early eighties of the twentieth century there was a rapid integration of capital markets by the United States and European countries which required an increasing need for accounting harmonization.
From that situation the inadequacy of European rules to satisfy the requirements of institutional investors emerged: to understand the enterprise's "value" from the enterprise's balance sheet. 

Thus, while Europe was adapting the new accounting rules, in the U.S., the FASB foundation (Financial Accounting Standards Board), a private entity, had been developing the American accounting standards since 1973.
These principles - United States Generally Accepted Accounting Principles (US GAAP)- take a very analytical approach in comparison to the characteristics of the U.S. market
. The evidence of the relationship between rules and economic and social backgrounds in which they are developed makes their decontextualized use complex; but there are at least two factors that justify the process of convergence to IAS – IFRS: 

· The leading role that, progressively, the U.S. has taken with particular reference to the capital market; 

· The legal obligation for all enterprises (including foreign ones) trading in U.S. stock exchanges to draft accounting documents according to the American accounting principles. 

The actions of the FASB take place in agreement with two other bodies: the FAF (Financial Accounting Foundation) and the FASAC (Financial Accounting Standards Advisory Council). 

FAF is the representative body of professional groups of companies, audit firms, organisations of investors and creditors who financially support the work of the FASB; FAF also appoints  members to the FASB, supervises their work, and has the responsibility of preparing accounting standards drafts and definitive interpretations. 

The FASAC is a technical body that supports the activities of the FASB. Its role is to formulate opinions, carry out investigations and research, and to report relevant problems in accounting practices.
The relations between the main accounting bodies may be so represented:








Specifically, American standards have three objectives when identifying (in annual reports) the instruments used for providing useful information in economic decision making
:
a. Financial reporting should provide information that is useful to present and potential investors and creditors and other users in making rational investment, credit and similar decisions. The information should be comprehensible to those who have a reasonable understanding of business and economic activities and are willing to study the information with reasonable diligence. 

b. Financial reporting should provide information to help present and potential investors and creditors and other users in assessing the amounts, timing and uncertainty of prospective cash receipts from dividends or interest and the proceeds from sale, redemption or maturity of security or loans. 

c. Financial reporting should provide information about the economic resources of an enterprise, the claims to those resources (obligations of the enterprise to transfer resources to other entities and owners equity), and the effects of transaction, events and circumstances that charge its resources and claims to those resources. 

U.S. legislation distinguishes accounting principles for drafting the annual report in clusters of "Recruitment accounting" and "Qualitative characteristics" (Stickney, Weil, 2007). 

"Recruitment accounting" principles are composed of the following postulates: i) "Accounting entity", which identifies the company, distinct from ownership, as an accounting subject  ii) "Going concern", which reflects the expectations of a company in normal activity; iv) "Periodicity," which sanctions the annual frequency of the enterprise's balance sheets v) "Monetary unit", which establishes, under normal conditions, the idea of immutability of the purchasing power of the currency. 

With regard to the “Qualitative characteristics” of accounting information, the legislation establishes some fundamental principles: i) "Decision usefulness" which is instrumental in the taking of economic choices for information users, and ii) "Understandability", which presumes the intelligibility of the balance sheet data to support their actual usability.
So in order that the information is useful, it is necessary that other principles, at a lower level than the previous, are respected: i) "Relevance", as the ability to influence decisions of users with information that is timely (timeliness) and that has a prospective or retrospective value (predictive value - feedback value) including the outcome of past, present and future events, confirming or correcting the expected results; ii) "Reliability", or ability to ensure that the information represents what it purports to represent (verifiability) delineating accurately the general situation of the company (representational faithfulness) and resulting neutral (neutrality), with no instrumental deviations lobbying for predetermined outcomes in terms of values or users' behaviours; iii) "Comparability", as the capacity to allow spatial and temporal comparisons of annual reports; iv) "Consistency", as periodic availability of homogeneous and adequate accounting information. So, an accounting principle once adopted should not be altered to account for events and transactions of a similar type.
Along with the set of principles, the U.S. poses some "Accounting constraints" that constitute the criteria which the editors of the annual report must follow alternately, in case they are faced with a choice between reliability and timeliness of accounting information, or if they face issues not specifically covered by the existing legislation. These are the principles of: i) "Prudence", which require, among accounting alternatives, to prefer the one that grants the lowest of income and assets and the higher of costs and liabilities ii) "Materiality" that literally identifies the magnitude of an omission or inaccuracy that may modify the judgement of the user, and requires annual reporting to exclude irrelevant information destined to the subject's recipients iii) "Cost-benefit", which stipulates that the alleged benefits of received information must not exceed the costs needed to obtain it; iv) "Industry", which takes into account the specific characteristics of the industry in which the enterprise operates. 
















The main accounting documents that make up the annual financial statement are: balance sheets, income statements, statements of cash flow
. 
Pegged the primary objective to achieve real convergence with U.S. rules, we can substain that the process ex ante able to make this possible is still in progress.

The meeting took place in September 2002 between Fasb and Iasb conducted in February 2006 to a Memorandum of Understanding with which both bodies undertook to cooperate to make accounting documents more homogeneous: (a) to make their existing financial reporting standards fully compatible as soon as is practicable and (b) to coordinate their future work programmes to ensure that once achieved, compatibility is maintained.
Both bodies identified the main guidelines within short or medium-long term objectives, and defined the salient points on the path of convergence, or the so-called “roadmap”:
 Trying to eliminate differences between two standards that are in need of significant improvement is not the best use of the FASBs and the IASBs resources instead, a new common standard should be developed that improves the financial information reported to investors.
 Serving the needs of investors means that the boards should seek to converge by replacing weaker standards with stronger standards.

The complexity and growing integration of markets requires a process of convergence between the IAS and the U.S. GAAP to enable an effective and efficient comparability on business performance reporting.
This process is extremely broad, involving different degrees of complexity related to the difficulty of linguistic translation as well as the emergence of deep and inseparable links between methodology and accounting information.
Differences between the accounting systems are clearly witnessed by those companies operating on a world-wide scale and that have to reconcile the financial statements prepared under different accounting principles (IAS/IFRS and U.S. GPAP). 
In this regard it is possible to analyze the cases of Alcatel-Lucent (financial report regarding December 2004) and Degussa (financial report regarding December 2006), showing that: 

· Alcatel-Lucent registered under IFRS showed a loss amounting to (176) million dollars and accounted for an equity 15,493 million dollars, and while adopting the US GAAP the loss showed (590) million dollars and the equity amounted to 19,284 million dollars; 

· Degussa accounted for a loss of (159) million dollars and an equity of 5,017 million dollars when adopting US GAAP; under IFRS the loss suffered was (261) million dollars and the amount of equity was 4,653 million dollars. 
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Source: Adapted from the Alcatel-Lucent Annual Report, 2006. Alcatel-Lucent, Paris.
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In conclusion, we see how accounting information still remains highly subjective, even though based on a quantitative representation of the business processes. According to the Italian doctrine,  the financial statement could be considered as a "hermeneutic" document and consequently the comparison of accounting information prepared under different accounting principles is anything but an obvious process. Therefore, it is up to the institutions (IASB and FASB foundations) to effect a true process of convergence, thereby facilitating market integration and ensuring that financial reporting information guides the users when making significant economic decisions rather than confuses them.
The issue we are all called to reflect upon is no longer the necessity of the process of harmonization but rather the best means with which to implement it, taking into account the diversity of histories and business models. The doctrines that contribute to the cultural heritage of each country must not be confined to university classrooms, but used to actually inspire action from  international bodies to pave the way for greater harmonization.
4.4 The problems of IFRS diffusion in Russia
Recently, despite the global financial crisis, significant development of organizations’ foreign economic activity and a growth of foreign capital share on national markets can be observed. Even if the crisis has strongly shattered the globalization basis, the tendency of general internationalization of economic activities is evident, which defines the need for information exchange between business entities. As a result, the need to create a common “economic language” which could be understood by all interested foreign users and the demand for developing common approaches to accounting which are the main informational basis for making investment decisions are arising.

International Accounting Standards (IAS) and International Financial Reporting Standards (IFRS) have become an effective instrument for the above-mentioned problems solving. They represent a body of rules for preparation and representation of unified financial (accounting) reporting, which is clear and useful for users across the globe. 

For a relatively short period of existence (starting from 1973) international standards have widely spread in many countries: Kazakhstan, Greece, Kuwait, China, Lebanon and many others. They are used in organizations included into the European stock listing: London, New York and Tokyo stock exchange bind companies to provide information prepared according to IAS and IFRS requirements. The FASB (Financial Accounting Standards Board) of the USA and the IASB (International Accounting Standards Board) stated their intention to harmonize GAAP (General American Accounting Principles) and IFRS
. The famous scandal with the Enron Corporation is not of the least importance in this. The point is that according to GAAP of the USA, Enron was allowed not to include into consolidated reporting the data of its losing subsidiary companies (the so-called “special-purpose companies”), which made it possible to conceal its liabilities and losses. This wouldn’t have been possible if the reporting had been made according to IFRS.

In August 2008 United States Securities and Exchange Commission (SEC) submitted a plan of transition to IFRS and abandoning GAAP during the next 6 years. According to this plan, as early as in 2010, transnational American companies (it is expected that there will be more than 110 of them by that time) will be obliged to submit reporting according to IFRS. Starting from 2014 accounting according to IFRS will be obligatory for all American companies.
Historically the beginning of Russian accounting reformation process refers to 1992 – the year when the “State Program of the Russian Federation transition to the internationally accepted system of accounting and statistics in accordance with the demands of the market economy development” was adopted
. In 1994 the Methodological Board of accounting at the Ministry of Finance of the Russian Federation approved the program of accounting system reformation, according to which the transition to IAS and IFRS had to be completed by 2000.
However, by 1998 it had already become clear that the given document needs to be seriously adapted what defined adoption of the new program of accounting reformation in accordance with the international system of financial statements (ratified by the Russian government  resolution, 06.08.1998 № 283). That was the time when a lot of new conceptual principles of international practice, such as accrual method, substance over form, materiality, prudence, etc. entered the theory and practice of national accounting in Russia.
A new step in accountancy reformation in Russia became the Conception of Accounting and Reporting Development in Russia for a medium-term perspective, ratified by the order of the Ministry of Finance, 01.07.2004 №180. This Conception defined the following main stages of adaptation of the Russian accounting to international rules and standards: 

The first stage - 2004-2007. The following actions were planned for this period of time: 

· obligatory transition to IFRS of consolidated financial reporting of socially important business entities (public limited companies and other organizations which have publicly placed (traded) paper holdings, as well as financial organizations working with means of physical and legal bodies);

·  approval of  the main set of Russian standards of individual accounting on the basis of IFRS; 

·  improvement of the principles of and requirements to the organization of accounting process, as well as the basic rules of accounting providing information forming for creating individual and consolidated financial reporting;
·  creation of a special organ within the framework of the system of accounting and reporting standards approval; 

·  creation of the main elements of IFRS application infrastructure;

·  approach of tax accounting rules to accounting rules;  

·  activation of professional public associations’ participation in   accounting and auditing professions regulation and development;

·  reinforcement of control over consolidated financial reporting publicity on the part of  socially important business entities; 

·  improvement of the system of staff training, including accounting users; 

·  development of international cooperation in accounting, reporting and auditing area.
The second stage - 2008-2010. Its essence consists in realization of the following measures:

·  obligatory transition to IFRS of consolidated financial reporting of all organizations;

·  estimate of the possibility of individual accounting directly according to IFRS (instead of Russian standards) on the part of some certain number of business equities;

·  reinforcement and expansion of the scope of activities of a special organ within the framework of accounting and reporting standards approval system; 

·  further promotion of the role of professional public associations in development and regulation of accounting and auditing professions; 

·  development of the system of control over accounting reporting publicity provided by business entities; 

·  expansion of the control sphere  to the quality of accounting reporting, including that prepared according to IFRS. 

With the aim of realization of the considered Conception of Accounting Development a document called “Plan of Measures for 2004-2007”
 was adopted by the Ministry of Finance of the Russian Federation. The main measures listed in this regulatory document were:  

·  adoption of the necessary legislative acts for adaptation of the Russian accounting to the principles and rules of international standards;

·  improvement of the quality of financial information formed in accounting and reporting;

·  transformation of the accounting and reporting regulation system;

·  organization of constantly active system of IFRS translation into Russian 

·  establishment of special organs for IFRS adjustment and adaptation in Russia;

·  creation of the system of formation of national standards adequate to IFRS 

·  reinforcement of accounting and reporting control;

·  accounting and auditing staff training and professional development.
Thus, the government of the Russian Federation set a task of creating an adequate infrastructure promoting application of international accounting and reporting standards in our country. In this connection, the increase of trust to reporting made according to the principles and rules of IAS and IFRS, and, as a result, their introduction into the practice of the majority of Russian companies, have gained primary importance. 

A lot of the above mentioned measures have already been implemented. Let’s name the main results of the actions taken within the framework of reformation of the Russian system of accounting and reporting.
Starting from 2004, all Russian loan institutions make their accounting reporting according to IFRS.
According to the data of the Federal Statistics Agency, more than 42 large Russian companies have been forming financial (accounting) reports in accordance with IFRS for a period of more than 5 years. They are such organizations as AvtoVAZ, Aeroflot, KamAZ, Norilskiy Nickel, Rostelekom, Severstal, Transneft, Alrosa, Rossiyskiye Zhelezniye Dorogy (RZD), Lukoil, and many others.
Out of 400 companies included into the “Expert-400
” rating, 94 prepare consolidated reporting according to IFRS; all the rest keep to the rules defined by the Russian (277 organizations) and American (29 enterprises) legislation.
As for the large companies, according to the data received at the end of 2008, 56% of them make reporting according to the international standards. Compared to this, the figures were different in 2006: only 33% of large companies had their reporting according to the international standards (fig.1). 
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Figure 1. Large Russian organizations, forming their reporting in accordance to IFRS.
However, if we consider all organizations registered in the Russian federation, including large, medium-sized and small ones, the share of enterprises applying IAS and IFRS in their practice is substantially reduced – 16%. (fig.2).
The majority of enterprises applying IFRS operates in such areas of economics as finance and insurance (37%), industry (15%), service industry: public catering, hotels, etc. (13%), trade (12%) and medicine (11%). The major part of these companies is situated in North-West (19%) and South (17%) federal districts
. 
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Figure 2. Russian organizations, forming their reporting in accordance to IFRS
As it is seen from the data given above, IFRS is gradually spreading in the practice of Russian companies. According to experts’ estimate more than half (61%) of accountants and auditors of commercial organizations agree with the fact that Russian accountancy must be based on IFRS. As their main reasons they name the following advantages of international standards (fig.3): 

· management data quality improvement - 38%; 

· investment attraction increase - 28%;

· increases opportunities for debt financing - 27%;

· other (increasing the degree of shareholders’ demands satisfaction, entrance to the international market, simplicity of reports preparation,  quickness and convenience of IFRS application, pithiness, high accuracy of prepared data) – 7%.
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Figure 3. IFRS advantages according to Russian accountants and auditors 

Only 18% of Russian specialists consider it to be absolutely useless to transform accounting into the format corresponding to the international standards. 21% of accountants are neutral in their estimate of IFRS application effectiveness. Approximately the same opinion is expressed by university students and teachers of economic specialties of Russian higher educational institutions. Among them 71% highly estimate the effectiveness of IFRS application; 20% of teachers and students cannot find their position; only 9% consider reporting transition into the format corresponding to the international rules (standards) to be ineffective.     

All the above listed figures are evidence for understanding by Russian specialists the usefulness of international standards, their importance while entering foreign markets. There is no doubt that reporting made up according to IFRS contains more information directed at the demands of external and internal users: investors, owners, creditors, managers and many others. 

However, the process of adaptation of the Russian accounting with IRAS and IFRS is not as simple. Naturally, introduction of new rules into practice in the country with stable traditions and norms require considerable time and financial costs
. It is evident that time constraints set by the Accounting Development Concept in the Russian Federation for a mid-term prospect for consolidated accounting of all organizations obligatory transition to IFRS (2010) will be broken. So, what are the main difficulties which arise while introducing IFRS in Russia? Russian accounting and audit specialists single out different problems and obstacles while introducing international standards (fig.4):

·  inconsistency between IFRS methods and principles and the Russian norms (use of professional judgment and estimates in IFRS and norms and rules in Russian Accounting Regulations which are prescribed in detail), 

·  lack of  official translation of IFRS into Russian,

·  lack of qualified personnel and necessary training centers, 

·  lack (expensiveness) of software allowing transforming Russian accounting into the IFRS format,

·  some other (absence of exact requirements for IFRS introduction in Russia, the necessity to expand the accounting staff, constant changes of international accounting and reporting standards, etc.)
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Figure 4. The main obstacles to IFRS introduction in the Russian Federation (according to accountants’ and auditors’ opinions) 

The main problem hindering adaptation of Russian accounting and reporting into the format corresponding to IAS and IFRS is inconsistency between the principles and rules of Russian legislation and the requirements of international standards. Modern companies have to prepare several formats of accounting: firstly, reporting made up according to the rules of Russian accounting regulations, secondly, tax accounting prepared according to the requirements of tax law, and thirdly, accounting based on international rules and standards. Naturally, it considerably increases expenses on preparation of high quality financial information.

Besides, accounting prepared in accordance with IFRS differs from the Russian accounting reporting by a bigger information content and analytical aspect of the provided data. It also increases expenses of the organization (both financial and time) for collecting necessary information and its check. 

The way out of this situation can be the integration of the mentioned accounting systems, their maximum approach to each other. It should be noted that a lot of steps have been made by the Government of the Russian Federation in this direction. New editions of the following accounting regulations which are maximally close to the international practice have been accepted: AR (accounting regulation) 1/2008 “Organizational Accounting Policy”, AR 2/2008 “Building Contracts Registration”, AR 14/07 “Non-Material Assets Registration”, AR 15/2008 “Loans and Credits Expenses”, AR 21/2008 “Estimate Values Alterations” and some others.
One more problem of IFRS introduction in Russia is a lack of qualified personnel. As it is known, according to international accounting standards the basis for making up accounting is professional judgment and estimate of accountants, financiers and other organization staff, while Russian accounting regulations are built on the norms and rules which are registered in details. Naturally, such discrepancies in the way of reporting formation require additional qualification of organization staff and adequate skills acquisition.
Besides, a problem of external and internal control of reliability of the information prepared according to IFRS is also an acute one. According to the International Standards Principles and Rules, the main goal of reporting formed according to IFRS is preparation of quality, neutral, clear and useful information for all interested users. However, the subjectivity of estimates caused by professional judgments of specialists, and the possibility to apply to a considerable number of alternatives while reflecting the facts of financial-economical activity allows varying the size of financial indicators, making the financial position of the organization look better (or worse depending on the set task)
.
Unfortunately, today the number of auditing organizations able to audit such accounting is not enough. First of all, they are large international companies of the “Big Four”: Pricewaterhouse Coopers
, KPMG
, Ernst&Young
, Deloitte&Touche
, as well as some Russian companies, who have obtained a certain international recognition and become full members of international organizations: BKR Intercomaudit (Moscow), Rusaudit - Baker Tilly International, Top-Audit (RSM)  and other. The number of internal auditors who are able to plan and fulfill the check of information prepared according to IFRS is also not very big.
A survey of accountants and auditors showed that only 3% of specialists evaluate their level of knowledge in the area of international standards as “excellent”, the majority admit that they have “minimal (basic)” knowledge – 61%. The situation among the teachers of Russian higher education institutions is slightly better. About 10% see their knowledge as “excellent”, about 60% - as “middle”, and 30% - as “minimal (basic)” one.

Naturally, it is not enough to teach IAS and IFRS principles to a certain number of accountants and auditors of our country. Due to the constant change of the international standards content, reformation of them, a system approach to Russian specialists’ qualification improvement, creation of special counseling and training centers is required. Besides that, there is a demand for a special organ, whose competence will be to prepare official translation of IFRS into Russian, its continuous specification connected with the appearance of new standards editions, as well as training of interested specialists, such as external and internal auditors, office accountants, accountants, financial managers and many others.

One more problem that arises while adapting the Russian accounting system to international standards of financial reporting is the absence, and, consequently, cost of adequate software. Those organizations who have made a decision to form their accounting according to IFRS, must either modernize the accounting systems they already have or obtain new ones. Modernization of the existing software initially requires less financial investment; however, it often leads to errors in program operation, which in the long run will become inefficient as it will define the necessity of constant corrections in order to satisfy accounting requirements.

On the other hand, new software introduction is always connected with substantial expenditures, and not every organization can afford it. Besides, computerized systems have just started appearing on the Russian market, allowing keeping records corresponding to both national and international standards, and the process of their adaptation to a concrete economic subject, as a rule, takes a lot of time. It should be noted, that both the first and the second choice will inevitably lead to a necessity of personnel training, which will again increase financial and time expenses connected with IFSR and IAS introduction.
Russian companies are confronted with a number of problems while preparing reporting in accordance with the international accounting and financial reporting standards. These problems substantially hinder the process of accounting reformation in our country and contribute to the appearance of a great number of opponents. However, in our opinion, the dispute over the necessity of IAS and IFRS use in our country is pointless. It is obvious that reporting prepared according to the principles and rules of international standards is in demand across the globe, and their adoption substantially increases the chances of foreign capital formation for Russian companies: it is an efficient means of protecting the interests of  the relevant parties.
However, all the above listed advantages disappear immediately without proper control over the prepared information, without checking it by internal and external audit specialists. Besides, while developing new Accounting Regulations in our country, characteristic features of Russian accounting system, traditions and rules shouldn’t be forgotten. Only a compromise that combines current international best practices with the set national approaches can allow preparation of reliable, neutral, complete, analytical accounting adequate to the set goal:  providing all stakeholders with useful information.
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� To these different other legislation sources may be added: annexes to the Ordinance of the Ministry of Finance No. 112 of December 30, 1996 "Recommendations on the method of formation and presentation of summary accounting", Gosstandart Deliberation n.539 of 26 December 1994, "All-Russian Classification of own funds", the Resolution of the Government of the Russian Federation No. 1 of January 1, 2002", “Classification of own means included in the amortization", Annex 49 of the Ordinance of the Ministry of Finance of June 13, 1995 "Methodical recommendations on the inventory of property and of financial obligations". Source: Conserva M. Russia: commercio internazionale e investimenti esteri, IPSOA, 2007.


� On audit Russia has approved the Federal Law No. 119 of 2001 "On audit activity and audit." Four groups of companies were individuated. For listed companies the adoption of IFRS standards was expected since 2005, parallel to the introduction of this obligation at EU level too. For the diffused capital company financial statements are based on Russian national accounting standards, but based on international ones, while for the closed and limited liability companies and for small companies there is a simplified accounting system. The review is mandatory for listed companies and for non-profit company and the period of appointment as an auditor for one year and there is no rotation.


� See, for further details, paragraph 4.4 of this chapter.


� Exchange rate differences in these cases must be classified in the financial statements as not distributed profits (losses).


� Source: P.E. Cassandro, Sull’armonizzazione internazionale dell’informativa contabile, in “Rivista italiana di Ragioneria e di Economia Aziendale”, 1984, p. 384.; A. Provasoli, La modifica alla disciplina del bilancio e i principi contabili internazionali Ias-Ifrs, in “Rivista dei Dottori Commercialisti”, Giuffrè, Milano, 2003. p. 497.


� Source: Osservatorio Principi Contabili Internazionali, L’armonizzazione contabile nell’Unione Europea, Studio n. 4, Documento n. 13 del 22 maggio 2002, scaricabile dal sito � HYPERLINK "http://www.fondazionelucapacioli.it" ��www.fondazionelucapacioli.it�.   


� Source: G. Savioli, Il bilancio di esercizio secondo i principi contabili nazionali ed internazionali, Giuffrè, Milano, 2004, p. 35. 


� Source: Cavazzoni G. The European Accounting Harmonization Process: from EU Directives to International Accounting Standards (IAS/IFRS), Atti di Convegno “Management and Control Systems in European and Russian Countries”, Nizhni Novgorod (Russia), 16-17 settembre 2008, RIREA, 2010.


� Cfr. Lev B., Accounting and Information Theory, American Accounting Association, Illinois, 1969.


� Cfr. Stickney C.P., Weil, R.L., Financial Accounting, Thomson, United States, 2007.


� Con riferimento alla primo documento non viene data una struttura vincolante (forma scalare o a sezioni divise e contrapposte). Contrariamente al modello europeo, le poste sono ordinate per liquidità decrescente. Analogamente avviene per il Conto Economico, il cui contenuto non segue uno schema vincolante. Uno degli aspetti principali di tale prospetto riguarda l’introduzione, avvenuta nel 1997 con lo SFAS 130 del concetto di other comprehensive income (OCI). OCI comprende i proventi rivenienti dalla rivalutazione degli investimenti non ancora inclusi nel net income e i guadagni o le perdite nelle transazioni con società controllate. 


� Definiti i punti salienti di tale percorso di convergenza nella cosiddetta “roadmap”, entrambi gli organismi hanno individuato le principali direttive entro cui inscrivere tali obiettivi di breve o medio-lungo termine:


• “Trying to eliminate differences between two standards that are in need of significant improvement is not the best use of the FASB’s and the IASB’s resources—instead, a new common standard should be developed that improves the financial information reported to investors. 


• Serving the needs of investors means that the boards should seek to converge by replacing weaker standards with stronger standards”.





� «Norwalk» agreement (signed in September 2002) – FASB and IASB agreed to achieve a full coordination of their standards and coordinate their work in future.


� Ratified by the Supreme Soviet resolution № 3708-1 dated 23.10.1992.


� Ratified by the Order of the Ministry of Finance of Russia № 263 dated 06.09.2004.


� “Expert” is one of the most prestigious weekly economic magazines in Russia being published in Moscow since 1995.


� According to the Law «On the Authorized Representative of the President of Russian Federation in the Federal District” dated May 13, 2000, the territory of Russian Federation was divided into seven federal districts: Central (with the capital in the city of Moscow), North-West (Saint-Petersburg), Ural (Ekaterinburg), Southern (Rostov-on-Don), District-on-Volga (Nizhni Novgorod), Siberian (Novosibirsk), Far East (Khabarovsk).


� The process of accounting rules harmonization is also the aim of European Commission where since ‘70s different Regulations like 78/660/CEE, 83/349/CEE, 86/635/CEE, 91/674/CEE were published. The goal was the same: to reinforce comparison and permit stakeholders to analyze and understand the balance sheets of businesses operating in different countries, but even in this case there were many elements that did not allow the effective harmonization of documents, although in these rules the postulates like fair value, liability, and consistency of balance sheets and the introduction of a Supplementary note, as their inseparable part were present. Until then these principles had been only partially implemented by European countries. The most important recent events in this field were the Lisbon conference (March, 2000) and, later, First of all, the regulations of immediate application within the European states (n. 1606/2002/CEE) called on the IAS to draw up balance sheets from January 2005, together conceding and extending them to be applied to other forms of businesses.


� Naturally, in such a case reporting doesn’t fulfill the requirements set before it, and its content misleads the users, and, as a result, wrong managerial, investment and other economical decisions may be made. In this situation only qualified specialists of financial control, such as internal and external auditors can help.


� Present in Russia since 1913. It had to interrupt its activities relaunched furtherly in 1989. In 2009 there were 6 operational branches with 2300 employees.


� Present in Russia since 1990 with 6 operational branches and almost 3000 employees (including Russia and CIS).


� Present in Russia since 1989 with 6 operational branches and 2660 employees (in 2009).


� Present in Russia since 1990 with 3 operational branches.
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