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Executive summary

At its Sixteenth session, the Intergovernmental Working Group of Experts on International Standards of
Accounting and Reporting (ISAR) decided to devoteits seventeenth session to examining the accounting
needs of smal and medium-sized enterprises (SMES). The exigting transparency and disclosure
mechanisms, including the internationd accounting framework, are intended primarily to meet the
accounting and reporting needs of large, listed enterprises. However, trangparency and disclosure are not
any lessimportant for SMEsif they are to compete, grow and access finance and partners. Inamost all
countries, themgority of enterprisesare sma| or medium-szed. Since accounting and reporting regulations
arenot usudly specifically designed for them, SMIEsarerequired to conduct their accounting and reporting
in accordance with regul ations devel oped for large companies. In most cases, they are not well positioned
to do so. SMEs|lack expertise, infrastructure and other resources to implement them successfully. When
SMEs prepare their financid reports in accordance with regulations that are not intended for them, the
result is financia reports that are not useful for better internd management. This report is intended to
facilitate ISAR's ddiberations on the accounting needs of SMES, current regulations, practices and
problems. Possible solutionsin terms of suggested approaches to accounting systems for SMEsare dso
outlined. The ddliberations of the Group are expected to result in agreement on how to take the work
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forward so that aguideline can eventudly be formulated.
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Chapter |
NATURE AND SCOPE OF THE PROBLEM
A. Introduction

1 The lack of a developed accounting infrastructure has been identified by many multilatera

agencies (e.g. the World Bank, OECD, UNCTAD) as amgjor obstacleto economic development. A
lack of accountability contributesto financia ingtability, discouragesforeign direct investment and actsas
abrakeon ad projects. Within acountry, lack of trangparency and adequate financia disclosurewithin
local enterprises leads to difficulties in obtaining finance and lack of knowledge with which to better
manage the enterprise, and therefore to loss of comptitivity. For Governments, lack of transparency and
adequate financia disclosure by businesses leads to difficulties in raising tax revenues and in targeting
economic development programmes and formulating proper policies. Such a Situation may result in
counter-productive measures which harm the private sector rather than help it and lead to the
disappearance of resources rather than their crestion.

2. Theam of thissiudy isto review theissue of accounting needsin aswidearange of countriesas
possble and to atempt to draw from that certain conclusions about how development may be

encouraged by improving the accounting infrastructure. The objective of thefirst part of the report isto
identify the nature of the problem, while the second part examines actua accounting rules and practices
followed by SMEs in a number of countries, and the third part makes some suggestions for

improvements.

B. Contribution of SMEsto economic development

3. Thereareanumber of waysinwhich aGovernment may try to promote economic development.
These include atracting foreign direct invesment, typicaly from transnationa corporations, and

developing parastata corporationsto becomeindigenous suppliersthat can replaceimported expertise
from transnationa corporations. However, as developed countries have come to redlize, dl large
enterprisesin the private sector started out as small enterprises, and therefore encouraging indigenous
smdl businessis one track which could ultimately lead to indigenous large business.

4. In addition, in many African countries for example, the mgority of the working populationis
engaged in amd| business, often a asubsstence level. Smal businessisamajor source of employment,
and in helping smdl business a Government opens up the possibility of cresting employment. For
example Nthgjane (1997) reports that in Lesotho there are 125,000 micro-enterprises providing
employment for 200,000 people and that about three quarters of these enterprises are headed by
women. There are dso gpproximately 2,000 enterprises which employ six or more people, and these
have mogtly grown from the micro-business sector. However, these SMEs do face considerable
obgtacles to their evolution. Nthejane says:

“Their owners are generally better educated, more experienced and have better
resources than the micro-business operators. However, they still operate in a
discriminatory economic environment. These SMEs are excluded from incentives
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available to large (foreign) industries and subjected to onerous bureaucratic
procedures. Almost invariably, SMESs are unable to comply with the cumber some and
complex licensing procedures, import control measures, taxation etc., hence they
cannot access the incentives.”

There are dso smilar findings by other researchers.

5. Whilethese problems may be particularly critical in some African countries, the path of evalution
fromaninforma one- person businessto even asmdll enterprisewith severd employeesisdifficultin any
country and requires the entrepreneur to develop a range of managerid and adminigtrative skills in
addition to those which are being exploited in the manufacturing operation or servicewhich isthe motor
of the business?, These skills and the acquisition of knowledge about even basic issues suich astaxation,
licences, etc., form animmense barrier to the growth of abusinessand its progression from the informal
to the formd sector.

C. Whatisan SME?

6. Thereisno universdly agreed definition of an SME, and thereis probably agood reason for this.
According to the Internationa L abour Organization, no single definition can capture al thedimensonsof
“amd|” or “medium” businesssize. Nor or canit expect to reflect the differences between firms, sectors,
or countries at different levels of development. Most size definitions are based on measures such as
number of employees, baance-sheet tota, or annuad turnover. However, none of these measures
necessarily travel very well across borders. An annua turnover of less than $100,000 would probably
defineamicro- businessinthe United States of Americabut could well include amedium- sized company
in other economies. According to the Organization for Economic Co- operation and Devel opment, 95
per cent of small or medium:- sized enterprisesemploy lessthan 100 workers. Even definitionsbased on
employment are subject to the same contextua problems — a company with 100 employees is not
consdered very large in Switzerland, but there are few companies with more employees in some
devel oping countries.

7. This study is based on the assumption that size is an important factor in the economic nature of
business entities, and that one should identify different economic types becausetheir needs arelikely to
be different. For the purposes of this study, therefore, the definitions set out below are used.

8. Micro-enterprise: thisrefersto abusinessinvolving oneto five persons (typicaly asoletrader).
Its character would be such that its activities are Smple enough to be managed directly on a person to
person basis, and the scale of the operations meansit is unlikely to need or be able to afford to devote
sgnificant Saff timeto accounting. Itsoperationsarelikely to concern asingle product, service or type of
operations. Only basic accounting is needed to record turnover, control expensesand profitability, and, if
necessary, compute profits for tax purposes. It is unlikely to have extensive credit transactions.

1 Pule Nthegjane (1997). “The process of policy formation in Lesotho”. In Franz, J& Oesterdiekoff, P (eds). SME
Poalicies and Palicy Formulation in SADC countries. Botswana. Friederich Ebert Stiftung.

2 Internationa Labour Organization. Generad Conditionsto Stimulate Job Cregtion in Small and Medium-Sze
Enterprises, Report of an International Labour Organization Conference, 85" Session, Geneva, 1997.
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9. Small enterprise: thisistaken to mean abusiness employing 6 to 50 persons. Such abusiness
would probably have severd linesof activity and conceivably more than one physica location. It would
probably need loan finance and haveto report to lenders. Its payroll would potentialy be quitelargeand
relatively complex, and it would need management information on turnover and costs anadysed by

product line. It would potentialy doasubstantial proportion of itsbusinesson credit. It would therefore
need amore sophiticated accounting and control system, but probably without having to consider issues
such aspensions, provisons, leases, and financid ingtruments. It would probably nesd afull - time book-

keeper to maintain records and information flows to management.

10.  Mediumsized enterprise: thisrefersto an enterpriseemploying 51 to 250 employees. Suchan
enterprisewould dmost certainly be located on more than one Site and involve communication between a
number of managers. It would have severd product lines, and would do a great dedl of business on
credit, possibly with export sdles and imports. It would require a reasonably sophisticated accounting
Sructure with internal controls and detailed management accounts for different product managers. It
would probably have severa accounting saff. The economic significance of such a company would
probably judtify fairly extensve reporting requirements.

11.  Theeszeddinitions (in terms of employee numbers) are to an extent arbitrary, and should be
interpreted flexibly in thelight of actud circumstancesin any one country. However, since 95 per cent of
al SMEs havelessthan 100 employees, these boundaries, while arbitrary, cgpture thetarget group. The
more important issueisto identify the nature of the entity, the complexity of its operations, and the need
for information to manage the company.

12.  Forthepurposesof thisstudy, al of the above-mentioned enterprises are considered to be part
of the for mal economy. Entities which kegp no accounts and pay no taxes are part of theinformal
economy. Whileit is an important part of this study to lead to systems which will encourage entitiesto
moveinto theforma economy, it isnot concerned with theinforma economy as such. Equaly, whilethe
main focus of the study is SMEES, one cannot make proposal's concerning accounting for SMEswithout
taking into condderation the whole gamut of accounting, from theinforma sector to listed companies, o
that the small company sector is condgstent with the economic redlities in which it operates and offers
systems capable of being expanded into those used by large companies.

D. Accounting by SMEs

13.  Accounting has akey role to play in any business. At its most basic, accounting is needed to
“keep the score” sothat the entrepreneur knowswhat is happening in the business, how much hasbeen
sold, what the costs are, what activities are profitable, whether selling prices leave a suitable margin
againg cog, etc. Accounting isaso critica in managing relationships with the outside world: it records
which suppliers money is owed to and which customers money is due from (if credit isgiven), and dso
enablesthe entrepreneur to represent thebusinessto outsdeinterests, particularly potentid lendersand
aso the tax authorities.
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14. As a business grows, it needs to seek further financing, investors and trading partners, and,
particularly where operations may take place across the world through eectronic commerce and
networking with other smal and medium-sized enterprises, it needs an accounting “passport” - clear
financial statementsthat are prepared on abasisthat is understood across the world. Hence, the need
for promoting trangparency and adequate financid disclosure early on in the developmenta phase of
SMES becomes paramount.

15.  Accounting representsan essentia tool for the management and evolution of abusiness, and yet
it S0 poses an immense obgtacle for many reasons. While its utility resides in the fact thet it “makes
visble’ the nature and extent of the busness, the entrepreneur may fed thet this vishility might be
exploited by the state to tax the business or impaose licences or other controls. Entrepreneurs are often
reluctant to keep adequiate accounts because they fear the tax consequences, and yet without taking this
step they have no information for managing the company or for enabling lendersto assesstheviability of
the business and to offer finance for expanson.

16. Inthemindsof many if not al small businessentrepreneurs, accounting is seen primarily asatool

of taxation. After taxation, its next use is seen as a requirement for raising loan finance. Accounting is
frequently perceived as atool of oppression. Its postive usesin providing amodd of the company to
enable it to become more profitable and more manageable are generaly not understood (perhaps
because the business person has no management training) or are underrated.

17.  Another frequent obstacle of thiskind isthe lack separation of the business from the owner. In
some cultures, the concept of property isfairly fluid, and rigid boundaries between whet is persona and
what bel ongsto the family or another group do not necessarily exist. Beyond that, evenin cultureswhere
individua property concepts are well established, entrepreneurs often have difficulty in separating their
business expenses from their persond expenses, which is essentia for an evauation of the business.

18.  Adde from these fairly considerable psychologica blocks, there are the problems of how to
access accounting for the business. If entrepreneurs areto look after their own accounts, this presumes
thet they aredreedy literate, and preferably numerate aswell, which dready excludesalargedice of the
entrepreneur population. For the entrepreneur to be trained in accounting supposes that courses are
available and that the entrepreneurs can afford to taketime away from working to acquire the knowledge
(or can be subsidized to do this).

19.  Thedternativeisfor accounting servicesto be provided from aspecidist supplier, which isthe
solution adopted by many SMEsin developed countries but israre in devel oping countries. Here there
arisesthe question of cost and the problem of providing vauefor money. Entrepreneurs do not see any
merit in paying an outside accountant to prepare figures which are used exclusively for tax purposes.
Accounting services must be able to demondirate the management utility of theinformation. The service
provider must be able to offer awider range of services, including regular management accounting data
to measure and improve performance.

E. Accountinginfrastructure
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20.  The development of financid reporting is something that occurred as a consequence of the
indugtria revolution. Accounting isconsidered anecessary prerequisite for the organization of business.
On the other hand, in countries where the prime activity has been agriculture, there has historicaly been
no great need for accounting. In many Stuations, such accounting regulations as exist have often been
created in an ad hoc manner and have not resulted in a homogeneous accounting environment. Thisin
turn makes the provision of accounting education and accounting services less efficient because of the
lack of an organized or uniform gpproach.

21. Many devel oping countries have, of course, somecolonid heritage, and this manifestsitsdf most
clearly in former French and British colonies. In francophone Africa, many countries use an accounting
plan and have detailed accounting requirements for smal enterprises, while anglophone countries often
have legidaion moddled on the United Kingdom 1948 Companies Act. Many commentators have
discussed the suitability or lack of it of these imports. One possible argument may be that the French
sysemisat least designed for smal and medium:- Sized enterprises, dthough it requiresafairly elaborate
system of accounting for even the smalest kind of enterprise. As a result, this presents a hurdle,

discouraging micro-enterprises in the informa sector from moving to the forma sector. The British

system is designed more around the needs of large, listed companies and isto alarge degree unsuitable
for the vast bulk of SMEsin developing countries.

22. In many developing countries, subsidiaries of foreign transnationa corporations (TNCs) and
paragtatd organizations are mgor players in the economy. Subsidiaries of TNCs bring in mgor
investments and generate employment, but they are frequently able to negotiate specia deds with the
host Government which bear on taxation and other reporting issues. In any event, subsidiaries of TNCs
arelikdy to maintaininterna recordswhich saiisfy the needs of thegroup’ sgloba accounting information
system, rather than observing locd rules.

23. In many countries, Governments have taken steps to encourage development by setting up
enterprises themsdves, or sometimes by taking over activities from TNCs. The resulting paragtatd
organizations cover awide variety of activities ranging from banking to marketing prime commodities.
These parastatd organizations generally escagpe accounting regulations. They are frequently created by
specid statute, and their accounting requirements are set out in this statute. Howevertheir specid satus
usualy means they are not covered by the accounting rules which gpply to other companies. In many
cases such paradtatal s have poor accounting systems and report with severd years delay, if at all.

24.  Where smdl and micro-enterprises form avery large part of the economy, the only ruleswhich
affect themarelikely to betax-based rules. Itisonly in economieswith asubstantia number of medium-
sized companiesthat indigenous private businessislikely to be covered by accounting legidationassuch.
A number of developing countries are keen to develop stock exchanges, and more recent regulatory
activity isoften directed to thisend, rather than to the needs of the SME sector. Whereastock exchange
is the focus, new regulations are typicaly based on the standards of the International Accounting

Standards Committee (IASC).

25.  This means that in most developing countries the loca accounting rules include a range of
different and possibly competing rules; there is a discontinuous patchwork of regulations developed at
different timeswith different objectives. The colonid heritage meansthat rules may have been imported
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without any thought for adaptation to loca circumstances, and the tendency of regulationsto be enacted
to meet specific Stuations as they crop up means that the initid framework has been complicated by a
variety of ad hoc measures. The political will to scrap these and start again with acoherent dl-embracing
approach is often absent, and accounting islow on the list of priorities for government attention.

26. In countries in trangdition, the podtion is different but no less complicated in that the exiging
systems are not easily adapted to market economy use, but imported systems depend upon being
supported by an infragructure of ethical and professional gpproaches, support services and concepts
which areto alarge degree absent. Countriesface apuzzling plethoraof “solutions’ offered by theWes,
which will take many years to assmilate and adapt.

F. Differential reporting

27.  For most of the last 200 years (during which financia reporting as we know it has evolved), it
has been taken as axiomatic that there could be only one system of financid reporting for commercid
entities. This has been an article of faith, despite the fact that accountants could comfortably believe that
the public sector did not need to use accounting which remotely resembled commercid accounting, and
that thereforein principleit was not possibleto arguethat thereisonly one*correct” form of accounting.
Nevertheless, one of the problemswhich has been endemic in accounting in developed countriesisthat,
even if some developed countries are beginning to address the issue of differentia reporting at home,
they continue to export the concept of asingle system of financid reporting.

28.  The common postion in commercia accounting is that there is no judtification for one entity
accounting for the same transaction in adifferent way from another entity. Nevertheless, thefact that the
impact would vary between businesses of different sizesisnot greetly disputed.

29.  However, the premise that dl commercid entities should report under the same framework is
probably a key obgtacle to the development of useful accounting, because it ignores the fact that,
economicaly and commercidly spesking, there is Smply no comparison, for example, between the
impact of a$10,000 transaction on a one-man business and itsimpact on a TNC. Let us say that the
transaction is a sde. There is no question that it should be accounted for in both cases as a sde
transaction. However, economicaly, the framework is quite different, and accounting should be ableto
reflect that difference. The argument smply is that, while the basic nature of the transaction does not
change, theframework within which it takes placeis different, so its consequences may be different, and
this should be accepted in designing regulations. Equdly, it is perfectly possible, even probable, thet the
transactions of TNCs are likely to bemosily different in nature and scale from those of the one-man
business, and the regulations should not make a*one szefitsal” assumption.

30.  Theconviction that accounting rules should be the samefor dl enterprisesis part of the reason
for there being amgjor accounting hurdleto face when abusinessmovesfrom theinforma to theformal
sector. The amdl businessisin effect moving in one step from having no accountsto having to follow the
samerulesasaTNC. Some countries, such asAustralia, haverecognized thisand removed dl reporting
requirements for small entities. Other countries, including France, Germany and the United Kingdom,
have & least recognized that in principle the reporting environment for small businessis different from that
of large business.
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31.  However, indeveloped countriesthe accounting problem lies not so much in getting companies
to keep accounts, sncethe genera leve of education is higher and accounting servicesare more easily
obtained, but rather in how to reducethe adminigirative burden for small companies o that thefinancid

reporting requirements (which are designed for large companies) are not more onerousthan they need to
be. A recent study by the Canadian Ingtitute of Chartered Accountants® identifiesthe prodlem asfollows

“ Given the concept of a single set of generally accepted accounting principles for all
enter prises, entities not active on financial marketsarerequired to follow substantially
the same accounting standards as publicly listed companies.”

32.  Asisthecasein Canada, countrieswith an Anglo- Saxon accounting tradition generdly (a) am
their accounting regulation at listed companies and (b) require smal companiesto follow substantialy all
the same rules. Recent moves, such as the financid reporting standard for smdler entitiesin the United
Kingdom and the Canadian initiative do not, however, deviate from theideaof asingle st of accounting
measurement rules, but merely provide some dleviation of disclosures for small business.

33.  Continental European countries, on the other hand, face a different problem and have recently
sarted to accept differentia reporting. In broad terms, continental European countries aim their base
accounting regulation &t private companies, with taxation being amajor preoccupation. The pressure of
international harmonization on the large companies listed on severa stock exchanges has meant that
countriessuch as Audtrig, France, Germany and Italy accept differential reporting— large, internationdly
listed companies are now alowed to produce group accounts on the basis of internationa rules rather
than domestic rules. Continental European countries accept adisconnection between the reporting needs
of smdller, private companies and listed TNCs.

G. Accounting profession

34.  The gtage of development of the accounting professon varies substantidly among developing
countries. Someof them have awell developed profession. In others, whilethe professionislarge, itisat
an earlier phase of development, and in some the profession is dmost non-existent.However, the Big
Fiveinternationd accounting firms are present in most devel oping countries and ensure some degree of
savice avallability.

35.  However, while the provison of highly qudified auditors may be useful for large nationd

companies and other economicaly sgnificant entities, it isless clear that it is ussful to the SME sector.
SMEs do not require sophisticated accounting, tax and audit advice, rather they require low-cost,
effective accounting and management guidance. Large accounting firms are no doubt able to supply the
product, but aretrained to alevel beyond this and charge accordingly. French experts-comptablesare
probably the nearest to a professona body which is able to supply this sort of accounting and
management sarvice, but they, certainly in their European form, are as highly trained as the audit firms,
and therefore are providing a more sophidticated (and therefore more expensive) product than that
required by SMEsin developing countries.

3 Financial Reporting by Small Busness Enterprises Toronto, Ontario : CICA, 1999.
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H. Summary

36.  The object of thisfirst part of the report is to set out the area which has to be andysed. It
suggeststhat accounting is one of the mgjor obstacles (but far from the only one) which prevents micro-
enterprises from growing, and makeslifedifficult for smal firms. Lack of accounting isan obstacle both
in amanagement context because the entrepreneur cannot see clearly theincome and expenditure of the
firm, andin afinancing context because the firm cannot borrow or obtain other fundsfor expansion. Not
al micro-enterpriseswishto grow, but the development of athriving indigenous economy depends upon
at |east some micro-enterprises developing into bigger companies. Furthermore, for companiesto survive
and compete in a globdizing world economy, they need continued access to finance and partnersin
order to obtain technology and expand their markets. But creditors, investors and partners require
financid information which is mogt effectively generated by a smple harmonized system.

37. Agang this, samdl busness often sees accounting smply as opening a window for the
Government to start taking some of the profits. Entrepreneurs do not know how to use accounting to
improve their business and cannot access affordable accounting services of the kind they need.
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Chapter 11
CURRENT REGULATIONS
A. Introduction

38. A dggnificant part of thework on thisstudy involved collecting information concerning the present
date of regulations and problems which are experienced in their application. In the early stages of the
research project, the secretariat invited help from ISAR members and others and received offers from
peoplein anumber of countries. On the basis of the offers received, materid has been put together on
the following countries:

Latin America Argenting, Brazil;

Africa: Botswana, Cameroon, Kenya, Morocco;
Middle East: Lebanon;

Far East: Mdaysa, Singapore;

Economiesin trangtion; Kazakhgtan, Poland

39.  Whileit is not suggested that this is a representative sample of economies, it does include a
pread of examples from newly indudtridlized countries to countries in an early stage of development.
Higtoricdly, the process of development involves moving from an economy whichislargely devoted to
agriculturethroughindugtridizationto the post-industrial phase wherethe economy is primarily devoted
to services.

40.  Asdready discussed, taxation isamgor influence on accounting, since accounting is used for
the assessment of profitsfor taxes. Clearly the extent to which taxation of incomeisamgor input to the
nationd exchequer islikdy to influence governmentsin their gpproach to its collection.

B. Accounting regulation

41. In many countries, the accounting framework isamixture of inherited rulesderived ether froma
colonid past or from higtoricd trading links. Thisbasic framework hasusudly been built on with aseries
of measures designed to meet loca needs, and finaly in recent times with the adoption of IASC
sandards in one form or ancther. Annex Il shows the involvement of the sample countries with

Internationa Accounting Standards.

42. It is dlear from the information available that these countries are now focusing their regulatory
effortson | ASC standards. Asnoted before, thismay result in asituation where there are unrelated sets
of accounting rules operating in the same country, and it would be sensible for some rationdization to
take place. Given that the most demanding set of rulesisthat of the | ASC, these should be specified for
large or listed entities and paragtatals, but this should be accompanied by alighter regulation (cons stent
with the approach of internationa standards) for smaller, private entities.
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43.  The incomplete nature of regulation is a problem which often presents itsalf. Accounting
regulation isfrequently focused on the needs of larger entities or tock exchanges and there are no rules
directed specificdly a SMEs. Frequently it is only rules on taxation of profits which directly concern
smaler entities. To provide asuccinct summary of the present position in the sample countries, a
summary table of basic points has been assembled. Thisinformation came partly from local offices of
Deloitte & Touche and Pricewaterhouse Coopers, and partly from volunteer researchers. Five basic
guestions were asked, the answers to which are set out in annex|11.

44.  Annexlll isintended to provide athumbnail sketch of thestuation for SMESs. It showsthat there
are sgnificant differences between countriesin their gpproach, and especially asto whether they regard
SMEsasaspecia category or not. In most casesthey do not provide any specid framework for SMES,
and to the extent that these escape the rulesfor larger entities, thisisdueto informal derogations, rather
than conscious policy. Inherited frameworks are dearly influentia, with Lebanon and Morocco reflecting
past French influences in their modulated gpproach to small enterprises, and Kenya, Maaysa and
Singapore reflecting British refusal to recognize smal business as a specia category.

C. Fiddresearch

45.  While asurvey of regulaion is useful, a key aspect of any attempt to research regulation of a
particular sector isto ask how the regul ated experience influences the existing Situation. One of the key
aspects of this study wasthe possibility of doing field research into the experiences of SMEsin respect
of the regulatory framework which they face. The planned approach was to conduct a series of
interviewswith various playersin thefield: entrepreneurs, government officidsand professond advisers.
Resourceswere extremely limited, but the secretariat was very fortunate to be able to obtain some data
through the good offices of researchers who were able to meet our research needs while pursuing their
own. A synopsis of their findings is provided here. We have preferred not to identify the countries
concerned; these are just examples of the kinds of problems which SMEs may face, and are not
intended to throw light on the regulation or gpproach in any specific country, nor can generd conclusion
necessarily be drawn from them. The problems identified may or may not be found in any individud
juridiction.

Country A

46.  Theresearcher interviewed anumber of people, and it wasclear that the question of taxationisa
major issue. One interviewee remarked that al businesses pay tax at 32.5 per cent of ther taxable
income and thereis no relief for smal entities or business sart-ups. Thereismassvetax evasion, partly
through corruption and partly through concealment of profits. Oneinterviewee said that the poor quaity
of the infrastructure, the apparent waste of taxpayers money and the perceived level of evasion were
strong reasons why people resented paying tax. As one person said: “Unincorporated entities, aid
projects and parastatal s al produce notorioudy unreliable figures. The solution hasto be education and
grester belief inthe system. At themoment thebelief is: * any time| produce good accounts, they just tax
me more and | don’'t see any return’”. Another comment: our tax authority “is actualy quite good at
collecting taxes, particularly compared with neighbouring countries, but the problem isthat they only go
after those dready within the net and not those evading.”
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47.  Oneentrepreneur suggested that there should be aperiod of gracefor new companies. “1 would
prefer it if new businesses paid nothing for the first two years, then for the tax rete to be graded for
another year or so until the business has established itsalf and then for full rates to apply.”

48.  Another problem faced by businessisthe need to obtain licences. One successful entrepreneur
looked back at hisbeginnings: “ Thewhole processwas alearning experiencein itself and it redlly needs
someform of standardization so that the entrepreneur can go to one place to register hisbusiness.” A
sarviceprovider said: “ Thebiggest problem hereisbribery and corruption and very little getsdone unless
money isoffered ... Bureaucracy dowsmost things down, simple processes can belong and frustrating
and it is very difficult to get things in writing from anyone. The collgpsing infragtructure, such as the
telephone system and the poor roads, makes it more difficult to conduct business.”

49.  Thecountry had beenthe setting for an aid project known asthe “ barefoot accountant” project.
The idea had been to set up alow-cost service provider, supervised by qudified auditors but staffed
largely by technicians, to help smal enterprises to produce accounts and meaningful management data.
This projeat encountered anumber of problems, firgtly the scepticism of potentia clients who “thought
wewerefrom thetax office’” and so alack of separation of thebusiness: “smdl busnessownersdo not
distinguish between business and persond records, they are often asssted by family members’.

50.  The take-up was low: “We had a target of 960 smal business owners and 2,000 were
approached, athough we ended up with only 55 co-operatingin the project”. The servicewas offered at
$8 per month; the entrepreneur was supposed to keep details on income and expenditure, and a
technician would spend two hours a month turning that into accounting records and management

information. The project found that micro-enterpriseswere not prepared to spend the money, whichin
turn caused a problem with retention of technicians who were paid on the basis of the number of

businesses they serviced. From an initid staff of 48 technicians, the project dropped to 20, and the
busiest of these had only 7 clients. The response was to movethefocusto dightly bigger clientsandtoa
fee base which was negotiated individudly.

51.  Theproject has now ended, but an interviewee said: “ Thiskind of project could redly make a
difference to smaller businesses and we are thinking of ways to encourage micro-businessesto take up
the service, given our experiences. Oneway might beto create greater avareness and to try to organize
seminars, themain problem with thisis getting the entrepreneursto atend, asmany would probably have
to close their business. Idedlly, if we could get some funding again, wewould prefer to offer the service
free of chargeto entrepreneurs, say for thefirst year, and then introduce anomina fee. Hopefully, they
will then redlize the potentid benefitsand stay with us. Most donors, however, insst that projectsneed to
besdf-sugtainable and that if afree serviceisoffered initidly, these clientswill disappear as soon asfees
are introduced.”

Country B

52. In this country the tax system is dlosdly integrated with accounting. All incorporated entitiesare
subject to accounting rules as such, but tax rules aso require the provison of some accounts from
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businesseswhich arenot incorporated. The country operatesasystem for thetaxation of businessprofits
which hes size variants. Very smal unincorporated business (determined by turnover thresholds) does
not need to keep accounts and pays lump sum taxes based on the type of business. Larger
unincorporated business must keep sales and purchase journals and an invertory list and istaxed 5 per
cent on turnover or 15 per cent on turnover according to type of activity. All larger businessesmust keep
full accounts.

53.  Theresearcher found that the average level of education of micro-entrepreneurswasrdaively
low, and that dthough they could generdly read and write, they had no knowledge of commercid
subjectsand certainly not accounting. Thelatter was perceived as being an expensve luxury whose sole
function isto cause the business to pay tax. These entrepreneurs were unaware of the tax rules and of
their own rightsand were aprey to corrupt tax officids. The entrepreneur might typically be gpproached
by atax officia demanding sometimesvery highimmediate payment, even though the amount and timing
were not legdly judtifiable. The entrepreneur would then pay abribe, smdler than theamount demanded
but perhaps grester than the norma tax, to have the tax official go away. These entrepreneurs need
accounting asa protection but do not have the education to run their own accounts and cannot afford to
hire a book- keeper.

54.  Some larger enterprises had a quite different approach to these problems. They again found
accounting expensive, but are required to produce full accounts. Some preferred to use unqualified
book -keepersand smilar unregulated service providersrather than go to qualified profess ondsbecause
of the perceived cost of thelatter. Such entrepreneurswere criticized by aprofessional accountant asin
fact paying too much tax because neither they nor their advisers knew enough about tax to manage it
efficently.

55.  Other entrepreneurs, on the other hand, appeared to keep severa sets of figures— onefor bank
and finance purposes, onefor tax and athird for management. The researcher said that it was not clear
that these people understood their own convoluted systems. A professiona commented that such people
often attempted to reduce their tax by paying bribesto tax officias, but it was not clear that the bribes
were |ess than the tax they would have paid with a proper system and good advice.

Country C

56.  Generdly spesking, the informa economy in this country is very large in terms of providing
livdihood for large numbers of people, though not necessarily generating large revenues. The
Government fas major problems getting people to come within the tax net, and had recently been
operating atax amnesty whereby undeclared profits could be legdized (and penaties would thereafter
increase for those not taking advantage of the amnesty). Although entrepreneurs, as elsewhere, see
accounting as having only to do with taxation, the amnesty had caused asignificant number of enterprises
to enter the forma economy.

57.  Accounting service providers consdered that only the need to raise finance or the threat of tax
pendtieswould cause small businessesto start producing proper accounts. However, apartnerinaBig
Fivefirm said that anumber of small dients cameto them for advice, particularly when seeking finance,
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but once the finance had been obtained (ar the tax threat dedlt with) the client would cease to keep
records and would not return. Only pressure from abank lender would bring the client back later, in a
panic. He aso noted that many smdl clients underestimated the cost of the service and subsequently
failed to pay thefirm’sfee.

58.  Thereisanactive sector inthefield of “unqualified” service providersin the areaof accounting.
These typicdly provide a wide range of business services and do well with smdl to medium-szed
business clients. The owner of one such business said that many small enterprisesfailed through lack of
adequate accounting informeation and many smply cannot manage effectively. Hecited acasereferred to
him by a bank where a trader needed finance but had no idea what her gross margin was between
buying and sdlling prices, nor how much wastied up in her stock. It was purely a matter of chance that
the business was profitable. He said that the lack of any notion of management meant that such
entrepreneurs had no idea of the function of accounting in managing abusiness, and therefore they could
not see any point in it, other than to help the tax authorities. He said that a mgjor part of his job was
explaining to clients how accounting helped them improve their business.

59.  Thissarvice provider used a standard accounting software package for his clients and said he
thought it would be amgjor improvement if there were uniform software and accounting. He noted that
there were three main lenders to smdl business in his town, and that each one required the financia

forecast supporting a loan proposa to be prepared a different way. This increased the cost to the
borrower considerably, and this could be avoided with auniform system where the banks would know
that dl dientswould have the same kind of data, and the banks themsel ves could base their assessments
on that.

60.  Theexperiencesof thethreedeve oping countriesaresimilar. Tax evason and corruption remain
major disincentivesto accounting. Entrepreneurshave noideaof accounting, management and business.
They could therefore not see any point in it, other than to hep tax authorities. Thus, there was no
demand for accounting services. The result was multiple sets of books—for banks, tax and management
purposes which contained information so confusing that it was unusable.



TD/B/COM.2/ISAR/9
page 1/

Chapter 111
RECOMMENDATIONS
A. General conclusons

61.  Theobject of thisfind part of the report isto identify various courses of action which are open
to Governments in addressing the provison of help to SMEs in the accounting area. It deds with the
need for help, the kind of regulations which may be useful, and the methods which might be used to
deliver thishelp.

62. In essence the field research shows that only a very smal minority of SME managersin
devel oping countrieshave any formal book-keeping capacity, and this posesaconsiderable obstacleto
the growth of their businesses. In the firgt instance, many entrepreneurs have only the haziest notion of
whether their businessisredly profitable and what their cost structuresare. Consequently they arenotin
a pogtion to improve profitability. Equaly they are unable to raise loan finance because they cannot
demondtrate the profitability of the business or the assets owned. Findly, they are at risk from atax
perspective because the Government has no accurate data.on which to make policy decisons, grant tax
exemptions, etc., while at the same time they cannot contest excessive assessments.

63.  Looking at the profitability issuefirst, even when abusinessworks entirdly on acash basis, itis
quitedifficult to measure costsand profits accurately because expenses may relateto severd transactions
— atrader buys stocks which are then broken up for sde individually over a period, and there may be
expenses such as petrol, vehicle maintenance and smilar itemswhich do not relate directly to the product
transaction but are part of the businesscogt. In such circumstances, the entrepreneur needsto haveether
good training in cost control a an advanced ingtinct for figures, both of which are rare among SME
entrepreneurs.

64.  Theabsenceof any cdculation of cot, induding dlocations, meansthat the overdl profitability of
a busness is unknown. For a subsistence sole trader, this is not necessarily a problem, but any
entrepreneur who wants to develop the business needs this information. Without knowledge of cost
sructures, the entrepreneur cannot determine which products are the most profitable, or atempt to
restrict costs other than in amost genera way, or cut out activities which do not make a contribution.
The busi ness needs cost information and knowledge of cost behaviour in order to be managed and to be
developed.

65. Fromanexterna perspective, thereistheissue of accountability andvighility. Thisimpactsboth
upon the availability of finance and adso on government intervention. As far as finance is concerned,
commercid lenders need at the very least to have some evidence of the putative borrower’s past
manageria performanceand someforecast of future performance. Thismeansthat the entrepreneur must
know hisexigting cost structure and cash flow patterns, aswell asbe ableto prepare forecastsfor future
projects.

66. If the bank agrees to a loan, it will then want to be abk to monitor the performance of the
business and its capacity to repay the debt. Government or aid agency schemes have the same
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accountability problem —they need to assessthe viability of the scheme proposed to them and they need
to be able to monitor it subsequently. It isfor this reason that the World Bank, for example, issuesits
own accounting manua and insists upon proper financia reporting from ad projects.

67.  Governments heed economic dataon SMEs both for managing the economy and for taxation.
Thisisprecisely why many ownersdo not want to undertake an accounting exercise—they perceivethe
existence of an accounting visibility asleading only to taxation, and they think that opacity protectsthem
from taxation. Up to a point they are not wrorg. However, this opacity leaves them open to pressure,
either legd or illegd, from tax officids. The secretariat’ sempirical work showsthet corrupt tax officids
may use the absence of accountsto extract bribes from owners, and unlike lega tax obligations where
accountsare available, thereisno ceiling on the bribes. Someregimesalow thetax authoritiesto levy tax
based on an estimate, and put the onus on the tax payer to prove the estimate wrong. Without accounts,
the entrepreneur cannot contest the estimate. At the same time, the Government cannot manage the
economy and cannot identify SME needs and try to meet them without accurate data on those
businesses.

B. Suggested characteristics for an SME accounting system

68.  Based onthe accounting needs described above, it is possible to identify severa characteristics
which an accounting system for SVIEs should have.

1 Management utility

69.  Oneof thedifficultiesof accountingisthat thereisamagor plit between management accounting
(generatingdatafor the management of the business) and financid accounting (score-keeping atitsbasic
level to provide information for banks, regulators, shareholders and tax authorities). One reason for the
gplit is that financid accounting is usudly regulated on anationd basis, whereas thereisno regulation
whatsoever of management accounting and the same techniques are widdy (but not uniformly) used
worldwide. Because nationd rules can vary subgtantidly, little attempt has been made in the past to
integrate management accounting with financial accounting. Even the French plan comptable général,
which included a non-obligatory section on management accounts, is now to lose that e ement.

70. A large company does not fed this split because accounting units are usudly tasked with both
maintaining the accounting database and then exploiting it by producing al manner of reports for both
internal and externa consumption. However, many small enterprises see accounting as only serving the
latter purpose, and do not appreciate the value of management data; if they have accounting records,
they often make no atempt to exploit them for management purposes. Some accounting software does
try to bridgethat gap. In any case, any system should have asarequirement thet the data are exploitable

for management information.

71.  Thekind of management information needed would have to be of sufficient anayticd detail to
enable the manager to see what contributiorf is made by each major product or line of business (if there

4 Contribution is used herein thetechnica accounting sense, meaning the excess of the revenue from the sde of one
(or more) units of aproduct or service over the variable costs of producing that unit.
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ismore than one). Thisimplies some sort of clear information about variable and fixed codts, including
depreciation and other dlocations.

2. Uniformity

72.  Atonelevd it seemsthat uniformity may be desirable for efficiency reasons. However, Anglo-

Saxon accountantsin particular havein the past denounced uniformity asleading to meaninglessfigures
which areincapable of trandating the individua nature of the business. Thismay be so, or it may bean
impression for whichthereisno red jusdtification. Countries such asthe United Kingdom have found that
disclosure (in this case in the income statement) was enhanced by using standard-format financid

statementsimposed within the European Union. Evenif freedom of choice wereimportant, itisnot clear
that the basic principles permit of much freedom — assets cannot suddenly become lighilities, revenues
are not expenses, and so on.

73.  On the contrary, freedom of choice may lead to inefficiencies. As previoudy indicated, one
service provider encountered during field research noted that in one mgor town there were only three
banks to which SMEs could look for finance, but each one asked for a different form of cash flow
projection. This meant that an entrepreneur had to pay for three different projectiors when doing the
rounds of the banks. Thisisclearly counter- productive. The existence of auniform sysemwould lead to
very considerable economies. Provision of software, training courses, accounting services, preparation of
tax returns, audit, transfer of saff between employers: dl benefit from auniform system. The existence
of auniform system would encourage lending ingtitutions and dl who interface with SMEEsto train their
saff to exploit data prepared in a uniform manner.

74. At the sametime, it hasto be recognized tha the accounting needs of a smple business are
smple, but as the business gets bigger, so doesits need for more sophisticated interna information and
disclosure to the outside world. The system therefore needs to be able to take in the possbility of a
progression from very smple records to more complex systems. The Plan SY SCOA that was recently
evolved in francophone Africaisagood example of what one might describeasa’ nested” sysemwhich
dlows for the possbility for micro-enterprises to record only smple cash transactions, while small
enterprisesmoveto an accruds- based but smple ledger systlem which isthen capable of being expanded
ultimatdy into full- blown reporting according to internationd principles.

75.  The United Nations supports International Accounting Standards (IAS) as the basis for good
financid reporting by large companieswith internationd listings, and many developing countries a so base
their national accounting ruleson |AS. Government logic in sup porting small businessisto encouragethe
evolution of the indigenous economy by helping smdl business to become larger. It follows that, if this
policy issuccessful, the accounting system for small business must lead to easy transition to compliance
with large company rules and therefore with IAS.

76. In practice, IAS are applicable to SMES, because an accruals-based, historicd cost systemis
the basis of most 1AS reporting. Where they are unsuitable is that they exclude reporting for tax
purposes and they include treatments for many complex transactionsthat are not undertaken by SVIEs.
The latter is a practica problem in that an accountant applying IAS needs a far wider knowledge of
accounting than atechnician operating asmple accrua shigtorical cost system. An accountant preparing
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annud reportsto | AS standards must obvioudy be capable of applying them, so the professiond cogtsto
the business of gpplying IAS are high and do not bring any benefits.

77.  Basicaccruds-based higtorical accounting in asmpleformiscompatiblewith |AS and therefore
suitable as the starting point for smal companies, without any need for them formally to gpply IAS as
such.

3. Tax compatibility

78.  The reaionship with tax reporting is more difficult. The larger company Fas no difficulty,
particularly in acomputerized system, in maintaining information in such away asto be able to present
“economic” reports for management and shareholder purposes, as wel as fisca reports for tax
authorities. For the smaler companies, thisis an inefficiency, since keeping, as it were, two sets of
figures, one for tax and one for management, is both costly in terms of accounting time and potentialy
confusing to the entrepreneur. Therefore records probably need to be kept on auniform bass, normdly
congstent with tax requirements, but with reports designed to make clear the tax effects on measurement
inasmpleway. IAS, of course, do not at thistime address how accounting records are maintained, only
what principles are gpplied in the annud financid statements. There therefore seemsto be no apparent
contradiction with | ASif the database is maintained on atax-compliant basisin the case of smdl entities.

79.  Thetwoaeaswhicharemost likely to be affected by thisare depreciation and provisons Many
tax authoritiesfix or at least have understandings about depreci ation rateswhich are acceptable to them.
If these are dbovewhat iseconomicaly redigtic (and Governments often use accel erated depreciation to
help businessinvest) but must gppear in the accounting records as deductible, then the businesswill show
artificidly high costs in some periods and artificialy low oneslater. Managers need to be aware of this
digtortion. Some tax authorities dso dlow the use of provisionsto help preserve the capita base of the
company (because that in turn promotes employment), but this dso distorts the gpparent codts of the
business.

80.  Atthevery smdlest end of the spectrum, it isnot clear that introducing any accruals accounting
systemislikely to be cost effective for the entrepreneur. Some smple records are necessary to provide
management information and economic data. In French based systemsthisisdedt with by dlowing very
amdl firmsto record only sales and gpplying atax regime (subject to turnover limits) based either ona
percentage of turnover or on aflat sum.

C. Suggested approach to an SME accounting system

8l.  The suggestion would be, therefore, that an SME framework be introduced. This would be
based on compatibility with IAS, but would provide anested set of ruleswhereby, asthebusinessgrew,
it would progress up aladder of accounting evolution, starting with casht basis accountsand moving then
to sample accruds and ultimatedy to full 1AS. This sysem recognizes that reducing disclosure
requirements from IASisjust not a sufficient solution in adeveloping economy. The trangtion from no
accountsto full IAS must be as smooth as possible, with no sudden stepsinit. The suggested systemis:

micro-enter prises (maximum 5 people): cash based records
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small enterprises (6 to 50 people): accrud s-based accounting system using, preferably, a
dandard chart of accounts with a amplified structure and which aso provides for
management information

medium-szed enterprises (51 to 250 employees): accruals-based accounting system,
consstent with IAS, with amore complex chart

large unlisted enterprises: largely IAS-compliant accounts

large publicly listed enterprises: full IAS accounts

82. Small enterprisesneed only avery smple database, they havefew different typesof transactions
and need only simple summaries. For example, the classic French chart of accounts providesthree-digit
codes for basic categories of data, such as 210 for tangible fixed assets. In a very smple business no
further analyss may berequired, but asabus ness grows and acquires more assets, it can either increase
itsfilesby usng 211 (say) for buildings, 212 for land, etc., or it can go to four or five digits (2100 for
buildings, 2101 for land, etc.). This means that the basic structure of the database (and therefore the
accounting system) is the same whatever the size of company (eg. tangible fixed assets will dl have
codes gtarting 21), so once trained a person can understand the accounts of any business, but that a
small business need have only avery smple database so that it is easy to enter datainto it and produce
smple reports.

83.  Annex|.A providesan exampleof just suchasmplechart of accountswhich coversdl thebasic
bal ance sheet and income statement categories, but can be expanded asthe businessgrowsto providea
more complex set of datafiles, while preserving the same architecture. The example provided has been
cut down from the abbreviated chart of accounts used in France, whichisitsdf acut-downversonof the
chart for large companies.

84.  Notwithgtanding other possible approaches, a smdl enterprise could start out with this very

smple system and then move up to the more complex charts asthe complexity of the busnesscaled for
it. Each version of the chart should be cons stent with the others, and would lead to asituation wherethe
most complex version provided al the data required for consistent IAS-based annud accounts.

85.  For some economies the principa advantage of this approach would lie in the fact that it
provides a certain degree of uniformity, dlowing among other things for low codts of training and
provison of software, Sandardized forms, and ease of comprehension on the part of lenders. Another
advantage would bethat, sncethebasic leve of the sysemisvery smple and uses minimum categories,
it poses as few problems as possible for the inexperienced. Nevertheless, the categories are fully
congstent with those of larger companiesusing full IAS and can be easly expanded asthe smdll business
grows.

86.  Annex |.B shows a suggested income statement layout for an SME. The suggestion isthat the
chart of accounts should be linked (as is the French chart) to the presentation of financia statements.
However, while it is thought to be not cost-effective to have separate figures for tax purposes as
opposed to management purposes, a single statement could helpfully provide not only tota figures but
aso some cogt analysis where the enterprise has more than one product or type of activity, and some
distinction could be made between cogts that are dlowed for tax and those that are not to help the
entrepreneur make the bridge between accounting profit and profit on a tax basis in countries where
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these are different. Annex 1.C contains asuggested format for abaance sheet. Thisformat isconsistent
with the Fourth Directiveand IAS 1. Annex |.D shows asampleformat for acash flow statement thet is
congstent with IAS 7.
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(drawn from the reduced chart of accounts for smal companiesin France)

Balance sheet accounts:

101 Capita

106 Reserves

108 Proprietor’s persona account
120 Profit or lossfor the year

150 Provisonsfor risks and expenses
160 Borrowing

200 Intangible assets

210 Tangible assts

270 Investments

280 Accumulated depreciation — intangible assets
281 Accumulated depreciation — tangible assets

310 Stock of raw materids
350 Stock of finished goods and work in progress
370 Stock of goods bought for re-sde

400 Trade creditors (payables)

410 Client accounts (receivables)

430 Socid security creditor

444 |ncome tax deducted — creditor
460 Sundry debtors and creditors

470 Temporary and suspense accounts

510 Bank accounts
530 Cash

Profit and loss account

600 Purchases

603 Changein stocks

610 Externd services

630 Taxesand Smilar charges
640 Employment costs

650 Other expenses
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660 Financid charges

681 Depreciation and provisions— operations
686 Depreciation and provisons—financid
695 tax on profits

701 Sdesof goods manufactured

706 Sdesof services

707 Sdesof goods bought for re-sde

760 Fnancid income



TD/B/COM.2/ISAR/9

page 25
Annex|.B
SAMPLE SME MANAGEMENT REPORT (INCOME STATEMENT)
XYZLtd
Income gatement
For the year ended 31 December 20X 1
Totd Prod A Prod B Undlocated
$ $ $ $
Sales 325,000 140,000 160,000 25,000
Materids 74,500 32,600 41,900 -
Changes in stock 1,200 2,100 (900) -
Depreciation 12,300 3,400 2,800 6,100
Sdaries 137,700 43,200 43,200 51,300
Teephone 1,800 - - 1,800
Power, Light and Hest 10,800 5,400 5,400 -
Insurance 2,600 - - 2,600
Rent / Rates 28,600 - - 28,600
Lease Rentals 6,500 - 5,300 1,200
Provisons 1,000 1,000
Motor Vehicle Expenses 1,900 - 1,900
Total Operating Expenses 278,900 86,700 97,700 94,500
Profit Before Interest and Tax 46,100 53,300 62,300 (69,500)
Interest (6,200)
Profit Before Tax 39,900
Disallowed for Tax :
Provisons 1,000
Taxable Profit 40,900
Taxation (10,275)
Net profit for theyear 30,625
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Annex |.C

A SUGGESTED FORMAT FOR A BALANCE SHEET THAT ISCONSSTENT WITH

THE FOURTH DIRECTIVE AND |AS1

XYZ Ltd
Balance Sheet
As of December 31, 20X 1

(in USD)

Assets
Non current Assets

Property

Less: Accumulated Depreciation

Equipment
Less: Accumulated Depreciation
Total Nort Current Assets
Current Assets
Materids
Stock
Trade Receivables
Less Provisons
Bank accounts
Cash
Tota current Assats

Total Assets

Equity and Liabilities

Capitd and reserves
Capital
Retained Earnings
Reserves
Tota Capital and Reserves
Non current liabilities
Notes Payable
Mortgage Payable
Tota Non Current Liabilities
Current Ligbilities
Note payable (due in 6months)
Trade Payables
Tota Current Liabilities
Totd Ligbilities

170,000
40,000 130,000
85,000
25,000 60,000
190,000
18,200
34,000
28,500
2,500 26,000
5,600
1,200
85,000
275,000
100,000
40,000
3,500 143,500
35,500
65,000
105,500
5,500
20,500
26,000
131,500




Total Equity and Liabilities
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275,000
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Annex |.D

A SUGGESTED FORMAT FOR A CASH FLOW STATEMENT THAT IS
CONSISTENT WITH IAS7

XYZ Ltd
Cash flow statement
For theyear ended 31 December 20X 1
(in USD)

Cash flows from operating activities:
Cash receipts from custoners 310,175
Cash paid to suppliers and employees (264,400)

Cash generated from operations 45,775
Interest Paid (6,200)
Income taxes paid (10,275) (16,475)

Net Cash from operating activities:

Cash flows from investing activities:
Purchase of Equipment (12,500)
Proceeds from disposal of equipment 500

Net cash used in investing activities

Cash flows from financing activities:
Payment of notes payable (5,500)
Payment of mortgage (principd) (10,000)

Net cash used in financing activities

29,300

(12,000)

(15,500)

Net increase in cash and cash equivaents
Cash and cash equivaentson 1-1-20X1
Cash and cash equivaents on 31- 12-20X 1

1,800
5,000
6,800
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Annexl|
SAMPLE COUNTRIESAND THEIR INVOLVEMENT WITH INTERNATIONAL ACCOUNTING STANDARDS
IFAC Stock Listed domestic Listed foreign Accounting principles L egal
Country member exchange companies companies Guidance
Yes BuenosAires Argentine Generally Argentine GAAP, IAS | (Locd) Consgos Profesionades de
Argentina Stock Exchange | Accepted Accounting | or their national GAAP | Ciencias Economicas on the basis of the
Principles(GAAP) with reconciliation to 'technicd resolutions of the Federacion
Argentine GAAP de Consgjos and those adopted under
legd authority, primarily developed by
the Comision Naciona de Vaores (for
listed companies) and specidized
industry standards developed by
regulatory agencies such as the Centrd
Bank of the Argentine Republic
Yes IAS are recommended, athough not Securities
Botswana legdly required Commission
Law of 1976
Brazil Yes Rio De Janeiro | Brazilian GAAP Brazilian GAAP The Brazilian Ingtitute of Accountants
and Sao Paulo (IBRACON) issues standards
Stock

Exchanges
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IFAC Stock Listed domestic Listed foreign Accounting principles L egal
Country member exchange companies companies Guidance
Yes Ingtitute of Certified Public Accountants
of Kenyaresolved to adopt IAS
commencing 1-1-2000
Kenya
Yes KudaLumpur | IASor Maaysian IAS, Mdaysan GAAP, | The Maaysian Accounting Standards | Financid
Stock Exchange | GAAP or areconciliation to Board (MASB) satslegdly binding Reporting Act
Mdaysan GAAP of net | financid reporting standards of 1997
profit or lossand established the
shareholders equity MASB
Malaysia
Yes Warsaw Stock | Polish GAAP, but if IASor USGAAPwith | Committee on Accounting Standards, Accountancy
Exchange traded overseas must areconciliationto US with nine members from different Act of 1994,
includeareconciligtion | GAAP. sectors asorequires
Poland tolASor USGAAP conformity with

EU Directives
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Singapore

Yes

Stock Exchange
of Singapore

Singaporean GAAP

Singaporean GAAP,
IAS (no reconciliation)
or USGAAP with
reconciliation to
Singaporean GAAP

Statements of Accounting Standards
(SAS) issued by the Certified Public
Accountants of Singapore

Source: |ASC web ste (http://www.iasc.org.uk)
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Annex |11
ACCOUNTING REGULATION IN SAMPLE COUNTRIES
Questionsasked Argentina Cameroon Kenya L ebanon Malaysia M or occo Poland

@ Accounting Accounting Thereareno Satingin 1996 | Thereareno Thereaeno | Smplified
Arethere any standards are regulations statutory al busnesses, accounting regulationsthat | books, in
accounting regulations | mandatory foral | covering all regulations regardless of regulations specificdly accordancewith
which cover companies entities, imposed on Sze arerequired | specificaly goply tothis | the Minigry of
unincorporated entities, | regardless of Sze. | induding accounting for | to adopt IAS gpplicableto kind of Finance Book
and if o, what isthe unincorporated | unincorporated | withinthreeyears. | unincorporated | businesses. of Revenues
source of these, and do entities, exi<. antities. aities. and Costs.
such entities generdly
comply?

(b) | Atwhat Size or other All limited ligbility | Statutory auditif | All companies | All limited lidhility | All incorporated | When turnover | Two out of the
threshold does alimited | companies, PLChasmore | arerequiredto | companiestobe | limitedlicbility | exceeds50 following:
liability company (or regardiess of Sze, | than 10 million | haveastatutory | subjectto companiesare | million average
other entity) start to aresubject to CFA in share audit. independent required to have | dirhams. employment 50
have an obligation to satutory audits. | capital, or 250 audit. SMEswith | agtatutory people;
have a gautory audit? million CFA in profits of over audit, regardless total assets> 1

turnover or $500,000 submit | of their size. million euros,
more than50 an audit report net sdes> 3
permanent with tax filing. million euros
employees

(©) | Arethere spedd No No No No No No No

acocounting rules for
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Questionsasked Argentina Cameroon Kenya L ebanon Malaysia M or occo Poland
incorporated entities
with fewer than 50
employees?

(d) | Atwhat point doesa No threshold No threshold No threshold Nothreshold No threshold No threshold | Taxablerevenue
business become lidble > 500 US
to pay tax on its profits? dollars

() | Arethereany specid The Monatributo | No specid tax | No specia tax | Noreply No specia tax | No specia tax | No specid tax
tax rulesfor small rules rules rules rules rules
businesses?

Sources Loca offices of Deloitte & Touche, Pricewaterhouse Coopers, and volunteer researchers.




