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Abstract

In the early 2000s, the accounting has been coedeitt the international realities. From that
moment on, we have witnessed an extraordinary dynafittte Romanian accounting, evidenced by
the many changes that have occurred in the accogimtiles. Internationally, the dynamism is also the
main feature of today's accounting. We witness dinwm®ually the reconsideration of the
international accounting referential. In this corteof the frequent changes that occur in the
accounting aria, the IASB launched the Internatidriaancial Reporting Standards for Non-Publicly
Accountable Entities (formerly Small and Mediunme8iEntities), a controversial approach in the
international accounting. The objectives of thipeawill be followed on two levels: first, we will put
forth the position of different countries on thdsSB initiative and second, we will show, by the means
of a positive research based on an empirical stutlg, attitudes of professional accountants in
Romania towards the possible implementation of RS for NPAEs in the Romanian accounting in
the next period.
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1. Introduction

In the current economic context, dominated by thenemenon of the markets global-
ization, the IASB shows its intention to extend #teounting referential, which is promoted
to all the economic entities, even to the small exediium enterprises. The supremacy of the
IFRS referential against the national GAAPs isndid. A few years ago, the IFRS referen-
tial was endorsed by the need to achieve a comroocouating language, essential in this
new stage from the evolution of the global econdraged on the markets opening and in-
ternationalization. We realised that the implemgataof the IFRS referential by the large
companies listed on various capital markets ofitbdd is not a simple process. Contrary to
these findings, the IASB expects to expand theiegipbn of the IFRS referential trying to
impose in the following period the IFRS for NPAHS.it an appropriate approach, espe-
cially today, when the world economy knows a crigithout precedent? And, furthermore,
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is this approach appropriate to the Romanian adomhHere are two questions to which
we try to find an answer in the pages of this paper

But what does the IFRS for NPAEs stand for? Thadsted is a stand alone document
with a number of cross references to the full IFRE& based on full IFRSs but removes
choices for accounting treatment, eliminates toffies are not generally relevant to NPAEs
and simplifies the methods of recognition and mesment. As a result it has reduced the
volume of accounting guidance by 85% when compétoetthe full IFRSs. It is, however,
still 250 long with a further 80 pages of guidancees.

The objective of this project is to develop an &Bxpressly designed to meet the fi-
nancial reporting needs of entities that do noehawblic accountability and publish general
purpose financial statements for external useraniptes of such external users include
owners who are not involved in managing the businesisting and potential creditors, and
credit rating agencies.

An entity has public accountability if:

« it files, or it is in the process of filing, itsn@ncial statements with a securities
commission or other regulatory organisation for pliepose of issuing any class of
instruments in a public market; or

« it holds assets in a fiduciary capacity for a brgealp of outsiders, such as a bank,
insurance company, securities broker/dealer, pengimd, mutual fund or
investment banking entity.

In the autumn of 2008, Mazars, an internationakegrated and independent
organisation, specialising in audit, accounting,dad advisory services, elaborated a study
about the perceptions and expectations of the Eammountries towards the IFRS for
NPAEs. The research subjects were 1.500 small agdium sized entities from France,
Germany, United Kingdom, Italy, Spain and Hollalmtie conclusion was that “the majority
of the small and medium sized European entitietaBushe adoption of a common set of
accounting standards either optional or mandafdinys mainly happens in the case of the
entities from lItaly, Spain, France and Holland”. About a potential adoption in the
European Union, Denmark decided the planning ofléleslation for the allowance, while
the United Kingdom has discussed “the possibilityablowing the IFRS only for the not
listed companies, while the regulations for the Iseraterprises are still maintained”. In the
meantime, most of the Bulgarian accounting protessds “firmly sustain the adoption”:
“there is no doubt that our national standards bédlreplaced by the IFRS for the private
entities. The only question is when and not if".

The project was also exposed to the 25.000 nedligtustralian entities. In Tanzania,
the regulators agreed to impose the IFRS for theafar entities to all the national private
entities”. In South Africa, the exposure draft filie IFRS for the private entities was
entirely adopted according to the SA GAAP for b# hot listed companies which don’t use
the full IFRSs. In a published article, the exeomtigeneral manager of International
Federation of Accountants from South Africa saiat thmost of the companies will use it. It
is very welcomed. The standard in its current stedpEady offers a great relief to the small
and medium sized companies and, when it will beiglid in its final form, will be even
better”.

The United States also show interest for this stethdThere isn't any regulation
regarding the statutory audit in the United Staf@se to the fact that the basis of the
presentation note refers to compliance with IFRftvate entities, the auditor will be able
to report accordingly to this standard. The adoptid this standard is supported by the
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American Institute of Certified Public Accountant®ICPA) and other similar
organisations.

In the second part of our work we have achievedsitipe research, its objective being
found in our attempt to determine the position lté Romanian professional accountants
towards the progress of the current accountingegystnd the perspective of some possible
changes, imposed by any implementation of the IFRSNPAESs in our country. The
conclusions of the research allow us to formulateagers to questions such as:

1. Does the professional Romanian accountant contitmeshow significant

importance to the general chart of accounts iratteunting transactions?

2. Does the fiscal reasoning continue to dominateettamomic one in the recognition

of transactions process, in the accounting praatic@mania?

3. Has the harmonization of the accounting rules WRRSs occurred before the

accounting professionals were prepared for thisgea

4. Should the IAS / IFRS accounting referential beeeged to all economic entities

in our country?

5. Is the implementation of the IFRS for NPAEs in Ramaaappropriate in the next

period?

2. Convergences and divergences regarding the needimplementing the IFRS
for NPAEs

The exposure draft of the IFRS for NPAEs is a aormdrsial subject in the interna-
tional media. Even the representatives of the EemopParliament have challenged the
efforts to launch the IFRS for NPAEs. In the foliag lines there are some opinions ex-
pressed on this subject by the Committee on Ledtdira of the European Parliament
meeting on 05.10.2007 [European Parliament, 2007]:

« First of all, the fact that the IASB (the Counailr fthe International Accounting
Standards) is not put to a democratic control anabt receiving information from
various sources and, because of this, the decisides are not reflecting the ac-
tual situation of the European companies, spectalyone of small and medium
sized enterprises (SMES) is disputed among Europ#@ials;

* The increasingly pronounced theoretical dimensioth® IASB projects, which are
already so complex and theoretical, is criticize@ do the fact that the small and
medium sized enterprises can not always implenfremh}

e The idea of convergence of accounting is suppoletthis process must be based
on a prior assessment of the benefits and impasuohfi changes for those who
prepare and use financial statements in the Elgaiticular for the small and me-
dium sized enterprises;

< Itis dwelled on the reality that the IASB has neteived any political mandate to
develop the IFRS for NPAEs and it is underlined tha procedure for adoption by
the EU applies only to the international accountitandards of the listed compa-
nies and does not envisage its application toFRSIfor NPAES;

* The Commission has expressed its distrust thadithie exposure for the IFRS for
NPAEs adequately reflects the needs of the smallraadium sized enterprises
and the diversity of shapes and sizes in which tpgrate; furthermore, the project
has been developed taking into account the smdllnaedium sized enterprises of
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relatively large size (more than fifty employeesdgassed over the reality that
most of them are of smaller size;

< Last but not least, the committee concluded thaititaft exposure for the IFRS for
NPAEs does not take into account the fact thauiegs of the financial statements
of the small and medium sized enterprises are mairivate shareholders, credi-
tors, business partners, employees and anonymuastars, as in the case of the
large listed companies, and that these recipigetsr@re interested in establishing
a business relationship on the long term rather dmea short term.

3. The results and the conclusions of the empiricglositive research regarding the
possibility of the IFRS for NPAEs extension

We planed through our study to bring forward thewiof the Romanian professional
accountants on the possibility that, in the follogperiod, to assist at the implementation of
the IFRS for NPAEs, with the desire of improving tfinancial reporting of these entities.
To achieve this goal, we developed a positive meseaising an empirical study, which
highlighted the view of the professional accourgaimt our country, both on the current
accounting system and the IFRS for NPAEs.

The empirical research conducted by us is base83oquestionnaires, completed by
professional accountants, which are ocupying tHewviing functions in the economic
entities where they are employed: economic managaccounting officer 1, economist 16,
accountant 6, financial controller 1 and analystiMe underline that 11 respondents are
employed in accountancy entities, 3 are employegtaounting and tax advisor companies,
1 answerer is an employee of a firm performing aselivices, 3 answerer are employees of
companies that conduct financial-accounting anslfgi the economic entities and 13 of the
answerers are accountants, hired by companieshténat other object of activity than
services and consultancy in the accounting andh@iisadomain.

All the answerers are employees of small and mediizm®d enterprises. Only 12 of
them activate in economic entities with more thdh émployees and have obtained a
turnover of more than 1,000,000 euros at the end08B. After pooling the results, we
found that 63.6% of the answerers are employeesafomic entities that have an average
number of employees under 50 persons: 8 of themwar&ing in companies with an
average number of employees between 1-10 peopleswerer are employees of companies
with an average number of employees between 11e@ple and 8 answerer are working in
entities with an average number of employees bet24e50 people.

In the following lines, we will present our resdarmesults, obtained after pooling and
interpreting the responses received in the questiogs distributed to the 33 professional
accountants.

In Romania, the normalization of accounting basedt® general chart of accounts
has a tradition of more than 60 years. The IASRSFaccounting referential brings another
vision of the normalization of accounting througje financial statements. In this context, it
is reasonable to ask to what extent the Romaniafegsional accountant is prepared to
meet the challenges brought about by a possiblergkred reorientation of accounting
towards the IFRS referential.

Since 1949, in the Romanian accounting there was pifactice of recording the
economic and financial transactions starting fréwa tompliance with an accurate set of
instructions developed by the Ministry of Finance.
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From the research accomplished by us, we foundithidie process of accounting for
economic and financial transactions the Romaniafepsional accountant continues to give
importance to the usage instructions of the genenart of accounts elaborated by the
Ministry of Finances: 57.6 % of the answerers givgreat importance to these instructions,
while 39.4% of the respondents consider that thepdiance with these instructions in the
recognition of the economic and financial eventhiésmost important. One answerer from a
total of 33 grants a limited significance to theges instructions of the chart of accounts.

This result demonstrates very clearly that the Ruaraprofessional accountant is not
yet ready to accept the IFRS philosophy, basedespercting the principles of accounting
and on the appliance of the "professional reasofindinding the best solutions in solving
the accounting problems”.

The opening of the Romanian accounting towardsriteenational realities in the early
2000's influenced to a large extent the positiothef professional accountants with regard
to the role of accounting. We began to understhatl tvhen an accounting transaction is
recorded, we must not focus strictly on the tecidmpart, but bear in mind the impact which
that transaction has on the information to be hlel in the financial statements for a wide
range of users. Most of the answerers, 87.9%, denshat, when recording an economic-
financial transaction, the professional accounsuld give the same importance to the
accounting technique and to the information whiciti e published in the financial
statements. One answerer of the 33 respondenthastayreater importance to the issues
related to the accounting technique.

For fifty years, in Romania, due to the economid palitical context, the professional
accountant was taught to obtain accounting infoionafor a single user - the state. After
1990, the state still was the main user of the aetiog information, its great interest being
the taxes, fees and the various contributions tadleulated, paid and accounted for to
consolidated state budget by economic entitiesaypothe same concern of the taxpayers in
their relationship with the taxation is expected®maintained, because a generalized and
maintained mentality for decades can not be quickignged. This hypothesis is validated
by our research result that 75.7% of the answeesxgnize that they give great importance
to the fiscal implications of the economic and fio&l transactions recording. We found
interesting the fact that the answerers do notbate a reduced importance to the fiscal
implications that are generated by the economiatswehen they are recognized.

Such a position of the professional accountingteelato the taxation-accounting
relation shows that in the Romanian accountingsitdifficult to accept the idea that
accounting could be disconnected from taxatiomérext period.

Moreover, only 51.5% of answerers support the IpRBosophy in the sense that, in
the next period a greater importance should bengieethe economic reasoning in the
detriment of the fiscal reasoning on the occasibth® economic and financial transactions
recognition.

Here is something that comes and proves once algairthe Romanian professional
accountants are not prepared, at least for nownake the transition from one accounting
model, based on European accounting directivesiathar model that has its pillars in the
IFRS referential.

Most of the answerers - 84.8% consider that thenbaization of the accounting
regulations in Romania with the IAS / IFRS for larfiyms during the period 2000-2005 has
been dictated purely by political decisions. Onl2.126 of the answerer see in the
harmonization of the Romanian accounting regulatigmocess with the IAS / IFRS
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referential a necessity imposed by the developragiot the globalization of the capital
markets.

The following distribution of responses was recdite our question referring to
shaping the application area of the IAS / IFRSreféal in the Romanian accounting:

* 45.4% of the answerers consider that the I1AS / IF&8rential should be applied

by all the economic entities;

* 15.1% of the answerers consider that the I1AS / IF&8rential should be applied

only by the listed entities, both consolidated amtividual;

* 15.1% of the answerers consider that the I1AS / IF&8rential should be applied

only to large companies and public interest ergtie

e 12.1% of the respondents considered that the IASRS referential should be

applied only to companies that choose to do so;

e The rest believes that of this accounting refeatmsi useful to the entities seeking

financing on the international market.

More than half of those included in the samplet th&4.5% of the answerers, would
welcome the Ministry of Finance decision to extehd IAS/IFRS referential to all the
entities, considering that such an approach woutduee the credibility and the
comparability of the accounting information provid® Romanian and foreign investors.
On the other hand, 27.3% of the answerers supperidea that the efforts to assimilate the
IAS / IFRS referential is not justified in relatida the benefits, excepting the case of the
listed companies and 12.1% consider that the impigation of the IAS/IFRSs is not
justified because the costs of applying them excihed benefits obtained through the
submission of the financial statements in accordanith this reference.

Through the research we have done it we intenddw @ conclusion on the position
of the professional accountants in our country tolwahe possibility that in the next period
the small and medium enterprises to be requiregpdy the IFRS for NPAES.

In order to justify such a position, we wanted itdfout which are, according to the
accounting professionals, the main benefits of @nm@nting the 1AS / IFRS referential in
the Romanian accounting: 51.5% of the answerersidenthat the main advantage of the
application of this referential is the quality dfetinformation presented in the financial
statements, while 42.4% think that the IAS / IFR&rential has the merit of ensuring the
comparability of the accounting information betwekffierent countries.

After pooling the results we found that, althouble ticcounting professionals in our
country recognize the benefits of an accountingetbasn the IFRS referential, they are
unable to estimate the cost-benefit relationstopfthe perspective of its implementation in
the Romanian accounting: 66.7% of the answereridenthat it is difficult to estimate such
a relationship. Only 18.2% of the respondents acmred that the benefits justify the costs
of the implementation and 15.1% think that the fighare lower than the implementation
costs.

Moreover, 66.7% of the answerers accuse the faadt tie harmonization of the
Romanian accounting regulations with IAS/IFRSs basn done before the accounting
professionals were prepared, which in our opinicaswan important shortcoming of this
process, which should have be differently considénethe Romanian regulators.

We believe that the Ministry of Finance should baaerned about this reality. Only 3
respondents from the total of 33 believe that n@yadafter 10 years from connecting the
Romanian accounting to the international realitibg, accounting professionals from our
country are ready to apply the IAS / IFRS refeiartt the extent of 100%. Referring to this



The IFRS Standard for Small and Medium-Sized E#iti Another Challenge... 33

subject, most of the answerers - 81.8%, believegtudessional accountants in Romania are
ready to apply the IAS / IFRS referential, but A00%. 60% of them consider that the
accounting professionals are ready to apply the/IIKRS only in a proportion of 50%.

Through the research we have done, we intendedeaon lhow the Romanian
professional accountants appreciate the IASB agproa the IFRS for NPAEs adoption.
We were surprised by the results obtained in thisction, because 45.4% of the answerers
don’t know details about the approach initiatedthey IASB. Only 30.3% of the answerers
consider the IFRS for NPAEs very useful for enhagthe quality and comparability of the
information published in the financial statememnid 48.2% of respondents consider that the
IASB draft is appropriate in the current econonoatext.

Presently, the accounting professionals in our tguran not sustain the strong need
to implement the IFRS for NPAEs in the Romanianoacting, because 57.6% of the
answerers don't know yet if such an approach véthdnstrate its value. On the other hand,
33.3% of the respondents considered necessaryplenment the IFRS for NPAEs in the
Romanian accounting. Only 9.1% of the answereectefl this approach.

In the recent years, the accounting in our couhtrg passed through a permanent
change and, even so, the accounting reform seenfofa being completed. Through our
research we were able to find out the point of vidwthe professional accountants regarding
this issue: 48.5% of the answerers consider tlafréguent changes which took place in the
national accounting rules in the recent yearsastfiable, while 33.3% disagree with this.

Our research results clearly lead to the concluditet, in Romania, by being
connected to the IFRS referential, the accountiegha@hstrates its value leading to an
increased reliability and comparability of the infation. There is though a big drawback:
the lack of a sufficient number of professional@ettants that know and apply the IFRS
referential. 63.6% of the answerers argue thatithibe main drawback of an accounting
based on the IFRS referential from the perspedaiivihe Romanian reality and 24.2% of
respondents require frequent changes and updatER®referential, sometimes more than
annually. The rest of the answerers identified lagotshortcoming of the accounting
connected to IFRSs, which is an exaggerated thetayiz of accounting.

4. Conclusions

The global standards of financial reporting that eonsistently applied enhance the
comparability of the financial information. The acating differences may hide the
comparisons done by the investors, creditors amgropersons. Having as result the
disclosure of some comparable financial informatéhigh quality, the global standards of
financial reporting improve the efficiency of thapital allocation and evaluation. Not only
those who provide capital for debts or equity benaf this result, but also those entities
seeking capital, because it reduces their costscasfpliance and it eliminates the
uncertainties that affect the costs of the capifdde global standards also improve the
consistency of the audit quality and facilitate #uication and training.

It is appropriate to extend the IFRS referentighlidhe economic entities? The results
of our research lead to the conclusion that theBiASnitiative is not welcomed by the
international accounting. Among the representatovethe European Parliament there are
many voices that challenge the value of this IAS&praach resulted in the IFRS for
NPAEs. Moreover, in the current international egoi context, the entire attention is
directed towards the professionals in overcomirgdbnsequences of the crisis rather than
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to measures for broadening the influence of theBA®ferential. The interest for the
survival of the companies is more important thaa ttesire to improve the financial
reporting at the level of the smaller sized ecomoenitities.

Is it appropriate to implement the Standard IFRSh@ accounting for NPAEs in
Romania in the immediately following period? Ousearch results show that this approach
has a big drawback: on one hand, the lack of acgerit number of specialists able to know
and successfully apply the IFRS referential. Ondtieer hand, the international economic
crisis is affecting the Romanian economy more tti@nRomanian officials' expected to,
many SMEs are forced to close their doors in thificdlt period and. Not the least, the
IFRS for NPAESs is addressed to economic entitigh am average number of employees of
approximately 50 people, while in Romania the wvastjority of SMEs operate with a
reduced number of employees and are not conduektggnal transactions.
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