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THE PRACTICAL DIFFICULTIES OF APPLYING
IFRS IN SMALL AND MEDIUM SIZE ENTITIES

INTRODUCTION

International Financial Reporting Standards
(IFRS), issued by the International Accounting Stan-
dards Board (IASB), provide a globally recognized
framework for the preparation and presentation of
financial statements [4]. The goal of IFRS is to en-
hance transparency, comparability, and accountabi-
lity in financial reporting across jurisdictions. While
IFRS adoption offers benefits like potential access
to global markets and improved financial decisi-
on-making, smaller businesses often face signifi-
cant implementation hurdles. This article examines
the practical difficulties encountered by small and
medium-sized entities (SMEs) during IFRS adopti-
on, analyzes the causes of such challenges, and pro-
poses potential solutions.

SMEs form the backbone of economies worldwi-
de, accounting for a substantial portion of employ-
ment and economic output. Their ability to produ-
ce reliable and consistent financial information is
crucial for attracting investors, securing credit, and
making informed business decisions [5]. However,
unlike large corporations, SMEs operate within re-
source constraints and often lack the expertise requ-
ired for seamless IFRS implementation. It is impor-
tant to understand how these unique characteristics
contribute to the difficulties SMEs face [2].

The transition to IFRS involves a range of comp-
lexities. The accounting standards themselves can
be extensive and subject to interpretation, necessita-
ting specialized knowledge that smaller enterprises
may not possess in-house. Furthermore, SMEs must
invest in staff training, external consultations, and
potentially software upgrades to ensure compliance
— all potential cost burdens. Alongside these direct
costs, businesses may face indirect expenses such
as disruptions to their daily operations as they adapt
internal systems and procedures to meet new repor-
ting requirements. [1]

While these challenges are substantial, a tailored
approach to IFRS, coupled with the right support
mechanisms, could unlock valuable benefits for
SMEs and allow them to compete on a more level
playing field. [6]
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LITERATURE REVIEW

Existing research sheds light on the various
IFRS implementation obstacles faced by SMEs. A
study by Perera et. al. (2015) revealed that SMEs
generally struggle with the cost of employing qu-
alified accountants, inadequate staff training, and
maintaining proper accounting records — all factors
potentially hindering successful IFRS adoption [7].
Similarly, Richard (2007) highlights the substantial
accounting and audit fees incurred by SMEs in see-
king external IFRS expertise [8].

Other studies point to the complexity of IFRS
standards as a barrier. Eva (2019) discusses the
knowledge gap concerning complex IFRS principles
and how it impacts compliance within SMEs. The
time and resource commitment required for success-
ful implementation is also a recurrent theme [3].

While research emphasizes the challenges, the-
re's also a focus on solutions. Studies such as those
by Dinuja (2015) discuss the importance of IFRS
for SMEs — a streamlined version of the standards —
in addressing some of the difficulties faced by smal-
ler businesses [1].

ANALYSIS
Analysis

Implementing International Financial Reporting
Standards (IFRS) presents small and medium-sized en-
tities (SMEs) with unique practical difficulties. While
designed to promote standardization and transparency,
the sheer complexity of IFRS can be overwhelming
for businesses operating with limited resources.

Complexity of IFRS Standards

IFRS standards are comprehensive and often
involve detailed calculations, interpretations, and
judgments. For SMEs lacking in-house expertise,
deciphering principles like fair value measurement,
financial instrument accounting, or complex reve-
nue recognition models poses a significant challen-
ge. For instance, IFRS 13 Fair Value Measurement
requires entities to determine the price at which an
asset could be sold or a liability transferred in an
orderly market transaction. SME owners, who may
lack specialized valuation knowledge, could strugg-
le to assign fair values, potentially leading to inaccu-
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rate financial statements and misleading investors.

The consequences of misapplying IFRS can
be far-reaching. Incorrect reporting might prevent
SMEs from attracting essential funding or lead to
poor internal decision-making based on flawed fi-
nancial data. Audit failures and possible regulatory
non-compliance could further erode stakeholder
trust and damage an SME's hard-earned reputation.

Cost of Implementation

Beyond understanding the standards themselves,
the financial burden of transitioning to IFRS can
cripple SMEs. The direct costs involve hiring ex-
ternal IFRS consultants to guide the process, inves-
ting in staff training programs to build the necessary
accounting expertise, and potentially upgrading ac-
counting software to ensure compliance. These ex-
penses can add up quickly. A survey by the author
found that the average cost of IFRS implementati-
on for SMEs in Azerbaijan, one of the developing
countries in Caucasus region, ranged from $10,000
to $20,000, a significant outlay, especially for smal-
ler businesses operating on tight margins.

Indirect costs further strain SME resources. Staff
time diverted to learning and applying IFRS takes
away from day-to-day operations, potentially cau-
sing delays in regular financial reporting or disrup-
ting critical business activities. This is particularly
detrimental for SMEs, where human resource cons-
traints are a constant reality. Furthermore, the ongo-
ing compliance demands of IFRS frequently lead to
higher audit fees, as the reporting process becomes
inherently more complex.

The cumulative impact of these costs can have
long-term consequences for SMEs. Funds that could
have been invested in business expansion, research
and development, or hiring additional employees
may be absorbed by IFRS compliance efforts. This
can hinder SME growth and competitiveness, parti-
cularly in dynamic market environments.

Limited Resources

SMEs often operate with lean accounting depart-
ments where employees take on multifaceted roles.
The time-intensive nature of understanding, imp-
lementing, and adhering to IFRS can place a sig-
nificant strain on existing personnel. For example,
a bookkeeper who also handles payroll, invoicing,
and cash flow management might find themselves
overwhelmed with the added task of learning comp-
lex IFRS pronouncements and adjusting internal re-
porting practices. This disruption to regular workf-
lows creates delays, inefficiencies, and potential
errors that ultimately harm the business.

Additionally, IFRS reporting often requires a le-
vel of financial analysis and judgment that smaller
businesses might not be accustomed to. SME ow-
ners and managers, who frequently wear multiple
hats, may struggle to find the bandwidth to dedicate
to thorough interpretation and application of IFRS
standards. This challenge is compounded when bu-
sinesses face competing priorities such as attracting
new clients, managing day-to-day operations, or la-
unching new products or services.

Balancing the rigorous reporting demands of
IFRS with the ongoing needs of a growing business
can create a dilemma for SME owners. Should they
divert resources from core operations for the sake of
compliance? Can they afford to hire a dedicated or
part-time IFRS specialist? These critical decisions
impact an SME's financial stability and its ability to
compete effectively in its respective market.

Record-keeping Practices

SMEs may face difficulties transitioning to
IFRS-compliant reporting due to informal or less
sophisticated record-keeping systems compared to
larger enterprises. While a small business may have
systems in place to track basic transactions, these
often don't meet the detailed requirements of IFRS.
For example, IFRS often mandates specific docu-
mentation for recognizing revenue over time, tra-
cking the fair value of assets, or valuing complex
financial instruments. SMEs might lack the dedi-
cated systems or processes to capture this level of
granular data.

Missing invoices, inconsistent data formats, or in-
complete historical records can severely impede the
preparation of accurate IFRS financial statements.
SMEs may find themselves scrambling to gather
the necessary information, often relying on manual
processes and estimations that increase the risk of
reporting errors. Transitioning to IFRS frequently
requires a time-consuming and costly overhaul of
existing record-keeping systems, including invest-
ment in more robust accounting software, training
staff on new protocols, and potentially even hiring
additional personnel dedicated to maintaining rigo-
rous documentation.

The impact of poor record-keeping practices
ripples throughout the IFRS implementation pro-
cess. Insufficient data undermines an SME's ability
to make informed judgments required by IFRS stan-
dards, leading to delays, misstatements, and potenti-
al non-compliance. Inadequate record-keeping also
increases audit complexity and costs, further strai-
ning SMEs' financial and human resources.
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Limited External Support

SMEs may struggle to find tailored guidance and
resources during their IFRS implementation journey.
In smaller markets, even audit firms might have less
in-depth experience with auditing IFRS-compliant
statements, specifically those prepared by SMEs. This
lack of expertise can lead to increased costs as auditors
require more time to navigate complex [FRS standards
or create additional audit queries for the SME. Further-
more, without a dedicated SME focus, some auditors
may insist on a "one size fits all" approach mirroring
their procedures for large clients, which can be ineffi-
cient and overwhelming for smaller businesses.

Additionally, SMEs may find that government
agencies or accounting bodies are primarily geared
towards providing resources and support to large
corporations. This can result in a lack of SME-spe-
cific training programs, simplified guidance mate-
rials, and dedicated helplines or support networks.
Consequently, SMEs navigating the complexities of
IFRS may feel a sense of isolation. The combination
of limited external expertise and a lack of targeted
guidance can discourage SMEs and lead to costly
delays or errors in the transition process.

CONCLUSION

The adoption of International Financial Reporting
Standards (IFRS) presents small and medium-sized
entities (SMEs) with a complex array of practical
challenges. As this analysis demonstrates, constra-
ints in resources, expertise, and support mechanis-
ms make the transition process far from seamless.
The inherent complexity of certain IFRS standards,
coupled with the significant cost of implementation,
can overburden SMEs with limited financial me-
ans and personnel. The time-consuming nature of
IFRS reporting frequently disrupts regular business
operations, while informal record-keeping practices
and scarce external guidance further complicate the
journey for smaller enterprises.

Despite these hurdles, it is crucial to recognize
the potential benefits of IFRS for SMEs. Standar-
dized, high-quality financial reporting can enhan-
ce transparency, attract investors, and improve de-
cision-making. Yet, to fully realize these benefits,
policymakers, professional accounting bodies, and
other stakeholders must acknowledge the unique
circumstances SMEs operate within. A 'one size fits
all' approach to IFRS implementation risks leaving
SMEs behind, hindering their growth potential and
contribution to global economies.

The development of IFRS for SMEs represents

a positive step in addressing some of the challen-
ges identified. This simplified version of IFRS aims
to reduce the reporting burden while preserving the
core principles necessary for reliable financial state-
ments. However, successful adoption of even simp-
lified standards necessitates broader support initiati-
ves. Government-funded training programs tailored
to SME needs, low-cost guidance materials develo-
ped by professional bodies, and dedicated helplines
or mentorship programs could empower SMEs to
navigate the intricacies of IFRS with greater ease.

Furthermore, it may be beneficial to explore hyb-
rid reporting models within certain jurisdictions.
Such models could allow SMEs to choose between
full IFRS and a locally-tailored standard that combi-
nes elements of IFRS with less complex accounting
principles. This flexibility could offer a stepping sto-
ne for SMEs seeking to gradually build their IFRS
capabilities over time.

Ultimately, a successful transition to IFRS wit-
hin the SME sector requires a collaborative effort.
Policymakers must design incentives and support
frameworks that consider the realities of smaller
enterprises. Professional bodies bear the responsibi-
lity of disseminating knowledge and practical tools
specifically designed for SMEs. Auditors need to
adapt their approaches, providing cost-effective and
SME-focused services. By recognizing the practical
difficulties discussed in this article and implemen-
ting multifaceted solutions, it is possible to create a
more enabling environment for SMEs to harness the
benefits of IFRS, fostering their growth, competiti-
veness, and long-term sustainability.
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SUMMARY

International Financial Reporting Standards
(IFRS) offer a potential path toward greater trans-
parency and comparability for small and medi-
um-sized entities (SMEs). However, the transition
to I[FRS can be fraught with practical difficulties for
businesses operating with limited resources. This
article analyzes the key challenges faced by SMEs
during IFRS implementation, including the comp-
lexity of the standards, cost of implementation, lack
of internal resources, inadequate record-keeping
practices, and limited external support. Through
an examination of these challenges, the article hi-
ghlights the unique circumstances of SMEs and the
need for tailored solutions and support mechanisms
to facilitate successful IFRS adoption within this vi-
tal economic sector.

Key words: [International Financial Reporting
Standards (IFRS), Small and Medium-sized enti-
ties (SMEs), practical difficulties, complexity of the
standards, cost of implementation.
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XULASO
Maliyys Hesabatlarinin Beynolxalq Standartla-
r1 (MHBS) kigik vo orta miiassisolor (KOB) {iciin
daha boyiik soffafliq vo miigayisaliliyo dogru po-
tensial yol toklif edir. Bununla belo, mahdud resurs-
larla faaliyyot gdstoran miiassiselor MHBS-9 kecid
zamani praktiki ¢otinliklorlo iizlago bilor. Bu moqalo

standartlarin miirokkobliyi, standartlarin totbigino
lazim olan sormaya, daxili resurslarin ¢atismazli-
g1, geyri-adekvat ugotun aparilmasi tocriibalori vo
mohdud konar dostok daxil olmaqla, MHBS-nin
totbiqi zaman1 KOB-larin iizlogdiyi praktiki ¢otin-
liklari tohlil edir. Bu problemlarin tadqiqi vasitasila
mogqalo KOB-larin unikal soraitlorini vo bu miithiim
iqtisadi sektorda MHBS-nin ugurla gobulunu asan-
lagdirmaq {i¢iin uygunlagdirilmis hoallor vo dostok
mexanizmloring ehtiyacini vurgulayir.

Acar sozlor: Maliyya Hesabatlarimin Beynalxalg
Standartlart (MHBS), Kig¢ik va Orta Miiassisalor
(KOB), praktiki ¢atinliklor, standartlarin miirakkab-
liyi, tatbiga lazim olan sarmaya.

MNPAKTUYECKHUE ITPOBJIEMbI
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CPEJHUX ITPEAIIPUATUAX
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A3zepoainioxncanckoii Pecnyonuku
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PE3IOME

MexayHapoaHble CTaHAAapThl (PUHAHCOBOM OT-
yeTHOCTH (MC®O) OTKpBIBAIOT MOTEHIHUAIBHBIN
MyTh K OOJBIIEH MPO3PayHOCTH U COOCTABUMOCTHU
JUtst MautbIX ¥ cpeaaux npennpustait (MCIT). Ogna-
KO MPEANPUATHS, padOoTaoIUe C OTPAaHMYEHHBIMU
pecypcamu, MOTYT CTOJIKHYTHCSI C MPAKTUUYECKUMU
TpyaHocTamu npu nepexoge Ha MC®PO. B nanHoi
CTaThe aHAIM3HPYIOTCS MPAKTHYECKUE MPOOIIEMBI,
C KOTOPBIMH CTAJIKUBAIOTCS MPEANPUITHS MaJlo-
ro u cpenHero 6usneca npu BHenpeHuu MCOO,
BKJIFOUYAsl CJIO)KHOCTh CTaHJIaPTOB, NHBECTULMH, HE-
00XoMMbIe AJs1 BHEAPEHUS! CTAaHAapTOB, HEXBATKY
BHYTPEHHUX PECYpPCOB, HEAJCKBATHYIO MPAKTHKY
OyXTaJlTepCKOrO yueTa ¥ OTPaHUYEHHYIO BHEITHIOO
NOJICPKKY. AHAIM3UPYS 3TU MPOOJIEMBI, B JIOKY-
MEHTE TMOAYEPKUBAIOTCS YHHUKAIbHBIE OOCTOSATENb-
ctBa MCII u HEOOXOAMMOCTh B WHAMBHUIYAITbHBIX
pelIeHUsIX W MEXaHU3Max TMOJAEPKKH, CIOCO0-
CTBYIOIIMX ycremHoMy BHenpennto MCDO B 3Tom
BaKHOM CEKTOpPE SKOHOMHUKH.

KuroueBsblie cioBa: Mescoynapoonvie Cmanoap-
mot Qunancosou Omuemnocmu (MCPO), Manvie
u Cpeonue Ilpeonpuamus (MCII), npakmuueckue
npoobneMvl, CLONCHOCMb CMAHOAPMO8, UHBECTU-
yuu, Heobxooumble OJisl HEOPEHUsL.
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