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Abstract

This thesis describes a simple technique of consolidation and reporting of Russian finan-
cial information for international users of accounting information. This thesis is also con-
cerned with the recent changes in Russian accounting. The nature of the topic necessi-
tates examination of a legislative change (i.e. the ongoing accounting reform) and an eco-
nomic change (i.e. Russian financial crisis) as factors influencing Russian accounting.

Inflation accounting and financial crisis are covered due to their significant influ-
ence on the requirements for the financial information. Furthermore, the unique re-
cording methods of certain transactions necessitate a further examination of the account-

ing system down to bookkeeping entry level.

Keywords: Russian accounting, Balance sheet, Income statement, Inflation, Cur-

rency rate, Currency crisis, Performance measurement, New chart of accounts.
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1 INTRODUCTION

After the collapse of the former Soviet Union®, Russia faced a great challenge to implement a
market economy model to replace the socialistic system. One of the most distinctive charac-
teristics in this development was a violent pursuit of free trade and free market economy.
When the time of socialistic government was over, Russia became an attractive target region

for many foreign importers.

Protecting it’s own struggling production Russian government implemented many barriers to
foreign products in terms of tolls and taxes. In answer to this development, western compa-
nies opened affiliates, representative offices and joint ventures in Russia. The main purposes
of these entities are to utilise their competence, to capitalize on the cost-effective local re-
sources and to compete in local markets. Operating in Russian markets requires knowledge of
the local legislation, regulations and general business conduct. Most of the difficulties en-
countered are of an admunistrative nature, but in the longer run, there might be many other
things to be considered, e.g. organised crime, acquiring the right human resources, avoiding
undesirable business relations, etc. When the unit has been fully established the administrative
difficulties are usually of a financial nature, relating to accounting and especially taxation.
Studying accounting and taxation will help to overcome most of those administrative difficul-
ties in the long run, whereas most of the informal difficulties have to be processed when they

emerge.

Goal of this thesis is to describe a simple technique of consolidation and reporting of Russian
financial information for international users of accounting information. In international ac-
counting, country differences are addressed through harmonisation of the accounting systems,
and therefore this thesis is also concerned with the recent changes in Russian accounting.
The nature of this topic necessitates examination of a legislative change (i.e. the ongoing ac-
counting reform) and an economic change (i.e. Russian financial crisis) as factors influencing
Russian accounting. Furthermore, unique recording methods of certain transactions necessi-

tate a further examination of the accounting system down to bookkeeping entry level.

1 . . . .
Commonwealth of Independent States (CIS) replaced Soviet Union on Dec 8. 1991. CIS is an alli-

ance of 12 of the 15 former Republics of the Soviet Union (Armenia, Azerbaijan, Belarus, Georgia,

Kazakhstan, Kirghizia, Moldova, Russia, Tajikistan, Turkmenistan, Ukraine, and Uzbekistan).



2 INTRODUCTION TO RUSSTAN ACCOUNTING

Russian accounting system is a heritage from the socialistic era of the Soviet Union.
The ongoing accounting reform is approximately halfway through, and there exists
numerous features from the old system that still govern the accounting practice. Pur-
pose of this chapter is to introduce the reader to the current Russian accounting sy s-
tem, its position in the field of international accounting, and to demonstrate the his-
torical implications, which the former Soviet accounting system imposes on the cur-

rent Russian accounting system.

2.1 Russian accounting in a framework of international accounting

In a global comparison, one could expect to find the most similarities between Russian ac-
counting and accounting in other former communist countries (i.e. East European countries).
Based on the fact that two countries used to share the same political ideology (i.e. commu-
nism) it might deem logical to draw an analogy between the accounting systems in those two
countries. However, the fall of Communism initiated a sequence of rapid and rather profound
changes that led the development of these formerly communistic accounting systems in to
their own separate paths. According to Richard (see Walton, P., Haller, A. & Raffournier, B.
1998, 320), “Despite of coming from a same mould, they are now, ... very different ”. In order
to give a global perspective to the Russian accounting it is more constructive to compare Rus-
sian accounting with accounting in traditionally capitalistic countries rather than to compare it
with the former socialistic countries whose accounting practises differ from each other mainly
due very recent events and partially coincidental (Walton et al. 1998, 320) influences. There-
fore, we will proceed to compare the characteristics of Russian accounting with characteristics
of countries that represent either Continental European accounting systems (e.g. France, Italy,

or Germany) or Anglo-Saxon accounting systems (e.g. U.S. or UK)).

When discussing the specific characteristics of Russian financial accounting one must not
overlook the influence of taxation. Russia 1s a country that has faced harsh economic realities
throughout the whole of its post soviet existence. The poor economic situation has made taxa-

tion one of the fundamental questions in the Russian economy. According to Walton (1998,



6), the influence of taxation on financial accounting arises in those countries where the finan-
cial accounting income is the direct base for the computation of income tax. In Russian taxa-
tion the base for the income tax computation is the profit or the loss of the year appearing in
the balance sheet (for example, Walton 1998, 308). Therefore, Russia can be categorized be-
longing into those countries that have an accounting system that is strongly influenced by
taxation and in this sense similar to e.g. Italy. According to Zambon (see Walton et al. 1998,

181), “Italian accounting is regarded as law-based, tax-driven, ...and, as such, conservatively

biased”.

In terms of mechanisms of regulation (Walton et al. 1998, 6) as a variable explaining national
differences of accounting practice, Russian accounting system is rather similar to Continental
European accounting systems. For example, French accounting regulations are controlled by
Ministry of the Economy, Finance and Industry, similar to Russian accounting regulations,
which are controlled by the Russian Ministry of Finance. Further congruencies to the French
accounting system can be found in the nature and the scope of the rules. Similarity of the na-
ture of the rules is most lucidly conveyed in the likeness of the statutory chart of accounts that
both of these accounting systems are build on, but also in the fact that both accounting sys-
tems include measurement and disclosure rules in their accounting standards. That is to say
that the rules are rigorous in both countries. The scope of the rules relates to the nature of the
rules and indicates how unanimously those rules apply. In Russia the existing disclosure rules
apply to all companies, contrary to say, US, where the disclosure rules apply automatically to

the limited liability companies (Walton et al. 1998, 7).

Further description of the Russian accounting system can be done via a classification of the
legal system, which Nobes and Parker (1995, 12) categorize into two groups; one based on a
common law and another based on a codified Roman law. Russian legal system is a typical
system of codified Roman law, where the purpose of legislation is to establish detailed rules,
and therefore the rules of financial accounting form the doctrine of financial accounting. Con-
trary to a codified Roman law, a common Iaw is described as less abstract law that seeks to
provide an answer to a specific case rather than formulate a general rule for the future (Nobes
& Parker 1995, 12). In this categorization Russia belongs to the category of a codified Roman
law countries, like for example, France, Italy and Germany, i.e. opposite to the common law

countries like United Kingdom or United States.



Among those factors that shape the national accounting systems is also the role of providers
of finance. The role of state in financing the corporate word determines the need for transpar-
ency in financial information; in those economies where capital is providéd by the state or by
banks, transparency is less sought-after than in those countries where ﬁnanbe is traditionally
acquired from the public markets, because public companies must satisfy markets’ informa-
tion need in order to attract financiers. Russian companies have traditionally received their
finance from the government either straight or through government owned banks, and the
privatisation of the governmental companies did not increase the amount of shareholders ap-

preciably, but shifted the ownership to “tycoons”.

Figure 1 Russia ameng 14 other developed countries, hypotethical dlassification of measurement practices.
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Based on the comparisons on the previous paragraphs, Figurel” illustrates the position of Rus-
stan accounting system in a family tree classification presented by Walton et al. (1998, 23)
Tested hypothetical classification of measurement practices of listed companies in 14 devel-
oped countries (see Nobes & Parker 1995, 71). The original classification is thus hypothetical,
where the labels in the branching points are described as “short-hand’ (Nobes & Parker 1995,
71) used to describe the attributes of the members of the accounting systems below them; ac-
tual outcome of this hierarchy is the grouping of the countries. Under this particular hierarchy

Russia must be positioned to the group of tax-based accounting systems.

Finally, one of the most distinctive forces influencing the form of Russian financial account-

2 Altered from Walton et al. (1998, 24, Figure 1.4) Tested hypothetical classification of measurement



ing must have been the financial crisis of fall 1998. A significant correlation between the fi-
nancial crisis and legislative measures is impossible to state based on the promulgation dates
of new accounting laws, because there is no information about the duration of the planning
period, but a conclusion supporting a correlation between -the financial ’cris_is and legislative
measures might be drawn from the fact that only one of the existing standards was promul-

gated before the financial crisis.

2.2 Main characteristics of Soviet accounting

Accounting system in the former Soviet Union was designed to meet the requirements of a
centralized government and command economy (Keene 1997, 1). In the Soviet system the
ministry in charge of the relevant branch of industry dictated the amount of enterprise’s re-
sources usage, production volume, and the prices of the finished products. Therefore, primary
purpose of accounting was to provide information concerning production goals and consump-
tion of resources (Matilainen 1997, 28). Campbell (1963, 13) describes the demands of ac-
counting in the days of command economy as follows: “/n this situation it is necessary that
the enterprise accounting be designed to produce information in the form needed by the cen-
tral authorities. The concepts and categories used in the enterprise accounting must assimi-
late the planners’ concepts and categories” According to Makarov (1966) (see Walton, P...
et al. 1998, 296) the superior nature (in terms of control) of the Soviet accounting system
comes from a ‘regulatory unity’, which integrates accounting with operational and statistical
data. The regulatory unity is achieved by complying with a principle of the ‘unity of social-
istic calculation’. In this socialistic calculation he recognizes three sorts of calcula-
tions:

1. Operational calculations, which are calculations of physical quantities, hence
they are the governmental productivity calculations that measure weather
planned production quotas have been met,

2. Accounting calculations, which represent financial statements (i.e. the balance
sheet and the notes to the balance sheet), and

3. Statistical calculations, which represent the statistical balances that are re-

quired by the Governmental Comity of Statistics.

practices of listed companies in 14 developed countries.



Administrative bodies gathered the result of the socialistic calculation using highly detailed
reports, which the accountable filed four times in an accounting year. With the exception of
the “Operational calculations”, the accounting- and statistical caléulationé‘ have remained vir-
tually unchanged throughout the accounting reform. They are still pré-printed standard forms,
which Gorsky (2001, 1) describes as: “derives from the ‘form over substance’ principle”.
Most significant documents of the annual accounts (forms number 1 - 6)° are described in the
Order No.4 “The forms of the annual accounts of an organisation”, last promulgated in Janu-
ary 4™ 2000. The formal structure of the annual reports unquestionably decreases accountant’s
latitude to consider substance over form principle while preparing annual accounts. Reason
for this inflexibility concerning the annual reports is not solely in the accounting le g-
islation, but also in the lack of reform in the public authority that issues these pre-
printed forms. For example, the Governmental Comity of Statistics (GosKomStat) is
the sole authority that can alter the form of the statistics reports® As long as
GosKomStat operates in the soviet style of bureaucracy, the statistics reports will
remain mandatory, and they will most likely remain in their present fiscal form. It is
noteworthy, that the statistics reports are designed for data gathering, and therefore

the fiscal form can be justified by the data collection requirements.

Another distinctive feature of the socialistic system was that the state was the sole
proprietor of the means of production. Therefore, the government was the only sig-
nificant user of accounting information and the accountability relation existed only
between the accountable and the state. Against this background, the fiscal require-
ments imposed on Russian accounting do not seem so overwhelming; they are merely
a leftover from communistic version of user-oriented accounting. If one would imag-
ine a nation as a single large entity, it would be rather logical for the government
officials to prescribe a uniform chart of accounts to keep registration analogous, sin-
gle depreciation method with fixed percentages, and pre-printed annual reports to

ease the information collecting.

* The balance sheet, income statement, explanatory notes of the income statement, cash flow state-
ment, explanatory notes of the balance sheet, and the statement of capital usage.
* For a further description, see appendix 2.



2.2.1 Role of profit in Soviet accounting system

Campbell (1963, 172) describes the role of profit in Soviet accounting as follows: “In
the Soviet system the primary motivation of the managemenfazf the level of the enter-
prise is to fulfil assigned plan rather than earn the greatest possible profit”. Man-
agement’s lack of interest in seeking profit was totally rational because the planned
production quotas were measured by productivity (hence output, measured in units)
and the managerial performance was measured in ability to meet those production
quotas. On the governmental level there was no attention brought to the profitability
of the companies, because it was not important where the added value transferred
into the nation’s economy. The general idea was that when a unit works in a closed
system it has no influence to the system at large whether the unit is a cost efficient or
not. That is, when the added value cannot cross the state borders it will be automati-
cally allocated to the most cost effective unit. Campbell (1963, 13) defines the Soviet era
accounting profit as follows: “The Soviet enterprise has a profit, but the interpretation of this
profit differs from what it would be in the capitalist balance sheet because of the different
degree of autonomy which the enterprise has in disposing of it”. This profit Walton (1998,
301) describes as “revenue to the state’s capital”, which rather well explains Campbell’s no-
tion of the lack of autonomy in disposing the profit. Economising abundant resources (labour
and energy) was therefore pointless, because companies had no real authority regarding the

usage of earnings and because productivity was the key figure in performance evaluation.

It is also fair to say, that Russians have a history of undervaluing their depreciation percent-
ages. In the Soviet Union time their depreciation costs, as a percentage of gross national prod-
uct, was roughly 50% of the respective percentage in the U.S. The ratio between the percent-
ages strongly suggests that Soviet depreciation charges fell considerably short on covering the
cost of capital consumption. (Campbell 1963, 77). By undervaluing the depreciation percent-
ages, the state was able to show higher return on capital, which denoted among other things
higher GNP, therefore proving the Socialistic system more effective in respect to the capital

system.

Russian accounting system is gradually adjusted to the requirements of the market

economy. During the adjustment process this system is deemed to be a mixture of the



old and new system. A description by Gorsky (2001, 1) explains the current state of Rus-
sian accounting well: “The current accounting system of the Russian Federation follows the
Soviet path. It can hardly be any other way, considering that less than 10 years has passed
since the break-up of the USSR. Businesses should be aware that there is no compatibility
between Russian and any Western (U.S. GAAP, International Accounting Sfandards, or oth-
ers) accounting systems ‘. However, a reasonable level of compatibility can be achieved with
a careful analysis of the accounting material® and systematic reconstitution of the financial

statements.

2.3 Accounting reform

Russian accounting reform is explicitly aimed towards harmonisation of the Russian account-
ing system with International Accounting Standards. After the accounting reform, Russian
accounting is expected to respond better to the requirements of a market economy.
Therefore the logical way improve the accounting system is by means of adopting the
accounting practises of those countries that have proven success in acting as market econo-
mies. Most significantly, the accounting reform is expected to yield Russian Account-

ing Standards that should fully comply with the International Accounting Standards.

Soviet accounting practice rested on very different economic ideology than the eco-
nomic ideology that exists in the modern day Russia. Therefore, the accounting re-
form is a colossal process that requires years to complete. The latest timetable for the
accounting reform by Russian Ministry of Finance (hereinafter MinFin) expands the horizon
of a complete adaptation of an “IAS compatible accounting system” until the year 2010 JCAR
May/June 2001, 1). The second ambition of MinFin is to install accounting profession as an
active accounting regulator by the year 2010, which is a rather seminal reform in Russian ac-
counting in the sense that it would transfer further development of accounting standards from

MinFin to expert bodies.

The accounting reform itself can be considered a success, because the development has been
both continuous and well focused. As an alternative for a gradual reform, an introduction of

the entire new system at once would have caused an enormous change in the legislation. This

> Primarily nominal ledger.



kind of legislative turmoil might have had rather catastrophic consequences. However, the
deliberate accounting reform is viewed in a negative light mainly due to the bureaucratic ob-
stacles that unnecessarily stall the process. The Technical Assistance to the Commonwealth of
Independent States (TACIS®) describes the difficulties of the accounting reform as follows:
It is evident that the process of drafting and approving the new Russian standards and
commentaries is going to be long (because of the revision cycles), complex (due to the
overall complexity of the Russian bureaucratic structure) and contingent on the politi-
cal environment changes concerning the Accounting Reform in Russia’.
Numerous revision cycles are needed to ensure that the highly detailed accounting
standards are flawless, because those accounting standards are issued in a form of
accounting acts. The necessity of the thoroughgoing legal codex can be explained
with the Russian legal conception where “something is legal unless explicitly prohib-

ited by law®”.

The accounting reform is a vast topic; one that alone would have enough substance for entire
masters thesis. Therefore, this chapter might seem cursory, but the purpose is to demonstrate
the connection between the accounting reform and the interpretations one should make from
the Russian financial information. The harmonisation created by the accounting reform (i.e.
by the time the reform is completed) should bring Russian accounting so close to IAS that the
Russian financial statements would provide all the necessary information for consolidation

and reporting purposes to those reporting under IAS.

2.3.1 International influence

The accounting reform explicitly sets out to adopt accounting practises of existing
capitalistic countries thereby increasing harmony between Russian and international
accounting standards. This process of harmonisation began right after the collapse of
Soviet Union in numerous sectors of economy, including accounting. Russian ac-

counting started to develop towards internationally recognized concepts like the True

® TACIS is project funded by Buropean union, where KPMG and the UN Conference for Trade and
Development (UNCTAD) provide knowledge and expertise for Russian authorities regarding the ad-
aptation of the International Accounting Standards as a part of the accounting reform.

7 TACIS: Standards Development Process. http://www.tacis-accounting.rw/shema2.htm 3.11.2001.

® Honkanen, M., Widomski, S., Matinpalo, I. & Hultin, T. 1997, 121.
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and fair view concepﬁt9 trough changes in the accounting law. The federal statue “Fi-
nancial Statements of an Enterprise” dated 28" of November 1996 states the follow-
ng:
Accounting (reports) should give a reliable and full presentéﬁon of the organi-
sation’s capital and financial state and also about the ”ﬁnancial results of its
activities. Accounting is considered to be reliable when it is formulated and
composed in compliance with the law and the normative acts, regulating ac-

counting in the Russian Federation (MinFin order No 10, Point 3.3).

Although the law does not explicitly mention true and fair view concept, reliable and
full presentation should be close enough to be interpreted as a concept with the same
tenor. The earlier (March 20, 1992) edition of this same law does not mention reli-
able or full presentation, but states that the accounting reports must be based on the

accounting registries.

Two international organisations, the TACIS mentioned above, and ICAR'® (Interna-
tional Center for Accounting Reform) are strongly involved in Russian accounting re-
form with a purpose to unify the new Russian accounting standards with the Interna-

tional Accounting Standards.

TACIS is a programme with a purpose to provide general technical assistance in the devel-
opment of Russian accounting regulations. Their main objective is to introduce key IAS via
development of new Russian accounting standards'’. Their official aim is to present 10 new

standards, of which 2 are drafts and 5 are already revised at least once.

ICAR provides professional assistance to Russian official bodies engaged in the process of
developing new accounting rules based on International Accounting Standards (1IAS). ICAR
also aspires to disseminate IAS accounting standards by offering Russian translations of the

IAS standards and by holding seminars about the IAS standards. For those interested in Rus-

° BU, Fourth directive, article 2.3 “The annual accounts should give a true and fair view of
the companies assets, liabilities, financial position, and profit or loss”.

' JCAR was established by the European Bank for Reconstruction and Development (EBRD), Ameri-
can Chamber of Commerce, the German Business Association, the Foreign Investment Advisory
Council (FIAC) and the Institute of Professional Accountants (IPA).

" TACIS: Project objectives. http://www.tacis-accounting.r/info2.htm. 3.11.2001.



11

sian accounting reform, TACIS and ICAR are excellent sources of Russian accounting related

information, especially to those that prefer to have this information in English.

2.4 The purpose of accounting

The three main tasks of Russian accounting are (Koslova, Parashutin, Babzenko &

Galanina 1997, 38):

1.

Forming complete and reliable information of the organisation’s activities and
its financial standing, which is necessary to internal and external users of ac-
counting information.

Securing the information needed by external and internal users to control the
compliance with the laws of the Russian Federation limiting the financial ac-
tivity, appropriateness of that financial activity, and movements of cash, prop-
erty and liabilities.

Preventing the negative results as a result of the entity’s activities, and to de-

clare internal recourses safeguarding financial stability of the entity.

In the pursuit of those 3 tasks, the accounting should meet the following require-

mentsu:

1.

o B

Chronological accurateness.

Punctuality.

Reliability (documentation, inventory, evaluation and calculation).
Completeness of information gathering.

Continuity, it should be a constant presentation of the financial process.
Comparability between indicators in plans (prognoses) and in accounting re-
sults.

Economy of the accounting.

12 Lecture Notes: Accounting. p. 6.
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2.4.1 Russian accounting legislation

The formal basis of accounting is strictly defined in the statutes of the accounting
law" and in the accounting acts (a.k.a. Russian Accounting ’Standa'rds). Russian ac-
counting standards are published in a form of accounting acts, which means that
every new accounting standard augments the accounting legislation. The accounting
reform also necessitates some changes in the existing accounting acts and therefore
the legislation concerning accounting has been on a continuous state of change since

the beginning of the accounting reform program in Mach 1998 ',

2.4.2 Russian Accounting Standards

The accounting acts are confirmed by an order of the Russian Ministry of Finance
(MinFin). The following list contains those 14 standards that are thus far ( November
2001) legally valid. The notation on the list serves informati onal purposes, one truly
needs all that information to find the right document. Abbreviation PBU stands for
“Poloshenie Bukhgalterskomu Uchety”, which translates to an accounting act. For
Example, PBU1/98 is the 1% accounting act of year 1998. However, the document
containing the act is itemized with the MinFin order number (For Example, number
60m). This MinFin order number may correspond to a numerous orders, hence the
number of the accounting act is needed to select the individual order. With these cri-
teria one should be able to find a document, which contains the order in the begin-

ning, followed by the accounting act.

e Accounting policy - PBU 1/98 approved by MinFin Order Ne60n dated 9.12.98. Re-
vised in order Ne107 dated 30.11.99. Effective from 1 January 1999.

e Construction contracts - PBU 2/94 approved by MinFin Order Nel67 dated 20.12.94.
Effective from 1 January 1999

e Foreign currency denominated Assets and Liabilities - PBU 3/95 approved by MinFin
Order Ne50 dated 13.06.95, which came into effect on 1 July 1995

" Federal Law No.129 November 21, 1996 “On Accounting”.

" Decision of the government of the Russian federation no. 283 of march 6, 1998 ‘On the approval of
the programme for the reformation of accounting in accordance with the international standards of
financial reporting’
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 Financial statements - PBU 4/99 approved by MinFin Order Ne43u dated 06.07.99
Effective for financial statements covering 2000 and after

e Inventory - PBU 5/9 approved by MinFin Order Ne25s dated 15.06.98
Effective from 1 January 1999 , R

o Fixed assets accounting - PBU 6/0lapproved by MinFin Ordér Ne26n, dated
30.03.2001. Effective for financial statements covering 2001 and after

e Post Balance Sheet Events - PBU 7/98 approved by MinFin Order NeS6n dated
25.11.98. Effective from 1 January 1999

e Contingencies - PBU 8/98 approved by MinFin Order NeS57m dated 25.11.98
Effective from 1 January 1999

e Income of an Enterprise - PBU 9/99 approved by MinFin Order Ne321 dated 6.05.99.
Effective from 1 J anuary 2000.

e Expenses of an Enterprise - PBU 10/99 approved by MinFin Order, Ne33u dated
6.05.99. Effective from 1 January 2000

e Affiliated Party Information - PBU 11/2000 approved by MinFin Order, Ne5r dated
13.01.2000. Effective for financial statements of the year 2000

e Segment Information - PBU 12/2000 approved by MinFin Order, Nelln dated
27.01.2000. Effective for financial statements of the year 2000.

e Accounting for Government Assistance - PBU 13/2000 approved by MinFin Order,
Ne92n dated 16.10.2000. Effective from 1 January 2000.

e Accounting for intangible Assets - PBU 14/2000approved by MinFin Order, Ne9lg,
dated 16.10.2000. Effective from 1 January 2001.

The second standard (PBU 2/94) is effective at the moment but according to ICAR: “it should

be updated in accordance with the Russian Accounting Reform Program towards IAS 15

At the moment (September 2001) under revision are the following drafts **:
» Standard on Income
e Equity Standard
e Standard on Cash Flow

e Standard on Depreciation of Assets

" ICAR: http://www.icar.r/eng/page6.html. 18.08.2000.
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e Standard on Impairment of Assets

e Standard on Exchange Rate Differences

e Standard on Accounting for the Effect of Changing Prices
e Standard on Inflation Accounting |
e Standard on Interim Reporting

e Standard on Contingencies

The existing standards are predominantly concerned with reporting and information presenta-
tion technicalities, while the drafts that are under revision are more concerned with inflation,
quantifications, and cash flows. Most of these becoming standards, like the Standard on In-
come, are dealing with areas that are covered by the law on taxation, and therefore have a low
priority. Standards like the Standard on Depreciation of Assets are directly connected to cal-
culation of taxable income and not only inconsequential without respective changes in the tax
legislation but also under scrutiny due the implications that these standards have on collected
taxes. Standards on inflation accounting and accounting for the effects of changing prices
have a common dilemma concerning the information deficiency caused by lack of reliable
inflation indices. The IAS standard No 29 “Financial Reporting in Hyperinflationary Econo-
mies” provides the usage Consumer Price Index (CPI) as an indicator of the rate of inflation.
In the Russian case, usage of CPI as an indicator of inflation rate is not a feasible option,
namely because a reliable CPI is not available from the governmental organs, and therefore
introduction of a standard on inflation accounting based on the IAS 29 may wait for a reliable

measurement method of inflation rate.

' TACIS: hitp://www.tacis-accounting.ru/standards.htm. 20.08.2001
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2.4.3 Russian Accounting Law

Besides the existing accounting standards, financial accounting is regulated by the
following documents that structure the accounting legislation, that is to say, apart
from the standards:

1. The Federal Law “On Accounting'””

is the actual accounting law that defines the prin-
cipal concepts of accounting, such as the function of accounting, accounting documen-
tation, the responsibilities of the head accountant, content of annual accounts, etc.
These concepts are defined in general level, to be then defined in detail in the account-
ing acts (Article 5 clause 2.b).

2. The new chart of accounts (Confirmed on 31 October 2000, effective from 1* of Janu-
ary 2001) (Kamyzanov P.I,, A.P., & L.I. 2000, 393).

3. Notes on accounting in Russian market economy'®. This document describes the re-
quirements that a transition to the market economy sets to the accounting. Therefore, it
describes the “new” interests groups and their information needs. This document is not

compulsory in a way that it doesn’t take priority over any of the accounting laws or

acts 19

2.4.4 Annual and periodical accounts

In Russian accounting the periodical accounts are reported four times in a year, each
denoting an end of an accounting period. Each of these quarterly reports has the form
of a Russian balance sheet and therefore they are called a quarterly balance(s). The
fourth quarterly balance ends the accounting year; hence it 1s the annual balance.
Small companies have to also submit one statistical balance every quartile. Large

companies submit a statistical balance every month.

The balance sheet and all the supplements included into the balance have to be sub-

mitted to the governmental tax administration using the pre-printed official forms of

" N0.129-Fz of November 21, 1996, (Revised onJuly 23, 1998)
'S The presidential committee of Institute of professional accountants. 29 December 1997
" Notes on accounting in Russian market economy: Article 2 clause 3.
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corresponding governmental organ, for example, MinFin on the balance sheet, in-
come statement and the notes to the balance sheet (the supplements to the balance sheet
and income statement and explanatory notes are hereinafter referred to as the notes to the bal-

ance sheet).

The general directive concerning annual accounts is based on following documents:

1. Directive on annual accounts: “Financial Statements of an Enterprise”’(Minfin or-
der 43n), the second paragraph defines annual accounts as follows:

The financial statements include a balance sheet, income statement, their notes as

well as the auditor’s opinion that confirms reliability of financial statements of an

enterprise subject to compulsory audits under federal laws*’.

2. Annual accounts forms and directions of filling in these forms are defined in.
standard ”Of Annual Reporting Of An Organisation”(Minfin 1996, order No
97), which states the following:

The head accountant and the manager of the company must approve every
annual, and periodical account with their signatures, and these periodical
accounts must be delivered to the tax administration office personally, ex-
cluding statistical reports, which are issued to the Comity of Statistics.
Large companies and companies with foreign capital deliver their reports
to the central office, small companies without foreign capital use local of-

fices.

3. The publication of annual account information in a stock company: paragraph 1.2 of
the law “About The Publication Of The Annual Reports In A Listed Company” states:
The annual report is considered published in mass media, accessible for all the
stockholders of the company, if the publication has appeared even in one printed
periodical. This periodical can be defined in company’s regulations, or can be cho-

sen in a stockholders meeting. (MinFin 1996, No 101)

* ICAR translation at: http://www.icar.rw/eng/page6_4.html.
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4. Instructions of the consolidation of the annual accounts on concern companies
1s defined in the law “Of Methodological Recommendations Of Forming And Pre-
senting Consolidated Accounts”:

The consolidation has to be made if the parent has a coﬂtrpl over 50% of
the voting stock of the subsidiary company, or in limited partnership owns
no less than 50% of the first stock. Consolidation has to be made also if the
parent company can influence subsidiary’s decisions by contracts made be-
tween companies, or in some other way can influence subsidiary decision
making. The parent company has to include the information about the sub-
sidiary company in its annual accounts if it has a control over 20% of the
daughter’s voting stock, or over 20% of the first stock of a limited partne r-

ship (MinFin 1996, No 112, point 1.3.).

Russian accounting model is a so-called static balance sheet model, where the pri-
mary objective of the financial reporting is to portray the economic situation of the
company. Income computation is regarded merely as one stage of preparing the bal-
ance sheet. When the accounts are prepared correctly, the profit on the income stat e-
ment equals the balance on the profit and loss account. The profit and loss account
summarises the revenues and expenses and shows the profit or loss for the period as
a difference after deduction of depreciation and provisions. Whether the accounting
model is the main source of differences in the accounting systems could be discussed

in great detail to produce an entire chapter of additional argumentation.

When the accounts are closed the auditor inspects the disclosure, and then the true
purpose of the accounting is to verify the accuracy and rightfulness of the data given
in the reports. Also tax inspections are usual, which typically means that the ac-

countants prepare the accounts as if the tax inspection would be a certainty.

To categorise the general approach to an accounting theory, the vast majority of the
Russian accounting professionals seem to favour the Tax approach to accounting
theory. The Tax approach is defined in Accounting theory (Hendriksen, E., Van
Breda, M. 1991, 4.) as: “The approach favoured by many newcomers to accounting is

to ask what the Internal Revenue Service (IRS) has to say on the subject” It is note-
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worthy however, that the tax-approach is also law-driven, since the taxation regula-
tions have stronger legal force than the accounting law or the new accounting acts
(ICAR, Dec 1999, 1). The accountants primary concern 1s to minimize the tax burden
of the entity within the limits of the tax legislation. The ‘accouhﬁng legislation is
seen more as the guidelines to the technicalities of the accounting rprocedures and

representation of the data.
2.5 Statutory chart of accounts.

The chart of the accounts in Russian accounting has a legal form. Statutory chart of
accounts itemizes the main accounting accounts (also known as the accounts of the
first order). The chief accountant may freely set up and utilize any desired sub ac-
counts (the accounts of the second order) as long as they are related to the company’s
activities. Selection of sub accounts should target completeness and accuracy of the
accounting (Koslova et al. 1997, 29). An account of the first order can be added to the
chart of accounts only with a prior approval of the Ministry of Finance ( Kamyzanov et

al. 2000, 22)

The method of denoting the accounts has a numbering system, where a main account
has a 2 digit number, followed by a one or two digit number denoting the sub ac-

count, divided using a dot (.).

A new chart of accounts was introduced in October 2000 and it has been valid since
January 1% 2001. The changes brought by the transition to new chart of accounts are
explained in the context account categories. Previous chart of accounts contained 9

main categories while the new chart of accounts contains 8 categories.

The basic form of the chart of the accounts has the following s tructure®":
1. Fixed capital and other long-term investments {accounts from 01 to 08). They
include tangible assets, such as buildings, machinery, equipment, transporta-
tion equipment etc. and their deprecations. They also include intangible as-

sets, their amortisation, increases in capital, and tangible assets under instal-

*! See appendix No 5 for the new chart of the accounts.
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lation. A peculiarity is the attention to the life stock, apparently for collective
farming purpéses. The account 6 (long term financial assets) of the old chart
of account will be terminated when converting to the new chart of accounts.
The balance from the account 6 will be entered to the account 58 (financial
assets) (Sizov 2001, 81). '

2. Current assets (accounts 10 - 19). Includes raw materials, supplies and VAT
items (account 19). In the old chart of accounts existed a concept of MBP
item, which is an item of small price, and/or short time of usage. MBP is an
abbreviation for Russian words of “cheap and fast consumable”. An MBP
item can be written off 50 % at the moment of deployment and 50 % w hen it
has been used completely. When converting to the new chart of accounts the
value of those MBP items will be transferred to the account 10, sub account 9
(i.e. 10.9), because the accounts for the MBP items cease to exist.

3. Production expenses (accounts 20 - 39). Includes those expense accounts that
are included into the production value. Accounts for components completed
(account 21) and account for recognition of partially completed projects (ac-
count 36 in the old chart of accounts, 46 in the new chart) indicates the status
of the production batch, which is vital for calculating production values for
batches. Release of completed production is an account that is used to indi-
cate product movement to the stock.

4. Finished products, goods and sales (accounts 40-49). Including expense ac-
counts, which are included into the production value. Here the accounts are
primarily due to a selling of the finished products and whether they can be
accounted to be a part of the production value has to be decided according to
the rules of calculating the production value®”. With a new chart of accounts,
4 accounts from this group will cease to exist and one new account will be
created. The account 44 will get a new name, “Sales expenses”, and it will
consist of accounts 43 and 44 of the old chart of accounts. Account 46 will be

th

changed to 90 “Sales”; hence it will be transferred to the 8 group. Account

36 from the previous group will then occupy the place of 46 in the new chart.
The two other realization accounts (47 and 48) will be also moved to the 8"

group under the account 91 “Other income and expense”(Sizov 2001, 130-135).

* For a detailed description of the calculation of the production value, see paragraph 2.9.
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5. Monetary reserves (accounts 50 - 59). This group includes cash money (rou-
bles and foreign currencies) and money in bank accounts or in other financi al
institutions. Usually a company needs minimum of three bank accounts, one
for Russian currency, one for foreign currency. and one for the exchange o p-
erations. The third account, which is needed for the exchangé operations, is
for the monetary items that are on the way from the rouble account to the cur-
rency account or vs. (account 57) which can be translated as “transactions en
route”. The account 57 is needed for accrual accounting purposes due the
large volume of monetary flows between the currency account and rouble ac-
count and the lengthy duration of the currency transactions. In the 5% group
the change into the new chart of accounts causes the account 56 "Monetary
documenté” to become a sub account 3 of the account 50, hence 50.3 "Mon e‘-
tary documents”. Account 58 will have a change of name from Short-term fi-
nancial assets to financial assets, and the sub account 2 will become the sub
account 3 of the account 55.

6. Payable/receivable accounts (accounts 60 - 79) include trade payables and
receivables, prepaid taxes, unpaid taxes and social security. In the new chart
of accounts the account 76 “Accounts with creditors and debtors” will com-
bine 5 accounts from the old chart. In addition to current/old 76, it will con-
sist of accounts: 63(which will become sub account 1), 65 (which will be-
come sub account2), 77, and 78. The account 61 will be closed to the account
60, and account 64 to account 62. The account 67 will melt into account 68.

7. Capital and reserves® (accounts 80 - 89); includes basic capital items, and
Russian peculiarity, the funds for social expenses, consumption and cumulat-
ing of profit. In this group the change to the new chart of accounts will cause
numerous changes: accounts 80 and 81 will be combined to account 99 that
belongs to the next group. Also the account 82 will be terminated, and its sub
account 1 will go to the account 63 and sub account 2 to the account 59. The
account 89 will become account 96 of the next group.

8. Financial result (accounts 90 - 99) includes gains and loses, differences in

rates, differences in amounts, and usage of gains (e.g. tax on gains). In this

* Previously 2 groups: Financial result (accounts 80- 84) and Capital & reserves (accounts 85
- 89).
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the group the accounts 90 trough 95 of the old chart of accounts will be ter-
minated to accounts 66 “Short-term credit and loans” and 67 “Long-term
credit and loans” depending on their maturity. Account 96 will become ac-

count 6.

There are some accounts in the Russian accounting chart that have a 3 digit numbering, and
are called “Non balance sheet accounts”, or “Outside of the balance sheet accounts”. These
accounts are used for recording of assets that are under company’s control but are not actual
property of the company. They include e.g. rented production equipment, valuables taken for
safekeeping, products in rework (warranty), items of commission trade, equipment awaiting
mounting, etc. Entries to these accounts are entered as a single entry. Change to the group of
“non-balance sheet accounts” due the new chart of accounts will deliver on new account 010
“Depreciation of basic capital”, which will combine old accounts 014 and 015. Fur-

thermore account number 021 will be numbered as 011.

Accounts are also divided into syntactic and analytic accounts. Analytic accounts are
accounts to which are usually used for accounting entries. Syntactic accounts are the
accounts used to compile closing balances from the analytical accounts. Main ac-
counts are very often syntactic accounts. A sub account can be either syntactic or
analytic. Syntactic accounts are seldom used to record accounting entries apart from

certain financial transactions that are recorded directly to the profit/loss account.

For example the account No 02, “Depreciation of Property” can have the following
sub accounts:

02.1 “Depreciation of Property”

02.2 “Depreciation of Long-term leased property”

02.3 “Depreciation of leased property”
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2.6 Recording of the accounting entries

The recording of the accounting entries is done using causal double entry bookkee p-
ing. There is as clear logic to the accounting entries as in any system of causal dou-
ble entry bookkeeping. Therefore, we will concentrate on those recording rules that
characterize the Russian accounting. Following examples are illustrated by T ac-
counts in appendix number 1. For practical reasons, we will use the new chart of ac-

counts for this example (example from Matilainen 1997, 42-43).

Purchase of material and a payment from the current account must be one of the very basic
accounting entries (Entry 1). Material is recorded to the stock on accrual basis (Entry 2). At
this point the VAT is separated from the price of the batch (Entry 3). Finally, the purchase

price is recorded into an expense account when the material is deployed (Entry 4).

Entry 1  Per 60 “Accounts with suppliers” an 51 “Bank account”

Entry2  Per 10 “Materials” an 60 “Accounts with suppliers”
Entry3  Per  19.3 “VAT on materials” an 60 “Accounts with suppliers”
Entry4  Per 20 “Main production” an 10 “Materials”

A more interesting operation is the recording of the accounting entries when a production
batch has reached the end of a production cycle because then the value of a single product is
determined the first time and the corresponding expenses are activated. For moving the fin-
ished products from the production process to current assets, it is possible to use or not to use
cards to define the content of the production batch. These cards contain the information of
ra§v materials and other components used to create the batch. This is a very Russian system,
which can be avoided by using a Computerised accounting system. When using a computer-
ised system, a list of the finished products and their movements between storage facilities has

to be formed on a monthly basis.

In the second operation the finished production is first moved the to the stock with
its estimated production value. The realised production value is greater than the es-

timated production value. Therefore, at the end of the month a corrective entry is



23
made to adjust the difference to the sales account.

Entry 5 per 43 “Finished products” an 40 “Release of production”
Entry 6 per 40 “Release of production” an 20 “Basic production”
Entry 7 per  90/40 "Release of production” an 40/90 “Realisation of products

On entry 5 the batch is moved from account 40 to account 43, hence, from produ c-
tion to the stock, at the estimated production value. In case of retail type of business,
account 43 is replaced by account 41 “Goods”. If the batch is been sold straight out-

side of the company, the used account is 90 “Realisation of products”.

On entry 6 we enter the actual production value. Account 20 belongs to the produc-
tion expenses group, so here the actual production value causes expenditure to the
company’s books. So far the expenditure has been only in accounts that have no ef-
fect to the financial result. This method of expenditure recognition causes a timing
difference, which has to be corrected, if one wishes to apply accrual accounting rules

to Russian accounting entries.

On entry 7 the difference (that may also be negative) is entered to the sales account, because
the product will go to the sales division with the estimated production value. After the opera-

tion the account 40 is closed.

To close up the simple cycle of one batch in the entity, one more operation should be
made in which we record the sale of the batch. For a sale, 5 entries are required. First
of those entries is to sell the product on credit, so that we have to record a sales re-
ceivable (entry 8). Then we have to record the VAT of the sold production (entry 9)
and the production expenditure from account 43 to the sales account 90 (entry 10).
When the customer has paid the sales receivable, the payment can be recorded to the
receivables account (62) and the account can be closed (entry 11). The taxable profit
resulting from this sale is the remaining balance on account 90,which is then re-

corded to the Gains and losses account No 99 (entry 12).



24

Entry 8  per 62 “Accounts with clients” an 90 “Realisation of products”
Entry 9 per 90 “Realisation of products” an  68.5 “Payments to the budget”
Entry 10 per 90 “Realisation of products” an 43 “Finished production”

Entry 11  per 51 “Bank account” an 62 “Accounts with clients”

Entry 12 per 90 “Realisation of products” an 99 “Profit/loss”

A written presentation of the Russian bookkeeping system might deem complicated,
albeit there is a very clear logic to the Russian bookkeeping system. The fact that the produc-
tion value plays an extensive role in Russian accounting does not change the basic rules of
accounting entries. Therefore, usage of accounting material as a data source results a straight-
forward and above all more precise method of corrective calculations than what is attainable

on the basis of mere annual accounts.

2.7 Depreciation

In Russian accounting the depreciation is calculated monthly. Every month the accountant
performs a depreciation of 1/12 of the yearly norm to the balance sheet value of the item
(Bezrukih, P.S. 1996, 84). The percentages, which follow the norm, can be found from gov-
ernment resolution number 1072. For example, for a building there exists seven different de-
preciation percentages, ranging from 0.4 up to 10.0 per cent depending on the buildings con-
struction materials, number of floors, purpose of usage, and so on. A typical depreciation per-
centage for a production facility would be 1.2 per cent. The bigger percentages are for build-
ings that are seldom used as 2 production facility, e.g. cottages made out of wood (5%). The
smallest percentages are for apartment buildings (if the building has above 25 floors the per-
centage is 0.4%)*. So, if we have a factory, which falls into the category of 1.2 % deprecia-
tion, it would takes us (100/1.2) 84 years to convert the acquisition price into a cost. The de-
preciation must be calculated from the acquisition price of the item, which is in Russian ac-
counting quoted as the balance sheet value of the item. It 1s noteworthy that the depreciation
account 02 should have sub-accounts that are classified according the types of assets (Sizov,
A.J. 2001, 16). The balances on these depreciation accounts are deducted from the balance

sheet value of the assets in the closing of the accounts. However, the assets are carried for-

** The percentages are what Russian ministry of finance had confirmed for the year 1999.
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ward with their original nominal value, as well as the cumulative amount of the depreciation,

hence, the depreciation is kept apart from the asset.

Planned depreciation methods:

There is a concept of planned depreciation known in the Russian accounting system, but for
taxation purposes it does not apply, and therefore it is seldom used. The planned depreciation
is limited to the double depreciation®. In other words, if the depreciation standard is 4 per
cent the depreciation maximum is 8 per cent, but the effect of the additional 4 per cent has to
be eliminated from the final result in the tax report. The elimination is applied simply by a
corrective entry, after which the profit tax and the tax on assets can be quantified on the same

basis, as would the standard depreciation result.

According to the government statute 6/97 (effective from January 1% 1998) (Kamyzanov et al.
2000, 507), other possible methods of planned depreciation are as follows (Matilainen, T.
1998, 4):
* Linear depreciation on the basis of the original acquisition price distributed through
the time of economic usage.
e Declining depreciation, where the basis for the depreciation is the balance sheet value
at the beginning of the accounting period.
» Straight-line depreciation on the basis of the original acquisition price.

¢ Substance depreciation, according to usage.

In all depreciation methods, the actual write-off must be performed for current month on the
first day of the consecutive month at 1/12th of the yearly amount (Bezrukih, P.S.1996, 84).
Among Russian accounting professionals the reluctance to use planned depreciation methods

1s due the extra work and the absence of any taxation advantage.

* Kovalev, V.V. & Patrov, V.V. 1998, 45 and Kamyzanov P.I., A.P. & L.1. 2000, 59.
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2.8 Cost accounting

The most underdeveloped part of the Russian accounting system is, without doubt,
their cost accounting system. The development of cost accouiiting has been left with-
out attention during the long years of systematic planning  of the nations economy.
The cost accounting method used in Russia is a production value system. Concept of
production value means the total value of expenses used in production, such as natu-
ral resources, raw materials, energy sources, assets, labour, and other expenses con-
sumed in sales and production (Kamyzanov et al. 2000, 112). Those costs that are not
in any way connected to the production process have to be recorded straight to the
profit/loss account (Sizov, A.J. 2001, 148), such as, penalties of delayed payments,
fines, and other sanctions. The exclusion of the overhead expenses is one of the re a-
sons why the income statement usually presents a higher profit from the financial
period than what it would be if made following western accounting standards (e.g.

IAS). The income statement”® is one supplement of the balance sheet.

The following list those items that are permitted into the production value by the
Ministry of Finance (Matilainen. 1997, 48).
1. Direct production- and sales expenses.
Production supervising costs.
Product development and marketing (within certain limits).
Production process maintenance.
Customary costs of safeguarding and protecting employee’s safety.
Administration of Production.

Overtime compensations, yearly- and other leave compensations, etc.

I I

Payments made to governmental social-, pension and unemployment funds.
9. Mandatory expenses on employee healthcare.

10. Mandatory insurance.

11. Deprecations on non-financial assets.

12. Depreciation on intangible assets.

%% Calculation of gains and losses (Omuem o npubuinax u y6eimxax).
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2.9 Calculation of the production value

Production value is a cost per unit that is calculated from the total costs for each
production batch separately when the product is finished. The finished products are
transferred to the stock using account “Release of the production”, which is the num-
ber 37 in the old chart of accounts and the number 40 in the new chart of accounts.
The counter account for Release of production is “Finished goods”, which is number
40 in the old chart of accounts and 43 in the new chart of accounts. This transacti on
1s entered to the books with the average production value of the batch in que stion.
This implies that the expenses in sales, advertising, freight etc. should increase the

production value before calculating the taxable gains.

Quantification of production value is defined in the Russian Government statues No

552 dated 05.08.1992 and No 661 dated 01.07.1995:

To the production value (labour, service) the enterprise includes expenditure,
connected to the usage of surrounding resources in production process, raw
material, material, fuel, energy, assets, labour resources and other costs of ac-

quiring and realisation of these resources. (Koslova et al. 1997, 255).

For the actual valuation of the production batch value it is possible to use two alter-
native methods. Either the actual production value or estimated (normative, planned)
production value. Actual production value is in practice very seldom used (some-
times in mass production), because it would require pricing of each batch separately,

or the batches would have to be totally identical (Bezrukih, P.S.1996, 84).

As was said earlier, some expenses are regrouped into those that belong to the pro-
duction value and those that don’t. Administrative expenses, unless they result from
the general administration, are not a part of the production value and they must be
recorded to the gains and losses account. The consequence of this procedure is that
the administrative expenses actually increase the written value of the enterprise in-
stead of decreasing the taxable income. Payments due to breaking a contract or fail-

ing to fill all the terms e.g. court expenses, fines, penalties based on contract or any
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sanctions of this nature are not included into the production value. Sanctions are re-
corded to account number 80 in the old chart of accounts, 99 in the new chart of ac-

counts, and to the sub accounts accordingly (Baryznikov 1998, 409).

Some of the expenses decrease the amount of the unrestricted equity, and therefore
are excluded from the production value. These expenses are considered to stay under
enterprise control e.g. financing science, technology and innovation projects, techn o-
logical work and costs of selling stocks, obligations, bonds or other financial instru-

ments.

Whether an expense is a part of the product’s production value must be determined
case by case, unless it can be directly traced to the production batch or to one unit of
the production (Kamyzanov et al. 2000, 118). All those non-direct costs that can be
seen as a contributor to the production value must be somehow allocated to the cor-
responding batches. The costs are divided first into the analytic accounts on the re-
cording phase, and then divided among basic production, service functions and man-
agement of services. For service functions and their management, the costs are
counted separately by the content and usage of machine hours and equipment, divi-
sion level management expenses (general production costs) and enterprise level man-

agement expenses (general management costs) (Kamyzanov et al. 2000, 118).

2.10 Calculation of the profit

When a product is sold, production value of the sold product is entered to the credit
side of the account “Realisation of production”, which is the account number 46 in
the old chart of accounts and number 90 in the new chart of accounts. Income result-
ing from this transaction is entered to the debit side of the “Realisation of produc-
tion”. The profit of the single operation is therefore the balance on the realisation
account, which is ultimately recorded to the Wins and losses account number 80. The
realisation account is closed monthly, and the expenditure collected to this account is
matched against sold production of the month. Exception is the transportation costs
and the interest costs on loan capital, which are assigned to the entire production
batch. Therefore, if there is unsold production at the end of the month, the r emaining

part receives a proportional part of these costs. As an example, the division of these costs



might be the following (Bezrukih 1996, 427.):

L.

| I - S N\

Transportation and interest expenses of

the unsold production of the pervious month

. This month’s transportation and interest expenses
. This month’s realised sales
. Leftover production in sales prices

. The amount of these expenses from this month’s

production [100%(900+5100) / (308000+90500)] %

. The amount of expenses being transferred to the

following month (1.52*%90500/100)

. The portion of the expenditure of this month’s

production (900+5100-1376)
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900
5100
308000
90500
1.52

1376

4624

All the other expenditure belonging to the production value is valued with its full cost. Tax-

able income (i.e. the basis for the profit tax) results when all expenditure belonging to the

production value is deducted from the turnover, unless one chooses to issue dividends, which

are profit tax reducible.
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3 ADJUSTMENTS TO THE ANNUAL REPORTING

Compulsory accounting chart is one of the most troublesome diversities that thus far
differentiate Russian accounting system from numerous other accounting systems.
The fact that the Russian accounting chart is law-defined makes it rather impossible
to design an accounting system that would comply both, Russian- and International
Accounting Standards as such. According to Walton (1999, 11) in cases of a compul-
sory local accounting chart it may be necessary to keep duplicate accounting records.
However, there is an alternative way to tackle reporting and consolidation difficul-
ties, that of accounting locally using local prices and the converting the figures for
consolidation (Walton 1999, 11). In the Russian case, a conversion process is
deemed to be complicated because in addition to currency conversions, one has to
consider inflation, and above all the differences in accounting practices between
Russian accounting system and the targeted (by the conversion) accounting system.
This chapter draws attention to those differences through an itemised examination of
typical annual reports. These items are naturally a result of numerous accounting en-
tries, and thus the autonomy of the accountant concerning the accounting entry tech-
niques makes this technique further problematic. Therefore, usage of sub accounts in
this chapter is limited to those cases where the sub accounts are explicitly mentioned
in the law (i.e. there exist only one way to record a particular entry). Furthermore,

the company can redefine parts of the accounting practice in its accounting policy.

Russian annual reports practically dictate the information requirements of the Russian ac-
counting. These fiscal purposes require a completely different type of information than what
would be needed for reporting to other interest groups, i.e. reporting that could be character-
ized as user-oriented reporting. Therefore, in addition to what was said earlier about the taxa-
tion etc. adjusting to the changed information requirements necessitates some recalculations
based on the Russian accounting material. Those recalculations are contemplated in a context
of separate items of the income statement and balance sheet. Next paragraphs discuss the
main issues concerning those recording techniques that constituent the most distinctive differ-
ences of a certain item. When reading this chapter, it is advisable to utilise appendixes 4a —

4c, which introduce one model of income statement and balance sheet with a corresponding
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Russian accounting account(s) for every particular item. It’s also advisable to utilize the ap-

pendix number 5 that contains the chart of accounts.
3.1 Reappraisal of the financial statements

The reappraisal of some items of the annual reporting might necessitate historical data instead
of mere recalculation based on the current financial statements or accounting material. The
first correction to be considered is the profit/loss of the previous periods. If the adjustments to
the annual report are carried out for a company that has done accounting only by Russian
standards in the previous periods it is rather axiomatic that there is a substantial historical dis-
tortion in the profit/loss of the previous periods. Consequently the balance sheet value of the
company is expected to be different from what it should be following the western standards,
given that the valuation critenia of certain balance sheet items also contribute to these devia-
tions. The above-mentioned balance shect items are examined closer in the following para-
graphs.

Depreciations play a key role in the asset valuations. The fiscal boundaries of depreciation
and asset revaluation must be compared to their western counterparts to aggregate the total

distortion of the balance sheet values.

3.1.1 Main considerations in the income statement

Recognition of expenses: The accrual basis for profit calculation requires that all the expenses
should be recognised when they occur. For example, when in a Finnish accounting system a
bill of a purchase is received, the expenditure is recorded in the accounting system. In the
Russian accounting system this does not happen, but typically the expenses are recognised
when the finished product is moved to the stock. When the production batch is transferred
from the production to the stock it is valued on the production value basis, and at that point
the expenditure is recorded as costs in the accounting system (Bezrukih 1996, 301). Material
expenditure is generally recorded in the account 40.1 (retail) or 40.2 (wholesale) credit (Sizov
2001, 61), when the production is released from the plant. When the actual purchase has been
realised, the entry is debit 41 “Goods” and credit 60 “Trade payables”. Therefore, in order to
make a proper recognition of the expenditure, one should take the balance from the debit side

of the account 41, those entries where credit entries are at account 60.
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Depreciations: Apart from the value of a particular balance sheet item, the expense caused by

the depreciation naturally impacts the result of the financial period.

3.1.2 Main considerations in the balance sheet

Retained profits/accumulated loss, or the income of the previous periods should diverge from
the actual profit figures if the earlier accounting profits have not been corrected. Computing a
correct amount of retained profits using only the profit figures can be impossible without any
further information of the prior periods. Therefore, the more preceding periods are performed
using Russian accounting standards; more difficult it is to find the accurate figure. However,
at the end of a period the profit can be found from the credit side of account 99 in the new
chart of accounts and 80 in the old one. The balance results from matching the period’s ex-
penditure to these accounts, and therefore a debit balance naturally shows a loss (Kamyzanov

et al. 2000, 176).

The retained profit or accumulated loss is recorded to account number 84 (counter account 99
is then closed) in the new chart of accounts (Sizov 2001, 123) and account number 88
(counter account 80 likewise closed) on the old chart of accounts (Bezrukih 1996, 441). Since
all the retained earnings so far have been recorded using the old chart of accounts, we shall
have a closer look at the account 88, which has the following sub accounts:

e Undistributed profit or loss of this period (Account 88.1). If there is a negative balance
in this account, it should be distributed to the following 5 years, which means that the
loss has to be deducted from the taxable profit in next 5 years.

e Undistributed profit or loss of the previous periods (Account 88.2) that contains those
profits of the previous periods, which are not used for Accumulation, Social, or Con-
sumption funds.

e Accumulation Fund (Account 88.3). This fund is usually used to prepare to finance
some future investments, or for example, product development. It can be used to cover
the losses of the accounting period, to cover the costs of financing on the accounting
period or to distribute a part of the gains to the owners. This fund is quite seldom used
outside industrial production.

e Social Fund (Account 88.4). Used for the entertainment and relaxation purposes of the
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personnel of the company, for example, a trip to theatre. In general the social fund and
the consumption funds are established to safeguard the well being of the company’s
personnel (Bezrukih 1996, 458).

e Consumption fund (Account 88.5) is a fund, which can be used 4to cover those costs
that are not otherwise supposed to be paid within the rules of the accounting system.
For example, an employee who has to travel on business is entitled to a daily allow-
ance that is intended to cover the additional expenses caused by the travelling. Stan-
dard daily allowance is 22 roubles a day, but the company is willing to pay, say, 200
roubles. This difference of 178 roubles can be paid from consumption fund (Koslova

et al. 1997, 392).

Funds are used because they lower the total tax burden of the entity: “A¢ the profit taxation,
the assets transferred to the reserves are deducted from the gross profit of the com-
pany”(Bezrukih 1996, 462). The funds are established simply by a debit entry to Usage of
gains and a credit entry to the Retained earnings, sub account. With the new chart of accounts
these special fund accounts have been removed while the equity accounts have become much

more detailed?’.

Uncertain receivables: For uncertain receivables company has to establish a fund at the end
of the accounting period. If all the methods of collection possible have been used without su c-
cess, the organisation has a right to reserve the nominal value of the debt in a fund (Bezrukih
1996, 463). The reserved amount can be written off as a credit loss during the following ac-
counting period. This means, that the uncertain receivable will be a balance sheet item in at
least two periods (years) before becoming a credit loss. “All the methods possible” are under-
stood, in practice, as filing a lawsuit and finding the debtor bankrupt. In the taxation however,
both of the parties are liable for a profit tax if a liability is left uncollected. Creditor has al-
ready paid income tax, which will not be reimbursed regardless of the state of the liability i.e.
whether it is collected or not. Debtor has to pay the tax when the liability has remained three
years uncollected. After three years the debt is considered cancelled and therefore yields an
income equivalent to the debt. In Finnish accounting legislation the credit losses have to be
recorded when they become obvious, i.e. at the point in time when it is obvious that the credit

cannot be collected. If the receivable is only partly lost then only this part should be written

" The new chart of accounts approved. ICAR newsletter. November/December 2000.
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off and the rest should remain in the balance sheet (Jarvinen, Prepula, Riistama, & Tuokko

1998, 378).

Revaluation of assets: This problem has become quite significant after the collapse of the So-
viet Union, due to the very unstable value of the Russian currency (RUR). fhe balance sheet
values of most of the balance sheet items have no correspondence with the current values of
these items. As an example - a building bought autumn 1998. The original price of the item,
RUR 1.200.000 would have been around USD 200.000. By the end of year 2000 RUR
1.200.000 would have been less than USD 50.000.

The company has the possibility for an elective revaluation every year, which also gives a
possibility to revaluate only a certain asset or a group of assets. Mandatory revaluation is all-
inclusive (Bezrukih 1996, 94). Mandatory revaluation of assets is forced by a governmental
order; hence, the government gives out an order for all the accountable to do a revaluation of
their assets during a specific accounting period. The Governmental committee of statistics

announces the index for the revaluation no later than 15

of the preceding year. Following the
index for the year 1999, the revaluation coefficient for a production facility bought at the third
quartile of 1996 would be from 1.06 to 1.21, depending on the location of the facility. The
coefficient (index) is used to multiply the balance sheet value of the asset, and this results in
the new balance sheet value. A mandatory revaluation was last ordered in the year 1998,

whilst year 1999 onwards they have been voluntary.

Following a prudence principle, any revaluation that increases the value of the balance sheet
should not enhance the financial result (Jarvinen et al.1998, 56), but the increased value
should consist of only an increase in capital. In the Finnish accounting law, chapter 5, article
17: A sum equal to the revaluation must be shown under capital in the revaluation reserve™.
Furthermore, in Finnish accounting law, a building (construction etc.) cannot be the subject of
a revaluation (Emst & Young Itd. 1997, 9). Russian accounting system records the revaluation
amount to the “Additional assets” or to the “Undistributed profit”, sub account Social fund

(Bezrukih 1996, 94). Therefore these entries have no effect on the financial result.

% The Finnish Institute of Authorised Public Accountants 1998.
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3.2 Collecting figures from Russian accounting material

This method of collecting figures from Russian accounting material is also quite arbitrary in
the corrective entry phase. On the other hand, it is a quite a'simple system as long as the con-
cepts are clear. Another point supporting this view is the lack of extra work required to pro-

duce the annual reports, if that is the sole requirement for additional aécounting measures.

For Russian reporting purposes Russian accounting system produces a list of those accounts
that have been used for bookkeeping during the accounting year. This list contains the turn-
over in each account during the period, the opening-, and closing balances, and therefore the
list is similar to nominal ledger known in Continental European accounting systems. In Rus-
sian accounting, the nominal ledger is traditionally used to fill in pre-printed reporting forms.
Using the nominal ledger it is possible to collect most the necessary figures to recreate an
income statement or balance sheet of virtually any given reporting standard given that the
differences in the accounting systems are addressed with due diligence. In a pursuit for better
comparability it is recommendable that at least the corrections mentioned earlier should be

made.

Also, should one want to be certain to obtain accurate figures, one should go through the en-
tries rather than simply collecting the balances. For example, for the sales figure, crosscheck
the entries between the realisation account (90) and the account number 62 “Sales receiv-
ables”. The sums of the entries in the credit of account 90 with a counter account 62 results

the correct amount of sales.

3.2.1 Items of the income statement

Income statement items require more attention to the accounting entries than balance sheet
items, because income statement items are influenced more by a particular accounting plan
than the balance sheet items. That is to say, that the a turnover in a closing account is totally
dependent on the recording methods, as opposed to the balance sheet accounts, where the

value of the item is dependent on the valuation principles.
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3.2.1.1 Turnover

For accurate determination of turnover one needs the sales figure, which is the credit balance
on the account number 90 (Kamyzanov et al. 2000, 111), because when a sale has been com-
pleted and product therefore has been shipped to the client, the bookkeeping entry made to the
Russian accounting ledger is 62 debit and 90 credit with the transactions gross value (Ka-
myzanov et al. 2000, 129). Since account number 90 is a realization account, mere balance
should be adequate for all practical purposes. However, since the Sales account is a syntacti-
cal account, it is possible to itemise following to specific sub accounts (Sizov 2001, 128):

e Turnover (sub account 90.1),

e Production value of sold production (sub account 90.2),

e VAT receivables from the clientele (sub account 90.3),

e Excise duties (sub account 90.4) and

e Customs duties (sub account 90.5)

There are multiple realization accounts in the old chart of accounts, ones that can be used to
record a sale of fixed assets (47) or other non-current assets (48). However, the new chart of
accounts will have only one realization account (i.e. number 90) Sales” and then the account

balance needs to be analysed (to crosscheck the entries).

The account for the paid VAT is usually 68.2 unless the accountant has chosen to use another
sub account of account 68. Usage of another sub account is perfectly possible, but rather
unlikely to occur. Given that the account 68.2 1s used for recording of VAT, its credit balance
must be deducted from the credit balance on account 90 in order to arrive to VAT free turn-

over.

Furthermore, one should deduct the amount of sales tax 5% and the Road tax* 2.5% from the
turnover, because the Sales tax and the Road tax are calculated on a gross sales basis; hence
they are dependent on the sales volume. This way one may obtain a turnover, which is free
from direct taxation. The sales tax is a fixed 5 % from sales revenue, so the practice is to add

5% margin straight to the sales price. Account for sales tax is 68, but the sub account may

* ICAR newsletter. November/December 2000.The new chart of accounts approved.
3 The road tax, or the tax on the usage of the highway network, is a local tax in St. Petersburg.
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vary in different companies. The Road tax is calculated from the same taxation basis as VAT,
and it 1s recorded to account 67.1 1n the old chart of accounts and 68 in the new chart of ac-

counts (Sizov 2001, 97).

Other adjustments to the turnover, for example, sales freights, are similarly found from the
sales account. If one would wish to separate items like sales freights from turnover, one has to
analyse the content of sales account on the basis of the entries made to the sales account. Ana-
lysing the content of a particular account can prove to be a difficult task without any help
from the accountant who has done the original entries. This crosschecking naturally requires
the accounting journals (without them it is impossible) but because of the different practices
of different accountants the journals alone might not be enough. The figures themselves are
what the service provider has charged from the entity. In the Finnish accounting law chapter 4
article 1 defines the turnover as follows: According to the definition of turnover, from the
sales revenue of main business activities, one has to deduct given discounts, VAT and other
sales related taxes (Jarvinen et al. 1998, 335). In this concept, which follows the EU article 4
point 28, sales freights are not deducted from sales revenue, but to be seen as other costs. Dis-

counts are very rare in general, and the sales are usually recorded at their net value.

3.2.1.2 Other operative income

Other operative income that does not result from main business activities is recorded to the
account number 99 “profit/loss”, which in the old chart of accounts was account number 80.
In order to determine other operative income, one has to go through the entries on the
profit/loss account. Account number 99 is always analytical, which means that it does not
have any sub-accounts. The source of the entries has to be determined by their counter ac-
counts. In the Russian income statement other operative income is shown on the line 170, and
other operative expenditure on the line 180 (Kamyzanov et al. 2000, 575). Russian income

statement and balance sheet are described in the appendix number 6 at the end of this thesis.

3.2.1.3 Differences in inventories

Differences in inventories are also straightforward operation. The difference in inventories is

the difference between the opening and closing balances at the account 41.1 and/or 41.2. The
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account 41.1 represents the value of the goods stored to a warehouse, and the account 41.2
used to represent the stocks in retail sales. Possible problems we face with inventories are the

same evaluation problems as with all of the valuation items.

3.2.1.4 Purchases

For accrual accounting purposes one should eliminate the timing difference of the expense
recognition by analysing the credit balance of account 60. The amount of sales is obtained by
adding up all the credit entries on the account 41°" or 10 that have the account 60 as their
counter account. Account 41 is for a resale type of business and account 10 is a warehouse
account for manufacturing entity (Bezrukih 1996, 351). This way one can comply with the
principle of accrual accounting when recording the purchases while receiving the goods. If
one wishes to record an expense when one has bought the goods, one should take the entries,
which are recorded debit 60, credit 51. The source depends in general of the method of cost
recognition, but also of the accounting principles of the Russian accounting entity. This im-
plies that if the entity is not really producing anything, there should be no problem. However,
the problem arises, if we are producing something, which require in-house trade; without a
proper mark-up the transfer price will settle too low considering the entity as whole, because

the stocks of own production are usually valued at the production value.

If the division producing components is using production value system to price its production,
a major part of the indirect costs will be excluded from the ‘transfer price’, following the pre-
viously explained taxation guidelines. Correcting this problem without any preconception of
the costing method is a difficult task to do, and afterwards easily impossible, but still some-
thing, that has to be taken into consideration when evaluating the final productivity of a par-

ticular division.

3.2.1.5 Differences in rates

Differences in rates are a complicated matter because Russian accounting system entails two

different but very similar concepts. A difference in rates typically resuit from open pay ables

31 If the sale has been recorded with the net value, then the account 19.3 should be added to the
amount of purchases in order to include the VAT to the gross price.
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or liabilities in foreign (non-Russian) currency (traditional sense). A very common practice in
Russia is to value all the trading in USD. Therefore it is possible to get a currency rate differ-
ence while only Russian roubles are used for the transaction, in case the dollar value of the
Russian rouble changes. In Russian terminology this rate difference is called “A difference in

sums”.

In the current chart of accounts with the old law of income and expenditure differences in
rates were entered to the account 80.4 “Rate differences”, or if the organisation don’t use this
account, the differences in rates was recorded directly to the account number 80 (Kamyzanov
et al. 2000, 143). With the new law>* the differences in rates is handled like previously, but
since in the new chart of accounts account 99 replaces the account 80, this causes some con-
sideration. Before the law change (effective from 1 January 2000) the difference in sums was
regarded as a financial item, subject to the profit tax and VAT (Kamyzanov et al. 2000, 142),
but in the old chart of accounts a gross amount was recorded to the account 80. With the new
law™ the difference in sums for simply a part of the monetary value of the transaction. The
net difference is entered to the account number 46 and the VAT to the account number 68
(Kamyzanov et al. 2000, 144). Russian accounting tends to see the real rate difference, which
results from the foreign trade, as a financial item, so that it would appear lower in the finan-

cial statement, but it still has a full effect on the taxable result.

3.2.1.6 Salaries

Amount of salaries paid is a credit balance on the account 70. Salary expenditure is registered
by a credit entry to the salaries account and a debit entry to the expenditure account of the
resource consumer, i.e. 20, 23, 25, etc (Bezrukih 1996, 167). Additional salary expenditure
(i.e. holiday bonus etc.) can be debited from the account number 84 “Undistributed profit” in
the new chart of accounts and account number 89 “Reserve for Future Liabilities and
Charges” in the old chart of accounts (Bezrukih 1996, 167), but apparently the account 88.5
(Income of the previous periods) was more commonly used for this purpose in the old chart of
accounts. For income statement purposes small adjustments are in order because the salary
expenditure includes the employees income tax and the employees part of the pension pay-

ment.

*? Income of an Enterprise- PBU 9/99. and the Expenses of an Enterprise - PBU 10/99.
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Because the tax withheld from the employee is a different with different employees, its possi-
ble to either deduct the balance on the account 68.1 from the salaries, or to omit the item of
payroll tax from the income statement and to declare a gross salary expenditure. If there were
salary advances paid, a credit balance opens the account at the beginning of the month. Or, as
usually in Russia, the salaries are paid in the following month, so there should be a debit bal-
ance. This does not apply, because the according the law the salaries are paid twice a month,
of which one is the advance, and the second is the remaining part of the monthly wage. Fol-
lowing the principle of accrual accounting, one should have an average of one month’s salary
expenses constantly as a payable in the balance sheet. Furthermore, if there are paid advances,
the advance is all a salary expense, but to get the correct figure the deductions mentioned
above should be made from the salaries in 70 credit. Combining these two figures results the
right amount of salary expense for the period. Advances are all net salary expense, because
the other expenses (including employee’s income tax) have been posted to their proper ac-

counts when the advances have been paid out.

3.2.1.7 Social costs

Salary related social costs are paid in similar fashion as the salaries, but they have to be paid
prior to the actual salary payment. The salary related social costs are entered to the following
accounts: Social security (Account 69 credit), Pension fund (69.2), Medical insurance (69.3
and 69.4, for local and federal budgets), and Unemployment fund (69.5). If these accounts
have a balance at beginning of the period, they are related to the advance salaries paid, and
should be included to the period’s expenditure, as of course should the balance at the end of

the period to be excluded, belonging to the next period.

3.2.1.8 Depreciation

Accounts for depreciation are accounts 02, 05 and their counter account is always 44. As was
said earlier, in order to produce an alternative amount of a depreciation that would comply
with some alternative standards, there’s a need for a small corrective calculation. Provided
that the balance sheet value of the item is correct, the corrective calculation for the deprecia-

tion can be conducted quite systematically. Otherwise one should try to determine the correct

3 . . . . .
* Minfin orders #32n and #33n. ”Income of an organisation” and “Expenses of an organisation”



41

value of the item that is the object of the depreciation. One possible remedy would be to use
the market price for the item, and then make depreciation for the item, according to an in-
house depreciation plan. Another possibility could be to estimate the items value to the com-
pany and use that as a basis for the depreciation. For consolidation purposéé , one should natu-
rally use the same evaluation and depreciation techniques as in the parent éompany. When
doing a corrective depreciation, the purpose is foremost to correct the balance sheet value of
the corresponding item but also to activate the proper expenditure. It’s also recommendable
that substantial corrections of the depreciation would be smoothened by distributing the cor-

rective amount to more than one period.

3.2.1.9 Financial income and financial expenditure

Financial income and financial expenditure are recorded straight to the profit & loss ac-
count.** Financial income has a balance at the account 80/99°° credit, and the expenditure has
a balance at the account 80/99 debit. When determining the value of these items, account
80/99 has to be analysed, because the balance on this account is composed of entries that have
no relation to the financial items. For example, interest income can be recorded to account 51
“current account”, but there could be others, depending on the nature of the source of in come.
Income due the crediting the clientele has various counter accounts, e.g. D60, D76, D52 and
D94 in the old chart of accounts. Other financial income should be determined naturally as the

left over, which cannot be allocated to any of the other “classes™.

Financial expenses use same accounts as financial income only in an inverse recording order.
For Example, interest expenses quite logically have an inverse order compared to entries of
interest income, which means that the interest expenses of the “current account” are those
entries at account 80/99 debit, which have a counter account 51. Most significant item of fi-
nancial expenses is the account for interest of delays and increases on taxes. It has a credit
counterpart on account 68 “accounts of taxation”. Another obvious group at the moment is the
currency exchange expenses, which has the same counter accounts as the exchange income.

The Russian practice on currency exchanges tends to be quite complicated, which makes them

** In some cases of financial expenditure the percentages of loans can be entered to accounts 20 and
26, if the payments actually decreases the loan capital. This way the percentages would be tax deduci-
ble, but the requirement of usage of analytical accounts is also mentioned, which implies that the ex-
penditure will be cancelled in the taxation.
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rather expensive.

3.2.1.10 Extraordinary income

Extraordinary income (when it results from a sale of fixed asset) has a balance on the debit
side of the accounts 47 “Sales of founding assets” and 48 “Sales of bther assets” or with the
new chart of accounts, since there is only one realization account, it is 46. The counter ac-
counts are 01 and 04. Problems regarding other extraordinary income and extraordinary ex-
penses can be resolved with adequate sub account(s) that the accountant has a freedom to
choose within the accounting policy of the entity. Furthermore, none of the extraordinary in-
come or expense should result without prior approval of the chief accountant, because the

chief accountant’s approval is needed for all transactions (Bezrukih 1996, 84).

3.2.1.11 Depreciation difference

Increase or decrease of depreciation difference is one of those items, which are totally de-
pendent on the corrections made to the previous deprecations. If one should determine to use
some other depreciation, than the Russian taxation law compliant yearly norm, it is advisable
to have separate records for those items subject to the depreciation. It’s also recommended to

have those separate books in some less fluctuating currency that Russian rouble.

3.2.1.12 Change in reserves

A change in the voluntary reserves is needed for a revaluation or annulment of the reserves. If
there is a need to adjust the balance sheet items, which are formed from the financial result of
some previous periods, the amount of reserves should be recalculated, because the basis for
the reserves is in the distributable profit of the previous periods. The account number 89 “Re-
serve for Future Liabilities and Charges” is an exception, because it is quite seldom used, es-
pecially after the downfall of the Russian rouble at 1998. The account 89 is used to create
funds for various needs e.g. repairing or renovating buildings, production facilities etc. The

accounts for the funds will be omitted from the chart of accounts.

% The account number 99 will replace the account number 80 of the old chart of accounts.
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3.2.1.13 Profit taxes

Profit taxes can be found from the account 81.1 (account 99 in the new chart of accounts)
debit, with corresponding credit entries at the account 68 (Kamyzanov et al. 2000, 194). Other
taxes are in the account 81 with counter account 68, but with a different sub account(s) than
profit taxes. The sub accounts for the account 68 should be named by the nature of the pay-
ments. Actual quantification of the realized tax burden is by no means difficult. Only mistake
the Russian accountants tend to do when composing IAS annual accounts, is to show the
Road tax and the Sales tax among the indirect taxes, when they should be already reduced

from the sales when calculating the turnover since they are assessed taxes.

3.2.2 Balance sheet items

3.2.2.1 Assets

The figures, which the Russian reporting system produces of non-current assets, are quite easy
to find from the annual or periodical reports. The system of calculation of the balance sheet
values does not considerably differ from, say, Continental European accounting sy stems. The
items in Russian and western balance sheet correspond to each other quite well in terms of

definition, but the evaluation trough time causes a difference.

In current assets the correct value of inventories has to be determined, because it should be
something else than the sum of production values of items in question. After this, forming the

balance is a straightforward procedure.

3.2.2.1.1 Non-current assets

When intangible, and especially tangible assets are converted to comply some other reporting
standard, they have to be usually valued by using some criteria. Balance sheet figures are easy
to solve, because the assets are itemised in their own sub accounts. For a possible revaluation
of assets against inflation, some methods are described in the next chapter. For example Ac-
counts 01.01 “Buildings”, 01.04 “Machines & equipment” 01.09 “Means of transportation

(vehicles)” etc. are easy to identify to belong to a certain group in any style of balance sheet.
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For the problem of revaluation there is no universal solution, because the value of an item
(e.g. building) depends on the exchange rate at the acquisition date, items depreciation per-
centage, earlier revaluations, etc. All this was discussed in more detail earlier, and the wide

variety of possible balance sheet value development chains makes further discussion futile.

Capital investments to monetary markets have their value determination done by the markets,
so they must be accepted as they are. The possible changeé on the value of these items should
however be shown with their true value regardless the fact that they might not be recorded to
the Russian accounting journals. Profit or loss on the capital investments (equity, bonds, etc.)
is in Russian accounting practice recorded on a cash basis (Bezrukih. 1996, 104) (hence, when
liquidated), which can lead to surprisingly constant balance sheet value over time. Since this
item(s) has been traditionally considered as a valuation item, the value changes should be
noted to comply with the accrual accounting principles. On the bonds however the difference
between nominal- and the acquisition price is either depreciated or entered as income in

equally distributed shares over the duration of the investment (Bezrukih. 1996, 311).

The division of capital items to long- and short-term items has as a general rule, one year of
maturity. Regardless of the maturity of the items they can be also divided according to their
liquidity. E.g. Stocks traded in the stock exchange are short-term financial assets because of
their liquidity, while stocks not traded in a stock exchange are long-term assets (Bezrukih.

1996, 100).
3.2.2.1.2 Current assets

Current assets are also quite easily quantified, but the problem arises again in the valuation of
inventories, in case the company is producing goods or services. If there is no production, the
evaluation can be made using for example Replacement price method. For a manufacturing
company, the evaluation of the stock of own production could be valued for example at the
market price. The unfinished production can be valued according to the state of completeness
in relation to the market price of the finished production. If the market price is used to evalu-
ate the uncompleted production, one should diminish at least the assessed taxes from the mar-
ket price or as in the case of Net realizable value, a normal mark-up (Hendriksen & van Breda
1991, 496). In Finnish accounting legislation the valuation of the production stock is based on

the acquisition and production expenditure of the items in the stock. If the reacquisition value
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of the product at the moment of evaluation is lower than the original value, the difference
should be recorded as én expense (Jarvinen et al. 1998, 215). It is also possible include fixed
costs of acquisition and production to the acquisition expenditure, when they are caused by
the acquisition of this product, and are considerable in comparison to the variable costs (Jar-
vinen et al. 1998, 215). It is naturally possible to use the production value as the basis for the

valuation of the current assets.

With the current fluctuations on the Russian currency, the safest method of valuation the
materials and supplies stock might be LIFO or a replacement value. However, LIFO might
give quite distorted value for the stock, although appropriate for pricing purposes. If the
stocks are small, the meaning of the valuation method can be insignificant. The materiality of
the valuation method is naturally proportional to the size of the stock in relation to the size of

the company.

To analyse the content of the stock in an item level, there is a list of items introduced in Rus-
sian accounting called “Nomenklatura-Tsennik”. This item list has a 7 or 8 digit encoding to
itemise every article in the stock. The 3 first digits on the codes have a similar structure as the
chart of accounts, where the two first digits represent the synthetic account number and the
third number denotes the sub account. The following one or two digits represent the group to
which the article belongs to, and the rest are optional characteristics of the item itself (Bez-

rukih 1996,109).

Materials in the stock are traditionally divided into seven groups:

1. Raw materials and basic materials, which are defined to be the materials, that are used
to manufacture the final product. The raw materials are the outcomes of rural economy
and/or are natural recourses e.g. wheat, corn, etc. (grain), coal, ore, etc. The basic ma-
terials are outcomes of industrial production (flour, textiles, sugar, etc.).

2. Other materials, which have been defined as “Aiding” materials are materials that are
used with raw materials, and that give the final product a certain characteristic, but
which cannot be seen as a fundamental raw material (e.g. spices in the food industry).
The used amounts of these materials usually are dependent of the amount basic mate-
rials used. Other materials are further itemised:

3. Fuel, for technological-, engine- and heating purposes

4. Freight materials.
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5. Spare parts.
6. Bought semi-finished products.

7. Scrap and leftovers (e.g. sawdust).

A Russian entity has four alternative methods of inventory valuation (Baryznikov 1998, 349):
e Actual production value of each individual article. o
e LIFO, where the articles are expensed according to the price of the latest batch arrived
to the stock, until the overall amount is fulfilled.
e FIFO, where the articles are expensed according to the price of the first batch arrived
to the stock, until the overall amount is fulfilled.

e Average price of the whole stock, which is the prevailing method.

Entity has a freedom to choose any of the above models, given that they have declared this

method in their accounting policy (Bezrukih 1996, 112).

Receivables can be a more problematic area, in the sense, that Russian legislation does not
allow the company to write off the uncertain receivables before the debtor has been bank-
rupted. If there are some obviously non-collectable receivables, these should be written off
from the balance and into the income statement, as a bad debt expense, as they would be done

e.g. in Finland.

Financing securities have no special interpretation when it comes to their value determination,
unless the company has a large nominal amount of their own stocks. Revaluation of the own
stock capital has the same structure of problems as all other items of fixed assets. Funds of

consumption and accumulation, if annulled, become assets of this nature.

3.2.2.2 Liabilities

The Equity part of a western balance sheet is in Russian balance sheet under the third part,
which is called Capital and Reserves. With an adequate amount of sub accounts there should
not be any problems to address the equity items of the balance sheet. The most important ac-
count in this group is the account number 88 (account number 84 in the new chart of ac-

counts) “Undistributed profit”. The account 88 has at least 5 sub accounts, which are used to
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disclose the volume of the funds (88.3-5), Profit/loss of the accounting period (88.1) and the
Profit/loss of the previous periods (88.2). Account 88 therefore represents the accumulated
wealth, which the company has achieved during its total lifetime. The profit or the loss of a
period is monthly entered to the account 88.1 credit in case of profit and debit in case of a loss
(Bezrukih 1996, 426). Therefore at the end of the accounting period the credit balance at ac-
count 88.1 exhibits the accounting profit of the period. The account 89/96 is reserved for the
future expenditure and payments, although seldom used. The equity as presented in the bal-
ance sheet consists of the same accounts as the 7™ group® of the chart of accounts. The other
accounts in the 7 group are (Sizov 2001, 157):
e 85 subscribed capital (80 in the new chart of accounts, name remains the same),
e 86 reserve capital (82 in the new chart of accounts, name remains the same),
e 87 additional capital (83 in the new chart of accounts, name remains the same):
o 87.1 Revaluation reserve
o 87.2 Emission income

o 87.3 Valuables received free of charge.

Loan capital has to be naturally divided into a short term and to a long term financing. In Rus-
sian accounting the division criteria is 1-year maturity of the loan. The loans from credit insti-
tutions can be found from the account 92 when they are long-term loans and from the ac count

94 when they are short-term loans.

Advances received and trade payables are usually short-term finance, but for projects of
longer duration they may also be long-term finance. However, they are recorded to the same
sub accounts of 64 and 60 regardless the duration of the item. At the transition to the new
chart of accounts the account 64 is closed and balance is moved to the account 62 (Sizov
2001, 88). Separate sub accounts for the account 62 are useful in resolving the difference be-
tween the items. Payables carried forward have to be collected from various accounts, which

belong to the 6™ and 7™ group in the old chart of accounts 7

*® Group #8 at the old chart of accounts.
¥’ See appendix number 4, balance sheet.
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3.3 Some universally applicable performance evaluation figures

In Russian accounting there is a moderate variety of performance evaluation figures, some of
which can be used as such. These figures should be used solely for performance evaluation
purposes, so the person using this information should be well aware of all the possible differ-
ences in the accounting systems, and consequently, consider the results to be likely biased.
The purpose of this chapter is to present few performance evaluation figures that can make
use of original Russian accounting data. The advantage of the use of these performance

evaluation figures is that they don’t require additional work by the accountants.

The best figures are naturally those with the same technique of measurement on all of the
elements of the calculation, e.g. stock turn or average time of storage. Stock turn is calculated

based the Russian accounting data as follows (Kovalev & Patrov 1998 264):

In Russian: In English:
CebecTonmMocTb peanuaarmm Production value of sales
CpepnHve 3anachbl Average stock (production value)

Here the measurement of the production value has no effect on the actual result, because the
unit and the method of quantification of the factors in the formula are the same, but the result
has a different unit of measure. Other usable coefficients might be e.g. Absolute liquidity
(ability to make payments), turn on receivables or the structure of the loan capital. For a more

comprehensive list of the usable performance evaluation figures, see appendix number 3.

Unfortunately, most of the more advanced performance evaluation figures require reassess-
ment of the elements of the calculation (i.e. corrective calculations on the accounting mate-
rial). For performance evaluation figures, comparability between entities and/or between

evaluation dates could be seen as the most important requirement.
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4 INFLUENCE OF THE CHANGES IN THE GENERAL PRICE
LEVEL

Level of inflation is seldom considered to be among the most topical issues in the modern day
accounting systems. Notwithstanding the current low inflation rates in western countries,
there exist working standards for accounting in the economies of high inflation. The TAS pro-
vides two standards for reporting under high inflation, which are IAS standard 29 titled Fi-
nancial Reporting in Hyperinflationary Economies and the [AS standard 15 titled Information
reflecting the effects of changing prices. However, these standards have a common paradox.
The IAS 29 presupposes a rather unusual state of economy where it is applicable, (e.g. Hyper-
inflation is indicated if cumulative inflation over three years is 100 per cent or more”") and
therefore 1t is very unlikely that IAS 29 would provide a comprehensive solution on different
economies with eclectic sources of inflation. The IAS 15 requires that the valuation basis
would be either general purchasing power or a current cost>’, which both would require rather
accurate information about the inflation. In the Russian case the complication is quite evident,
that of the absence of reliable price indices, such as CPI or PPI. The IAS standards on the
other hand coerce the usage of price indices as an indicator of the magnitude of inflation and
as a measure of the change in the price level. The case of the Russian Consumer Price Index
was discussed earlier and the Producer Price Index for Manufacturing Industries (PPI) seems
to have even less use for revaluation purposes: “In the view of experts (Bessonov V.A.), errors
in calculating the PPI are even greater than those in calculating the CPIL Due to significant
errors in calculating price indices, there are doubts that their application will enhance the

quality of financial disclosures.” (ICAR 2000, 1).

In the Russian case, usage of a general price level indices (CPI, PPI) to measure the rate of
inflation is hardly advisable due to the consumption pattern changes, barter trading, and po-
litical influences, which all influence these indices. Another difficulty would be the existence
of this data or the limited access to it. Also, if the inflation would be measured as a cost of
living, hence the quantities would be taken into the equation of the general index, the inflation

rate quantified this way would probably settle surprisingly low. In due time the error margin

* http://www.iasc.org.uk: IAS 29: Financial Reporting in Hyperinflationary Economies.
* http://www.iasc.org.uk: IAS 15: Information Reflecting the Effects of Changing Prices.
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of these indices should settle to an acceptable level but in the interim, other solutions must be
found to replace the above-mentioned methods. Despite the economic development there is
still a need to apply the methods of inflation accounting: “7he economic environment of the
Russian Federation still meets characteristics of hyperinflation as 'specz'ﬁéd by I4AS 29” (JCAR
2000, 1). ‘ {

In addition to the above-mentioned 100% rule, the IAS standard 29 provides three other indi-
cators of hyperinflation:
e People prefer to keep their wealth in hard currencies or in non-monetary assets, local
currency is held only to accommodate very short-term needs (Terehova 2000, 43).
e The general population regards monetary amounts not in terms of the local currency
but in terms of a relatively stable foreign currency. Prices may be quoted in that cur-
rency (Deloitte Touche Tohmatsu. 2001, 44)
e Interest rates, salaries and prices are calculated to compensate the loss of value of

money (Terehova 2000, 43).

The standard 15 is a standard to be used during price changes, but not during inflation, which
is covered by the standard 29 (Kamyzanov 2000, 354). In general, all the argumentation sup-
ports the use of IAS standards, of which the IAS standard No 15 is already implemented in
the Russian accounting standard number 4/99 (Terehova 2000, 221), but instead of the indi-
ces, Russians would prefer to use the exchange rate of some hard currency. For Example, on
the case of the IAS 29 Terchova (2000, 45) states the following: “revaluation using the Cen-
tral Banks rating of a foreign currency on the 1% of January of the year following the account-
ing period”. ICAR shares Terehova’s viewpoint on the currency rate as the method of revalua-
tion and gives the same argumentation against the price indices that was already noted earlier
in this paragraph: “The case for the use of a hard currency in place of the national currency
as a method of inflation accounting is its simplicity, objectivity and availability... Unlike indi-
ces whose values depend on their computation techniques, exchange rates are market
driven”(ICAR 2000, 1). In fact, it is not entirely accurate to claim that exchange rates were
purely market-driven, because a large part of the exchange rate changes followed a political

decision either by the Russian government or by the IMF.
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4.1 Currency rate fluctuations

4.1.1 Reasons

The reasons for the economic crisis are naturally more extensive fha'n the reasons of isolated
change in the currency bid. However, in the Russian case the changes in the value of the do-
mestic currency reflect public information about the changes in the economic environment
with utmost éccuracy. Without going deep into the structural problems of the Russian soci-
ety, it is easy to endorse one of Mr. Stearns’s comments about the needs of a successful capi-
talistic society: “they must have a culture of honesty and respect for individuals and their
property and they must have enforcement of the rule of law, and I think that is where it is fal-
ling down*"” More relevant and less overwhelming would be to discuss the events and condi-
tions that led to the economic and politic turmoil at late 90°s and gave rise to the financial
crisis, such as: “The direct cause of crisis has been the Russian government's failure to ad-
dress fiscal imbalances.” (Cooper W. H., 2) The Russian budget had to be financed mainly by
government bonds (so called GKO’s) and other short term financing because the taxation

could not provide the needed income.

Another government related reason is the inability to root out the corruption: “ The downfall of
the ruble, as well as the weakening of so many Asian economies, is more related to corruption
than to any other factor.“” There is a general understanding of the reasons, but disagreement

as to which are the most significant ones.

Among structural reasons on the financial markets, poorly structured banking system and the
failure to create and institutionalise a favourable investment climate** had an enormous effect
when the currency flow to Russia turned negative. According to Komulainen (1999, 7): “In-
creased capital mobility also meant increased financial instability”, which quite well summa-
rises the risks of the global capital, and when that risk realised in the prevailing economy the

implications were quite severe.

“ Representative Stearn at the Examination of the Russian economic crisis and the international
monetary fund aid package. Thursday, September 10, 1998. p. 21. Originally from Michael Novak’s
book “The Spirit of Democratic Capitalism”.

*! U.S. House of Representatives 1998,17.

%2 U.S. House of Representatives 1998, 26.
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The role of IMF in the Russian economic crisis was also a subject of a broad discus-
sion. Although IMF was helping Russia to survive, the money that IMF gave to the
Russian Central Bank did not find its way to where it was intended to go e.g. to un-
paid wages etc. “if other reports are true that as much as $100 bil[z;éniofthe interna-
tional aid to Russia has simply been transported out of the country to secure foreign
accounts in Switzerland...*” IMF has been accused of being naive in believing that
economic reform is actually taking place. They should have required visible evidence
from day one. On the other hand IMF pushed through some hard line capitalistic
changes, but: “The IMF prescribed that Russia run its economy for the benefit of for-

eign investors and a few wealthy Russians at the expense of the Russian people. el

n
this light it’s not easy to categorise the Russian currency crisis on a microeconomic
level, but it fits into the Asset market approach, described by Komulainen (1999, 17)
as a theory where the exchange rate is determined by the investor’s willingness to
hold each currency. In a macroeconomic level there exists some signs of a contagious
effect from the Asian crisis, predominantly through the changes in oil raw-material

prices, but it doesn’t imply exclusive causality to the inflation nor the economy be-

cause the effects were global.

The 17™ of August 1998 was a day, which is usually considered as the starting point of the
whole financial crisis:
The crisis came to a head on August 17, 1998, when the government of then- Premier
Sergei Kiriyenko abandoned its defense of a strong ruble exchange rate against the
dollar, defaulted on government domestic debt forcing its restructuring, and placed a

90-day moratorium on commercial external debt payments (Cooper W. H., 2).

This event was also considered to be Kiriyenko’s personal failure for which he lost his office

6 days later. On the other hand, George Soros brought forward the exact same measure four

th

days earlier (to devalue ruble). However, August 17" was the date when the exchange rate

speculation really started to promote the financial crisis, and that brings us to the implications.

* U.S. House of Representatives 1998, 3.
* U.S. House of Representatives 1998, 5.
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4.1.2 Implications

A strong disbelief to the banking sector, lack of bank savings, and the hoarding of dollars by
the public easily undermined any effort by the central banks to uphold fﬁe currency rate bid
for the rouble. Figure 2 illustrates the price of one USD in Russian rbubles at the last third of
1998. The magnitude of the currency rate fluctuations was easily sufficient to make every-

body interested in currency trading and —speculation.

USD in RUR

——USDin RUR |

FIGURE 2 Value of one USD measured in RUR in the last third of 1998 *°.

When it became obvious that the government had real problems repaying the bonds and
GKO’s, they needed to offer high yields (up to 135%) on these instruments in order to sell
them. As a direct result the borrowing increased, as did the debt service expenditure, which

was more 30% of the total Russian expenditure (Cooper, William H. 1999, 5).

Majority of foreign investors refused to roll over the bonds and treasury bills in the summer of
1998. With an average maturity of 11 months (Cooper, William H. 1999, 6), the foreign re-
serves were melting away fast. The reserves were augmented with IMF money in July 1998
but the relief was quite short, because the state could not defend the currency past August 17

1998.

Failure to create and institutionalise a favourable investment climate brought on a new kind of

sub economy where money seldom changed hands. The trading was performed by barter,
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where goods were changed to other goods. By 1% of August 1998 there were 12.5 billion dol-
lars of unpaid salaries owed to Russian workers*’. The only way to pay the salaries was with
the products that the workers manufactured. This way of trading is naturally bad for the gov-
ernment, because it is inevitably inefficient to collect taxes in a form of prédu;ts.

The collapse on the banking system took under a lot of small banks, but also the giant Inkom-
bank. Many bank accounts, private and company accounts were frozen. In the bankruptcy of
the Inkombank customers lost their savings, because there was not a government guarantee on
their savings. The governmental Sperbank offered the Inkombank customers a nominal reim-
bursement of their savings, but by then nominal value of the savings was a fraction of the ac-
tual value when the accounts were frozen. The bankrupt's estates were then sold to another
bank of the same consortium, and the same people continued business as usual in a bank that

had an excellent economic state, since the debts remained in the bank under the old name.

* Source of the Exchange rate: The central bank of Russia.
“® The Russian Financial Crisis: An Analysis of Trends, Causes, and Implications. p. 7.
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S INFLATION ACCOUNTING

Inflation, naturally, has effects on the outcomes of various accounting methods used to quan-
tify and evaluate entity’s performance and financial standing. Inflation can bias accounting
data, which can result in numerous mistakes in decision-making; i.e. over optimism in the
overall policy, overpayment of dividends, undersized replacement decisions, wrong pricing
decisions, undersized insurances, and overpayment of bonuses (Goldsmith, Y. & Admon, K.
1977, 16). By choosing the right inflation accounting methods these effects can be controlled
and rectified when necessary. Technique of inflation accounting affects allocation of re-
sources, prices, wages, taxation and dividends. The nominal profit declared is not only a basis
for taxation, but also an indication to employees of the value added that they are producing. If
the nominal profit builds up on account of inflation, it can give rise to an unfounded wage

claim by the personnel.

The inflation in the Russian economy is by no means due to the increases in the volume of the
demand. These models, where the increased demand acts as the source inflation, usually apply
to economies where an increase in the GNP foreruns the inflation. Russian GNP started to
increase when the inflation had already started to settle. Therefore, a so-called demand-pull
inflation is a somewhat inapplicable phenomenon to the Russian economy. With the last cur-
rency crisis the consumer prices on imported goods quadrupled in a few months, so it is need-
less to say that the consumption for the imported goods plummeted (especially daily con-
sumer goods). Those consumers who still could afford imported goods make up a small frac-
tion of the Russian population. The common middle and lower classes found the imported
goods unattainable, or simply too expensive in comparison to the domestic products: “Russian
inflation in 90s was characterized not only by sky-rocketing prices but also by a significant
change in price ratios. Prices for some products were rising at a rate that is several times
higher than that for other products™’

For the reasons mentioned above, the consumption pattern in Russia has diverted
from imported goods to domestic ones, and the prices of domestic production have
actually devalued when measured in any hard currency. This development has

brought out the most endorsed positive aspect of the currency crisis on the Russian

“TICAR newsletter: January/February 2000. Inflation accounting: Practices in different countries.
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economy. The public media tends to see the growth of the GNP as a sign of a reco v-
ery in the national economy, and, to some extent, it is. Increase in the production is
an answer to the increase in a demand on the lower price ranges (i.@. domestic pro d-
ucts), but as long as the quality of the production is inferior to the foreign pro ducts,
the lack of export possibilities makes the economy vulnerable to a trade gap in the
future. For the first time in years the Russian government’ha's reached a balanced
government budget, which has the necessary funds to shorten the government debt.
The reason for the increases in the government income is due to the high crude oil
market prices. A more robust source for governmental income would be taxation,
which unfortunately is not a realistic source to cover the expenditure in modern day
Russia, as explained earlier. Now the Russian government is in a situation, where the

world market price of crude oil determines the success of the Russian financial pol-

1cy.

The literature about inflation and especially inflation accounting tends to be from the days
when these issues were topical in western countries. However, the theories created then

should be quite applicable for the Russian case, because the conceptual premises are the same.

5.1 Performance evaluation

5.3.1 Income

With a reasonable level of stability there are numerous ex ante definitions for income. Since
this chapter concerns inflation and exchange rates, we shall not be concerned with expound-

ing those definitions in detail, but will use a definition sufficient for this discussion.

The typical ex ante definitions of income all require prediction of the future to some extend. A
typical ex ante approach would be: “Income can be defined (by Hicks) as the maximum
amount of money, which the person can consume during a period of time and be as well off at
the end of that time as at the beginning” (Hendriksen & van Breda 1991, 282). This income
definition would at least require the prediction of the nominal value of the amount spent this
week in the following week. Whilst the predicting of a one-week term would seem easy

enough, it is seldom the time span used for financial accounting.
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The prediction of the exchange rate seems to be quite difficult; therefore we will proceed

straight to some of the variations of an ex post definition.

5.3.1.1 Consumption maintenance model

Applying the consumption maintenance model presented in Inflation accounting (Whittington

1983, 31-32) we arrive at the following method of calculating a periodical income:

EZ

(1 + r

where V, = present value at time zero

0, = Cash receipts or payments at t periods

r = Discount rate per period.

The idea is that the income of a certain period is composed of the difference between opening
net present value and closing net present value discounted to the time zero. If the cash receipt
is not consumed and none of the expectations change, the net present value at time one can be

calculated as follows:

v, = z H+Q1 V,(1+r)

Then the income of the period 1 can be quantified as the change between ¥V, and V.

Y=V, -V, =Vyr

The difference between the Russian case, and the traditional demand-pull inflation cases is the
source of inflation. When, for example, Whittington applies this formula, he assumes £1 to be
£1 at the next point in time; only the purchasing power has been altered. Here the purchasing
power has diminished, but because of the value changes in the measurement unit itself. There-
fore ¥, should be discounted once more in order to get comparable figures, and reasonable

results.
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This approach works best when the r is relatively small, such as a consumer price index.
However, since here the currency rate is defined the main source of inflation, and because
almost all of the trading is valued in hard currencies, the discount rate should be quantified as

the changes in the currency exchange rates.

Then (1+7) could be quantified as [ G ) where C, is the currency exéhange rate at time 7.
C

t-1

Date 1.8.1998 1.10.1998 1.12.1998 1.2.1999
RUR/USD 6,28 15,95 18,60 22,77

TABLE 1 Price of one U.S. Dollar measured in Russian rouble since August 1998 through
February 1% 1999.

A short and simple example with two periods might illuminate the usage of exchange rate as a
discount factor. Assuming first target period to be from 01.08.1998 to 01.10.1998 and target
period’s cash flow to be 1.000.000 RUR, using the exchange rates in table 1, the first calcula-
tion forms as follows:
v, - 1.000.000
15,95
( 6,28 J

Assuming the next period to be from 01.10.1998 to 01.12.1998, and the respective income to

=393730,40

amount RUR 1.200.000, then the second calculation would take a following form:
~1.200.000

V] —_—
18,60
15,95

Then the result of the second calculation should be discounted to the time zero, in order for

+1.000.000 = 2029032,25

the figures to be analogous:

2029032,25
Me—Fr =
(15,95

6,28

So the income for the target period, calculated as an increase in the net present value, formu-

=798891,69

lates as follows:

Y = 768891,69—393730,40 = 405161,29

In this approach the fascinating feature is the effect that the future cash flows and discount
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rate are determining this period’s income. Actually this method is as ex post as they get, and
therefore would benefit from noting that this period has an effect on the previous periods in-
come. However, if the future prediction would be possible with acceptable likelihood, this

method would save us from assessing any cuirent values.

5.3.1.2. Constant purchasing power
Constant purchasing power can be used to calculate the profit, for example, in quite a similar
fashion as the income in the previous paragraph. Starting with the opening balance at a mo-

ment of time t:

N, +M, =L +P,,

where N, = Non-monetary assets at time t.
M ,= Monetary assets at time t
L,= Liabilities at time t

P, = Proprietors net worth at time t

The closing balance is then coherently:

N + Ml‘+1 = L +Pt+1

741 £+1

Restating the opening balance with Proprietors net worth as an indicator would be formed as

follows:

P,Q+p)=N,(+p)+M (1+p)-L1+p)

where (1+r) can be quantified ( G J where C is the currency rate.

o
Now it is possible to quantify the profit as the change in the value of P, assuming no transac-
tions during the period. Before the profit can be calculated, the closing date balance must be

re-evaluated to compensate for the value loss in the non-monetary assets:

Pt+l: Nt(1+p)+Mt _Lz

Since monetary assets and liabilities are already at monetary units, they should be left intact.

Therefore, without any transactions the profit/loss is:

AN,(1+ p)+ M, (1 +p)- L1+ p)
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So that only if the value of non-monetary assets changes deviating from (1+p), the profit actu-
ally deviates from P,(1+ p). When transactions are involved, the only precise method of pro-

ducing the correct income figure is to stabilise each transaction individually. The discount rate

is naturally available from the Russian Central bank on a daily basis.

5.3.2 Asset Valuation

Asset valuation is something that should be performed at some point in time, regardless of the
climate surrounding the entity, Historical costs, even when the general index rests stable,

must sooner or later cease to indicate the current values (Baxter 1984, 184).

Since the Russian accounting practice is balance orientated, the revaluation of the assets can
offer the company a remarkable degree of additional information. As was discussed earlier, an

item (for example, a stock lot) can have various different balance sheet- and nominal values.

To substantiate the problem, a short example would be in order. In this example the amount of
the item in a stock is measured in two moths interval. The amount of the item in stock at the
moment of measurement is irrelevant as such, contrary to chosen valuation method, which

determines the total value of the lot(s).

Replacement  Balance sheet Stock Exchange rate Replacement  Historical
Units Date  price /Junt/RUR value inRUR  value in USD RUR/USD price /unit/USD  price /USD
100000,00 1.8.1998 50,00 5000000 796178,34 6,28 796USD 7,96USD
80000,00 1.10.1998 55,00 4000000 250783,70 15,95 345U8D 3,13USD
50000,00 1.12.1998 65,00 2500000  134408,60 18,60 3,49USD 2,69USD
90000,00 1.2.1999 70,00 4500000 197628,46 22,77 3,07USD  2,20USD

TABLE 2 Value of a certain lot measured in USD and RUR in the last third of 1998 48

Balance sheet value of the lot can be seen in the Value in RUR column. This is the true writ-
ten down value recognised in the Russian accounting system. The nominal value of a unit in
the stock has increased over time. Assume that the amount items in this lot A would have

been down to 10.000 units before a new lot B arrived at 01.02.1999. The historical cost of the
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remaining 10.000 units . would be RUR 50 per unit, which would have been then USD 7.96
per unit, a total of 79600. With the exchange rate at 01.02.1999 of 22,77 it would be 22, 000
USD. In dollar terms, the replacement value of the old stock should be set to somewhere be-
tween 7,96 and 2,20. In this example the correct value in many cases would be the current
replacement price at the current exchange rate, which would be 3,07 per unit in dollar terms,

which is the average replacement price.

Most balance sheet figures are the sum of many entries at different dates with different price
levels. Thus, more than one factor is in practice needed to revalue or stabilise each of these
‘mixed’ accounts (Baxter 1984, 49). Whilst the revaluated balance sheet might appear to be a
summary of the evaluator’s decision-making criteria, there are five soundly argued points in
Baxter’s book backing up the reasonableness of the evaluation:

1. Investment in shares. The analysts who evaluate companies like to use ratios to illus-
trate the performance of a certain company. Here the balance sheet figures usually
play a key role. In Baxter’s words: Without asset revaluation, they (balance sheet fig-
ures) must inevitably lose whatever virtue they may otherwise possess. They will lead
to false comparisons between companies that vary in age and type (Baxter 1984, 185).

2. Creditor protection. Sound asset figures will help the creditors to assess the company’s
potential to meet their claims, and therefore protects the creditors against debtor’s
bankruptcy etc. Also, debtors can benefit from sound asset figures by getting better
terms for their commitments towards the creditors.

3. Manager’s appraisal of progress and new projects. The revaluated balance sheet (as-
suming it is done correctly) is naturally a much better basis for performance evaluation
for the management, as well as being a better basis for assessing the profitability of fu-
ture projects.

4. Insurance. The assessment basis for an insurance coverage is often the balance sheet
items, which in monetary terms means the balance sheet value of those items.

5. Income measurement. The depreciations on the balance sheet items have a direct ef-
fect on the income statement; out-of-date balance sheet values can easily contribute to

unrealised profit figures in the income statement.

Whittington’s reasoning on behalf of accurate financial accounts is similar: A number of im-

* Source of the Exchange rate: The central bank of Russia. ( www.cbr.ru )



62

portant decisions are based on financial accounts. Traditionally, these include management’s
decision to declare dividends, potential creditor’s decision to offer finance to a company, in-
vestor’s decision to buy (or sell) shares of the company, and shareholder’s decision to support

the present management by re-electing directors.

Net holding gains through restatements are profit in the Hicksian sénsé, but this profit concept
necessitates the same level of inflation on the following periods. If the inflation is temporary,
disclosing the profit might cause a problem: “it might be prudent to “neutralize” these infla-
tionary gains to avoid raising income expectations...that cannot be fulfilled during non-
inflationary years” (Goldsmith & Admon 1977, 32). The increase in the stock value should be
seen as a holding gain rather than income, although according to Scott (1976): “the real hold-
ing gains on stock depends upon the extend to which the increase in the real cost can be

passed on the selling price” (see Whittington, G. 1983, 112).

The performance measurement techniques and asset valuation both necessitate selection of the
current value assessment system. There are various possible evaluation techniques for the

current value, and we shall focus on the most significant ones.

5.3.2.1 Replacement cost

Replacement cost could be seen as the cost of the physical replacement of a certain asset in
the evaluator’s possession at the present moment. The possibilities to include acquisition costs
in the value of the article are seldom without limit. When the endeavour is to produce realistic
financial reports one should be careful not to include too much, if any, fixed costs in the re-
placement price. One basic principle to be followed is that purchases should not create unreal-
1sed holding gain, hence income, which is possible to do by, for example, overvaluing stocks
with the last batch arrived.

When replacement cost is used to evaluate the results of the business activities in the income
statement, the instant in time actually determines the ratio with which the realised gains are
divided between holding gains and operating gains.

According to Goldsmith and Admon (1977, 49), replacement is justified only if the economic
value of an asset exceeds its replacement costs. Even if the future cash flows (economic

value) would be difficult to predict, this makes sense.
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The information limit concerning the replacement cost is simple. When measuring values, the
replacement cost reflects the costs of acquisition, and not necessarily the actual value of the
article. The concept of net realisable value should reflect the actual value of the article more

accurately.

5.3.2.2 Net realisable value

Valuing assets by net realisable value (NRV) is quite simple in theory. In practice it should be
quite suitable to evaluate the stock on finished production. In general the net realisable value
indicates the current cash equivalent of a certain article in the firms possession.

Therefore, for the usability of the NRV Whittington (1983, 124) states: “ Firstly, and probably
most significant, is the usefulness of current NRV as an indication of an important opportu-
nity facing the firm, that the disposing of asset”. A second argument supporting NRV is on its
measurement properties, especially additivity and objectivity. When valuing assets on the
basis of NRV, there are at least two conflicts with certain accounting principles:

1. The first principle, which NRV violates, is the going concern principle. When the as-
sets evaluated are not current assets but are factors of production, the intention should
not be to sell them in the foreseeable future.

2. The second accounting principle, which NRV does not comply with, is the realisation
principle. Although there is no transaction recorded, the NRV is still determined on

the basis of an unrealised, imaginary business transaction.

5.3.2.3 Present Value

Present value is quantified on the basis of the future cash flows at the proper rate of discount.

The problem associated with the present value is the prediction of the future cash flows, and
in many cases, including the one covered here, the proper discount rate. In practice, the meas-
urement of present values by accountants is regarded as too subjective to provide a reliable
basis for accounting (Whittington 1983, 129). The usability of the present value becomes
relevant in decision-making, etc. when the accuracy of the prediction 1s satisfactory for the

decision-makers, and the discount rate is e.g. internal rate of return.
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5.3.2.4 General price-level restatement

General price-level restatement is, by definition, the method closest to the constant purchasing
power method of the earlier chapter. This method is also adopted by GAAP and the definition
in Miller’'s GAAP guide states: “The value of as asset restated in terms of current purchasing
power” (Williams 1994, paragraph 11 p. 5) Restating the asset values with current purchasing
power is exactly the concept used earlier with a certain restriction. The changes in the actual
purchasing power are somewhat problematic to measure in terms of indices due to the
changes in the overall consumption patterns, so the currency rate related restatements could

be seen to reflect the domestic currency’s purchasing power when buying foreign currencies.

5.4 Depreciation and revaluation

The revaluation of a certain article naturally alters the corresponding valuation b asis for the
depreciation discussed earlier. When the valuation basis is altered, the depreciation method or
its parameters should be adjusted accordingly. For example, for a linear depreciation method
each revaluation makes a point of discontinuity on the value curve. Therefore if the scrap
value of the item remains same, rate of depreciation either increases or decreases accordingly.
The change in the depreciations should compensate the corresponding changes in the cash

flow, when they are correctly quantified.
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6 CONCLUSIONS

As we have established so far, Russian accounting contains numerous differences in compari-
son to say, Continental European accounting systems. Combined with the value variations
caused by inflation these differences yield to a level, which should not be ignored by the end

users of the accounting information.

Bvery user should evaluate the importance or materiality of these differences themselves
(when applicable). If possible, the end user should determine whether there is a need for cor-
rections. Many of the corrections are quite arbitrary, so they should be well argued. Unfortu-
nately, there doesn’t seem to be a way to obtain the needed information straight from the Rus-
sian annual Reports without making some adjustments. List of accounts used in company’s
bookkeeping is a considerable aid in understanding of the company’s financial performance to
those who have access to the accounting documentation of the company. Also the accounting
policy can prove to be a very good tool in understanding the accounting system, especially

since may itemise company specific depreciation and cost recognition methods.

Because most of the accountants have their own technique of recording of the bookkeeping
entries, there is no reliable way to conclude a universal system of correspondence between the
accounting entries and the items of the financial statements, so it is essential to understand the

used recording system, and to use aggregate figures with caution.

Importance of explaining the fundamentals arises from two separate differences: First, the
lack of concepts in general. There remain numerous concepts in Russian accounting, which
are unclear to most of the accountants in Russia, especially to those, who haven’t done any
reporting based on western standards. These concepts are inherited from western accounting
procedures, and sometimes applied wrongly. And secondly, deceiving closeness of two con-
cepts, one Russian and one western. At first look e.g. matching Russian concept of purchases
with Finnish concept of purchases might first deem unproblematic, but in order to follow ac-
crual accounting for expense recognition one must use the sum of credit entries in the pur-
chases account instead of debit entries, which the Russian accounting system acknowledges as
purchases, because Russians postpone their expense recording until the purchased goods have

been deployed in a production process.
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In general, most of the entities facing the challenges caused by two dissimilar ac-
counting systems do not need to run two separate accounting systems, but they can
manage with the reports recalculated from the Russian acéountiﬁg material. If the
company has a Russian accounting professional implementing Russian accounting
standards, this person should manage the reporting under that other accounting sys-
tem as long as the content of the items are explained to this person well enough. If
the accountant does not understand the basic concepts, he or she makes easily sys-

tematic errors with the reports.

Alternatively, for the decision making purposes we could use the uncorrected periodical re-
port, just by paying more attention to the problematic areas. Someone, who knows the com-
panies business and the meaning of the Russian annual reports, should deal with these prob-

lematic areas.

Summarizing the basic problems, which one encounters when composing a accounting report
based on Russian accounting information, are:

e Russian accountants have constant problems meeting the reporting deadlines on ac-
count of difficulties getting the documentation on time to conclude the accounts for
the period. One solution for this problem could be to explain, that these reports don’t
necessarily need the documentation verify the rightfulness of the report. Usually the
Russian financial statements can’t be completed before all the documentation has been
handed to the accountancy. If the reporting has been done on the basis of the Russian
accounting the only remaining option is to improve the handling of the invoices etc.

e The legislative boundaries for deprecations, expenditure recognition, tax reducible ex-
penses etc. should be taken into consideration.

e Currency rate fluctuations and inflation causes some consideration mainly in the
evaluation of assets, but also performance evaluation. Basically, the Dollar-rouble rate
influences everything.

e Accounting should acknowledge the inflation as a continuous process. However its not
very realistic requirement for the accounting of a small entity, so the devaluations
done periodically should be performed with coherent system during- and between the

accounting period(s).
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When setting up a Russian accounting system, designed to comply multiple reporting stan-

dards, the list of accounts plays a key role. By choosing the right set of sub accounts (enough

of sub accounts), the entity can have much better control over some of the most problematic

items in the balance sheet. In order to get more detailed periodicéd reports; the entity should

try to itemise following:

Stocks, by the production state, by the type of product, materials by type, etc.
Receivables, by causality, by duration, etc.

Fixed acquisition costs of materials and products should be separated to their own ac-
count. This makes the evaluation of the stocks easier.

If the entity chooses to use some other depreciation method than the norm given by in
the taxation law, the depreciation difference should be recorded to a separate sub ac-
count.

For consolidating purposes, the purchases should be divided to sub accounts in order
to determine the relations between concern companies, hence the amount of internal

trade.

When an entity is to determine the form of the reporting system, the pursued features of the

system usually determine the complexity of the needed application. In this context it is vital to

address the important features, and disregard those features, which don’t necessarily bring any

additional value, but just complicate the application. The factors, which should be considered

when forming a system for reporting needs, could be as follows:

How accurate reports we want from the system, i.e. what is the level of control.

What kind of information is most beneficial (whether we concentrate on the balance
sheet or income statement) and what kind of evaluation figures we should have.

What is the information need of the interest parties (owners, investors, and creditors)
What kind of resources do we have to answer the demands of the sought-after report-
ing standard (do we have the personnel / structural etc. resources to pursue the level of
accuracy decided in the first point)

Does our organisational structure support highly detailed accounting reports (i.e. the

needed documentation available in time to make the reporting dates).

Some of the suggested measures, which should help the reporting and consolidating:

Planning the list of the accounts as explained earlier.
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e Choosing the correct accounting software. Especially this software’s ability to comply
Russian accounting standards.

e [t also advisable to record the balance sheet values valued in some hard currency to
secure the accuracy of the valuation of assets. 4 : )

e Confirming the coherence of the accounting concepts between the personnel from dif-
ferent accounting environments (different institutes etc.). -

e Setting accurate, but also realistic reporting dates. The dilemma of the delayed ac-
counting documentation should not be ignored.

e Recruiting personnel, which is already familiar with the sought-after accounting stan-
dards.

e Emphasise the importance of the reporting, because Russian accounting personnel is
easily very ‘Russian accounting orientated’. Typically, if they are not obligated to do
these reports, they will leave them undone.

e C(Clear and easily understandable written directions are the cornerstones of the whole
system, this way the applications of own intuition does not bias the system.

e Build a system, which you understand yourself and which you therefore can also con-

trol.

Internal audit done by a Russian audit agency can help to avoid many unwanted surprises dur-
ing a tax inspection or an external audit. While this does not necessarily help to achieve the

reporting goals set here, the possible cost-benefit ratio of this audit is not to be ignored.

The future development of the Russian accounting should move towards IAS accounting
standards. Although MinFin extended schedule of the accounting reform to reach year 2010,
Russian accounting standards should be feasible much sooner. Thus far 14 standards are ap-
proved and 10 are under advisement; therefore one could expect to have quite comprehensive
and feasible Russian accounting standards by the end of the year 2002.

Some of the accounting professionals are not very confident about the development of the
Russian accounting system. Comments have been made about a connection between a com-
plicated accounting system and a possibility to misuse the system. On another words, the peo-
ple designing the system, like to keep the system complicated enough, to make it possible to
take some advantages of the system.

However, recent development has been towards a more consistent accounting system, a sys-
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tem that will soon be accessible even to those who exercise accounting solely on e.g. IAS
standards. Recent changes in the accounting system have removed some of the most signifi-
cant peculiarities of the old system, and presumably there will be more of this type of devel-
opment in the future. At the moment a substantial reform in the tax codex would be a very

welcome complement to accounting reform.



70

References

Books periodicals and articles

bakaes, Kamaes, Oceposckuit & Ilnafinepman. 1997. Ilnan M KoppecnouaeHims 4eToB
Oyxrairepckoro y4gera. Mocksa.

Bakaev. Kazaev. Oserovskij & Chneiderman. 1997. The Chart And The Analogy Of Account-
ing Accounts. Moscow.

bapeumnnukos, HIIL 1998. B ITomome byxranrepy Y Aynurtopy. Mznanue 6-e. Mockga.
Baryznikov, N.P. 1998. Help For Accountant And Auditor, 6th edition. Moscow.

Baxter, W. T. 1984. Inflation accounting. Philip Allan publishers limited.

bespykux, I1. C. 1996. Byxranrepckuii yger. bubnuoreka xypHana “Oyxranrepckuii yuer’.
Mocxkaa.

Bezrukih, P.S. 1996. Accounting. The Library of the journal “Accounting”. Moscow.

Bemynosa, HJI. & ®@omuna, JLP. 1997. byxrantepckuil Yuer Ha NPEeAIPUATUSX Pa3IHIHBIX
dopm coberBeHHOCTH. MOCKBA.

Vesuhova, N.L. & Fomina, L.F. 1997. Accounting in companies of varying forms of property.
Moscow.

Campbell, Robert W. 1963. Accounting in Soviet planning and management. Harvard univer-
sity press.

Deloitte Touche Tohmatsu. 2001. IAS in your pocket.

Ernst & Young Oy. 1997. Unsi kirjanpitolaki.
Ermst & Young ltd. 1997. New accounting law.,

The Finnish Institute of Authorised Public Accountants. 1998. Accounting act and ordinance.
Jyvaskyla.

Hendriksen, Eldon S. & van Breda, Michael F. 1991. Accounting theory. 5™ Edition.

Goldsmith, Y. & Admon, K. 1977. Profit Measurement During Inflation. Accounting, Eco-
nomic and Financial aspects. John Wiley & Sons.

Honkanen, M., Widomski, S., Matinpalo, [. & Hultin, T. 1997. Uuden Ven#jankaupan opas.
Interpress Oy.

Honkanen, M., Widomski, S., Matinpalo, I. & Hultin, T. 1997. The guide of modern Russian
trade. Interpress Itd.

Jarvinen, Prepula, Riistama & Tuokko. 1998. Uusi Kirjanpitolainsdddanto -kirjanpito ja
tilinpaatos. WSOY, Porvoo.

Jarvinen, Prepula, Riistama & Tuokko. 1998. The New Accounting legislation -accounting
and the annual accounts. WSQY, Porvoo.

Kamermanos IT.H., A. IT. u JLH. 2000. [Ipaktadeckoe mocoOne mo OyXrajiTepckoMy y4ery.



71

Kamyzanov P.I., A.P. & L.I. 2000. Practical guidebook to Accounting.

Kauanus, B.B. 1998. ®unancoseni Oger U OT4eTHOCTS B COOTBETCTBTUM CO CTAHAAPTAMMU
GAAP. Uzparenscreo JEJIO. Mocksa.
Kazalin, V.V. 1998. Financial Accounting And Annual Reports in accordance with GAAP.

Komulainen, T. 1999. Currency Crisis Theories — Some Explanation for the Russ1an case.
Bank of Finland, Institute for Economies in Transition.

Kosnosa, [Tapamyrun, babuenko & I'amammua. 1997. Byxranrepckuii Yuer. Mzmanue 2-¢.
Mockaa.
Koslova, Parashutin, Babzenko & Galanina. 1997. Accounting. 2nd edition. Moscow.

Kosanes, B.B. & Ilarpos, B.B. 1998. Kak Yurats bananc. M3ganue 3-e. Mocksa.
Kovalev, V.V. & Patrov, V.V. 1998. How To Read Balance. 3rd edition. Moscow.

Matilainen, T. 1997. Yritysverotus ja kirjanpitoké&ytantd vengjalla. Tehotilit Itd.
Matilainen, T. 1997. Corporate taxation and accounting praxis in Russia. Tehotilit Oy.

Matilainen, T. 1998. Venijan kirjanpidon ja verotuksen ajankohtaisseminaari 26.2.1998.
Matilainen, T. 1998. Seminar: Current Issues on Russian accounting and taxation 26.2.1998.

Nobes, C. & Parker, R. 1995. Comparative International accounting. Hertfordshire: Prentice
Hall International (UK) Limited

Cmzog, A0, 2001. [Inag weror 2001.
Sizov, A.J. 2001. Chart of the accounts 2001.

Tepexora, B. A. 2000. MexxayHapogHbIe U HALTMOHAIBHbIE CTAHAAPTH! OYXTalNTepCKOro yueTa
U OTYETHOCTH.
Terehova, V.A. 2000. International and national standards of accounting and disclosure.

Walton, P., Haller, A. & Raffournier, B. 1998. International accounting. London: Interna-
tional Thomson Business press.

Williams, J. R. 1994, Miller — GAAP guide 1994.

Whittington, G. 1983. Inflation accounting — An introduction to the debate. Cambridge uni-
Versity press.

Laws and statues of Russian federation

MVHHCTEPCTBO GMHAHCOB POCCUHCKOM OEIEPALMU:

MINISTRY OF FINANCE OF THE RUSSIAN FEDERATION :
www.minfin.ru/

3axon ot 27 mekabps 1991 r. N 2116-1 O Hamore Ha Ilpubeume Ilpemnpustuit U
Opranmzamuit



72

Law from 27" of December 1991. N 2116-1 Of Income Tax in enterprises and organisations.

IIpukas ot 8 despans 1996 r. N10.

OO yTBepXIeHnH TIOJIOKEHNS 110 OYXTalNTepcKOMy y4eTy

"Oyxrajrepckas OT4eTHOCTE opraEuzaimu’ (mby 4/96).

Order of February 8, 1996 No 10.

On Approval of Accounting Regulation “Financial Statements of an Enterpnse” (PBU 4/96)

Ipwukaz or 12 Hostbpst 1996 r. N 97. O ronosoit OyxraaTepcKoll OTHETHOCTH OPraHU3alMiA.
Order from 12, of November 1996 no 97. The Annual Reporting Of An Organisation.

Denepanbubiit 3akoH o 21 HOsiOps 1996 r. N 129-@3. "O OyxranrepckoM yuere" (c
“3MeHeHusMu ot 23 mronst 1998 r.)

Federal Law No.129-Fz Of November 21, 1996 “On Accounting” (With The Amendments
And Additions of July 23, 1998)

IIpukaz ot 28 HOs10pst 1996 1. N 101.

O TIlopsmke Ilybmukaumm bByxranrepckoit OtderHocTr OTKPHITEIMEA - AKIHOHEPHBIMU
O0mecTBaMu.

Order from 28th of November 1996 No 101.

Of the publication of annual reports in a listed company.

Ipuxaz ot 30 gexabpst 1996 r. N 112.

O Meronnueckux Pexomenmanusx Ilo Cocrasnenmto W Tlpencrasnenuro Csonzoi
byxranrepckoit OT4eTHOCTH.

Order from 30th of December 1996 No 112

Of methodological recommendations of forming and presenting consolidated accounts.

ITpukas or 21 wHosiops 1997 r. N 8lu. O Dopmmposanmu ['omoBoi byxramarepckoi
OT4eTHOCTH.
Order from November 21, 1997 No 81n On Forming The Annual Reports Of Organisation.

IpesunenTckuM cosetoM MHCTHTYTAa TpodeccroHambHbIX Oyxrantepos 29 nexabps 1997
roga. Konnenuus Byxranrepckoro Yuera B PerrOUHOM OxoBOMuKe Poccun.

The presidential committee of Institute of professional accountants. December 29th 1997.
Notes on accounting in Russian market economy.

ITocTanosnenne ot 6 Mapra 1998 r. N 283

O6 yrBepkueHur TporpamMmel peOpMHPOBAHMS OyXTaJTEPCKOTO Y4€Ta B COOTBETCTBMM C
MEKIYHAPOAHBIMU CTaHmapTaMy GUHAHCOBON OTHETHOCTH

Decision of the government of the Russian federation of March 6, 1998 no. 283

On the approval of the programme for the reformation of accounting in accordance with the
international standards of financial reporting

IMpuxaz ot 29 wromst 1998 r. N 34 00 yTBEpXKJIEHMM [OJOXKEHWS II0 BEAECHUIO
ByXranTepckoro ydera v OyXranTepcKo# OTdeTHOCTH B poccuiickoi deneparmu
(B pen. Ilpukasos Munduna P® or 30.12.1999 N 1075, ot 24.03.2000 N 31n)
Order of July 29, 1998 No. 34n. On the approval of the regulations for accounting and report-
ing in the Russian federation (with the Amendments and Additions of December 30, 1999 and



73

March 23, 2000)

Ilpuxas ot 20 oxTsi6ps 1998 r. N 471

O BHeceHUM W3MEHEHHWN ¥ OIOJHEHWH B TpPUKA3 MUHUCTEPCTBA (QUHAHCOB POCCHICKOM
benmepamuu ot 12 wHosOps 1996 v N 97 "o romoso#t OyXranrépckol OTHETHOCTH
oprasusanuis" 4 '

Order from 20th of October 1998 No 47n

Of changes and additions done to the order of Russian federation finance ministry from 12th
of November 1996 N 97 “of annual reporting of a organisation”

Ipuxas ot 9 nexabps 1998 r. N 601

06 Vreepxuenun Ilonoxkenwst [lo Byxraxrepckomy VYuery “VYuermas [Tomawruxa
Oprarmamur” 10y 1/98

Order from 9th of December 1998 No 60n

On confirmation of the accounting Regulation “accounting policy of a organisation”.

IIpuxas ot 6 mast 1999 r. N 331

06 VYreepxuenmn [lonoxernus ITo Byxranrepckomy VYuery'Pacxoner Opranuzamuu” IIBY
10/99

ORDER from 6 May 1999 #33u

On Approval of Accounting Regulation “Expenses of an Enterprise” (PBU 10/99)

ITprikaz ot 12 mast 1999 1. N 36H

O Buecenmn Wamenenuit W Homonnenuit B Meronuueckue Pexkomenmaumu Ilo
Cocrasnennio U Tlpencrasnennio Ceonmuo#t byxranrepckodl OTderHOCTH, YTBEpKIECHHBIE
ITprkazom Munmcrepcersa @unancos Poccuiickoit @eneparn oT 30 gexadps 1996 r. N 112
ORDER from 12th of May 1999 No 47n

Of changes and additions done to the methodological recommendations of forming and pre-
senting consolidated accounts, confirmed by the order of the Russian federation finance min-
istry at December 30™ 1996 N 112

ITpukas ot 6 wromst 1999 r. N 43 1.

OO0 yTBepxIeHNUY TOJOXKEHIS IO OYXTaITePCKOMY YHETY

"Oyxranrepckas OTHETHOCTD opranusarpu’ (nby 4/99).

Order of July 6, 1999 #43u

On Approval of Accounting Regulation “Financial Statements of an Enterprise” (PBU 4/99)

Electronic material.

ICAR:
Minfin Adopts Long Range Plan for Accounting System Development. Accounting Report
May/June 2001. http://www.icar.ru/eng/newsletter/2.6.2001 . html

Gorbatova, L. 2000. Inflation accounting: Practices in different countries. Accounting Report
Jan/Feb 2000. http://www.icar.ru/eng/newsletter/1.2.2001.html

Paliy, V. 2000. The new chart of accounts approved. Accounting Report Nov/Dec 2000.
http://www .icar.ru/eng/newsletter/0.12.2000.html



74

The Move to IAS is Necessary. Accounting Report December 1999.
http://www icar.ru/eng/newsletter/2.12.1999 html

TACIS:
Standards Development Process. hitp://www.tacis-accounting.ru/shema2.htm 12.10.2001

Others:
Cooper, William H. 1999 / Congressional Research Service. 98-578: The Russian Financial
Crisis: An Analysis of Trends, Causes, and Implications.

U.S. House of Representatives, Subcommittee on General Oversight and Investigations,
Committee on Banking and Financial Services, Washington, DC. September 10, 1998.

An examination of the Russian economic crisis and the international monetary fund aid pack-
age. '

Gorsky, M. 2001. Accounting Reform In Russia: An Insider’s Comments. U.S. Department of
Commerce, BISNIS bulletin Feb. 2001.

Keene, M. D.1997. Prices vs. Accounting Practices in the Former Soviet Union.

Koncnexr Jlexuuit ITo Kypcy “byxrantepckuil yuer”

Cankr-llereOyprekuii TOCYAapCTBEHHBIM YHUBEPCUTET IKOHOMUKH (PUHAHCOB.

Kadenpa Oyxrantepckoro yueTa U ayaura.

Lecture notes of the course “Accounting”. Saint-Petersburg governmental university of eco-
nomics and finance. Accounting department.



Appendix 1. A simple example using the new chart of accounts.

Account No 60,
Accounts with

Account No 51,

Account No 19.3

Account No 10

suppliers Bank account. VAT on materials Materials
5000" |« E Ll 5000 | |
4166 it > 4166

Entry 3 .
834 <« » 334
== 4166
> 20 000 L A
=+
Entry 4

Account No 20

Main production

Account No 43
Finished prod.

Account No 40
Release of prod.

Account No 90

Realisation of prod.

58342 Entry 5
8000° |« » 8000
10000* < Y2 10000
200054 ................ Bty 7 o » 2 000
8000 20 000
=4 == »3300| 4
: Enfry 10 » 8 000
6 700
A =
Account No 62.
Account No 68.5 Accounts with Account No 99
Payments to the budget clients Profit/loss
- 20 000 |« o i
<
GRS » | 20 000
6 700412
=

' Buying price including VAT
? Other manufacturing costs

° Estimated production value
* Accurate production value (part of the balance on the account, quantified for the batch)

° Difference between estimated and realised production value.




Appendix No 2: Documentation needed for Russian annual reporting.
Quarter balance

All this documentation is defined in the statue Ne 97 dated 12 November.1996,
including instructions of filling these documents. The content of quarter balance is as

follows:

e Balance sheet (byxeanmepcruii 6ananc, barancoswiii onuem).

e Income statement (Omuem o npubvinax u yowimrax).

e Calculation of the assets in social security fund (Pacuemnas eedomocms no
cpedcmsam gonoa coyuansHozo cmpaxosanusa Poccuiickoi Qedepayuu).

e Report from the employer to the governmental organ of unemployment
(Obszamenvrvie ceedenus pabomooamens 8 Jlenapmamenm gedepanvHoii
2ocyoapemeennoii ciyxcber sanamocmu nacenenusi no Canxkm-Ilemepbypey).

e Calculation of average property of the company (Pacuem cpeonezoooeoii
CMOUMOCINU UMYUECMBA NPEONPUAIMUL).

e (Calculation of property taxes (Pacuem nanoea Ha uMyuecmso npeonpusmys).

e Quarterly calculation of the taxable income and tax advance withheld from
physical persons employed (Omuem 06 umozogeix cymmax HAYUCIEHHBIX 00X0008
U YOePIHCAHHO20 NOOOXOOH020 HANO2A C HANIO20NNAMETbUUKOS ~ PUIUYECKUX TUY
3a 1 keapman, 1 noayzodue, 9 mecsayes, 200).

» Calculation of profit taxes (Pacuem nanoza om axmuyeckoii npubvinu 3a 1999 2).

o (larification of creditor organizations (//epeuens opeanusayuii-kpeoumopos no
COCMOSAHUIO).

¢ Clarification of debtor organizations (//epeuens opeanusayuii-Oedumopos no
COCMOSIHUI).

e (larification of bank accounts in banks and other finance institutions in Russian
soil ( Ceedenus o pybnesvix cuemax 6 BAHKAX U UHBIX KPEOUMHBIX YUPEeHCOeHUSIY,
oeticmayowux Ha meppumopuu Poccuiickoii @edepayuu no cocmosnuro na 1999
2).

» Calculation of insurance payments to the Russian Federation Pension Fund
(Pacyemnas sedomocms no cmpaxoavim e3nocam 6 Ilencuonnwlii pono

Poccuiickoii @edepayun.).



e VAT calculation (Pacuem no Hanoey na oobagnennyro cmoumocms).

e (Calculation of manaatory medical insurance payments to the federal and territorial
funds (Pacuemnas eedomocmnv no esnocam 6 Pedepanvusiii honos:
005314aMeNbHOB0 MEOUYUHCKOBO CIIPAXOBAHUSA).

e Approval of tax reductions (Cnpasxa o nanozogeix 120max).

e Calculation of the road tax (Pacuem no nanoey na nonszosamenei

asmoMOOUNLHBIX 00PO2).

Statistics accounts.

Statistics accounts are a concise version of the quarter accounts. They have the same
balance sheet, but the supplements needed are designed to give information merely

for recording purposes.

e Information about production and shipping of products and services (Cenenusi o
MPOU3BOCTBE U OTTPY3Ke TOBAPOB U YCIYT).

e Information of investments (CBenenust 0 HHBECTUIHSIX).

¢ Information about the organisations financial state (Crenesns o puHAHCOBOM
COCTOSTHUM OpTaHM3aLIH).

e (Calculation of salaries of the workforce in the company (YucnenHocTs
HaunCclIenHas 3apaboTHas I1aTa pabOTHHKOB).

e Information of production expenditure and Realisation of products (Csenenust o

3aTpaTax Ha MMPpOU3BOACTBO U PCANIN3AIIMIO IIP OZIYKL[I/H/I> .

Annual accounts include the same supplements as quarter accounts, and in addition to

those mentioned above, the company has to include:

e Accounting policy (Yuemnasn norumurxa opeanusayuu). Accounting policy states
list of the accounts, valuations principles, valuation of imported goods, handling of
exchange rate differences, usage of funds (pension fund etc.), and other principles,
according to the nature of the business in question. Accounting policy has to be
formed by head accountant, and approved by the management.

e Calculation of capital movements, form Ne 3 (Omuem o dsudgicenuu xanumana -

¢opma N 3)



Cash flow statement, form Ne 4 (Omuem o Osudicenuu oernescrvix cpedcms -
¢opma N 4). |

Appendix to the balance sheet, form Ne 5(7/lpunooicenue x 6yxzanrepckomy
Sanancy - hopma N 5). Form 5 includes clarification of. loan capital, trade
receivables, trade payables, amortisation, long term investments, éxpenses, wins
and losses of ongoing and previous year (period),

Approval of the calculation method of the profit tax (Cupasxa o nopaoxe
ucyucnenus cmpoau 1 “Pacuem nanoea om gaxmuveckoii npubvinu’’)
Calculation of taxes for the owner of a mean(s) of transportation (Pacuem no
HANO2Y HA C 81adevljed MPaAHCNOPMHBIX CPEOCHIB).

Calculation of the tax on real estate funds and objects of social and cultural field.
(Pacuem no nanocy Ha HcunuugHo2o onoa u 00exmos coyuanbHO-KYImYyPHOLE
cgheprl)

Calculation of payments made to the legistlative organs.(Pacuem cymm yenregozo
cbopa Ha coOeprcanue NPABOOXPAHUMENLHBIX OP2AH08)

Calculation of the average amount of employees (Pacuem cpeonecnucounou
YYUCIEHOCHIU PAOOMHUKOS).

Calculation of advertising taxes (Pacuem nanoza Ha pexnamy).

Approval of unrealised business transactions and missing objects liable to taxation
(Cnpasxa 06 omcycmauu Hanozobnazaemvix 00eKmOo8 U 0 HeOCYUeCmEIeHUY PO
8UO08 OeAMENLHOCTIU).

Itemisation of the calculation on wins and losses (Pacuugposka omuema o
npuoOBLIAX U YOBIMKAX).

Clarification appendix (Iloscnumensnas 3anucka,).

Clarification of Russian currency bank accounts in banks and other finance
institutions (Cgedenus 0 pybnesvix cuemax 6 OAHKAX U UHBIX KPEOUMHBIX
Yupexcoenusix, oeiicmsyrowux na meppumopuu Poccuiickoti @edepayuu no

cocmosinuro Ha 1999 2).



Appendix No 3.

We shall review here some of those figures that can be expected to be qfﬁte close to the

“truth” and that might have some use on a decision making purposes. The aim is to

llustrate a system, not to study the topic exhaustively.

The last formula on the right consisting of numbers tells the Russian balance sheet1 lines,

where the figures can be found.

1.

Coefficient of quick liquidity.

OGOpOTHbIE aKTUBLI 3a Current assets - c. 290 -c. 252 -c. 244
MWHYCOM 3ariacos stocks -c. 210 —c. 220 —c. 230
RpaTKoCpOUHbIE Naccueel SO UTTTE ADiites T 690

The Russian term for this coefficient is: Kosddumuenrt rexyme#t nuksuaaocta. The
numbers on the right are the numbers of the lines in the balance sheet, where the
figures should be taken from. This figure should not be biased due to an evaluation
difference, because the items in it are not a subject of a revaluation in the entity.
There is also a coefficient of liquidity, but it includes the value of the stock, which is

the expected to bias the figure, as a result of undervalued stock.

Coefficient of absolute liquidity.

[eHexHble cpeacTea Cash resources c. 260
KpaTkocpo4Hble NaccuBbl Shortime liabifiies C. 690

This figure is also a one of those, which should not be disturbed by any evaluation
choices made by the accountancy. Cash resources are simply cash money and money

in the bank accounts i.e. liquid assets.

! These lines can be either in the actual balance or in some of its appendixes.



3. Turn on trade recervables?

BbIpyyKka OT peanmsaumm Turnover , _co1or
CpeaHsas aeburtopckas The average C. 240
3a[,0/PKEHHOCTb receivables

The turnover of the Russian income statement corresponds quite closely to the
western adaptation of turnover, and the trade receivables are valued with the market
price. So the only potential factor influencing this figure might be the receivables,
which would have been already written down in western adaptations of accounting

and taxation procedures.

4. Stock turn

cebecToumMoCTb peanuiaumm Production value of sales c.020*
cpepHue 3anacsl Average stock (prod. value) <c¢. 270 +c.220

When the units on both sides of the formula are the same, the evaluation criterion of

the unit has no effect on the result of the formula.

5. Profitability of the production.

(PerTabensHOCTD IIPOIYKIIHHT )

Npnbbinb OT peanusaumm Gains from the sales c. 050~
BbIPYYKa OT peanusaLum Turnover c. 0107

“Gains from the sales” is counted by deducting the production value of the sold
production, commercial expenditure and administrative expenditure from the
turnover. This figure is designed to present the profitability of the main business
activities, and therefore it excludes the extraordinary incomes, -expenditure, financial

items and the profit tax.

2% In the income statement.



6. Profitability of main activities

(PenTabenbHOCTD OCHOBHON HEATEILHOCTH )

npubbinb OT peanu3aumu Gains from the sales . c. 050~
3aTpaThl Ha NPOVW3BOACTBO expenditure from proauction c¢. 020+c. 030
CObIT NpOoAYKLM and from sales. +c. 040%

7. Coefficient of depreciation of assets

(Koagpdumnment u3noca OCHOBHEIX CPENCTR)

M3HOCa OCHOBHbIX CPECTB Depreciation on assets C. 392 (r 4)
MNepsoHadaneHas ctoumocts  Original value of the assets c. 371 (r6)
OCHOBHbIX CPE/CTB

The numerals needed for this evaluation figure can be found appendix of the balance
“form No 5”7 The number in the brackets indicates the column, where the
corresponding numeral is. The possible usage of this evaluation figure could be to
evaluate, how much out of line the Russian depreciation is in comparison to the

company’s general line.




Appendix No 4a.

INCOME STATEMENT (Old chart of accounts) 1 2 1 2 1 2
Account  Counter  Account Counter  Account Counter
Number account Number account Number account
Sales
Sales, third party (+) 46 Credit 62 Debit - 50 Debit -~ 51 Debit
Intermediate taxes (-) 68.2 Credit 46 Debit| 68 Credit 46 Debit| 67.1 Credit 46 Debit
|TURNOVER
Material, supplies and products
Purchases, third party (-) 60 Credit 10 Debit - 41 Debit --] 19.3 Debit
Purchases, group companies (-) Determination by analysing the accounts above

Difference in rates (+/-)

Other adjustments (+/-)

Change in inventories(+/-)

External services (-)
Personnel expenses

Salaries, employees (-)

Payroli tax (-)

Pension, employees part 1% ()

Vacation salaries (-)

Payroll tax vacation salaries (-)

Pension vacation salaries (-)
Soclial expenses

Pension, employers part 28% (-)

Social security 5,4% (-)

Medical security 3,4% (-)

Medical security 0,2% (-)

Unemployment insurance 1,5% (-)
Depriciation

Depriciation, intangible assets (-)

Depriciation, buildings and construct. (-)

Depriciation, machinery and tools (-)
Other operating costs

C/D 83.4]

-]

C/D 80|Depending on the source

Usually included into purchases, can be found by analysing D 10.

41 .2(Balance at the beginnin of the period - Balance at the end.

Usually included into purchases, can be found by analysing D 10.

l | l l

l

(70 Credit-(opening balance -closing balance at 70) - 68.1-(0.01* 70 C)

68.1 Credit-(opening balance -closing balance at 68.1)

70 Credit * 0.01 | [ ]

Separate sub accounts need to be formed in accounting

Separate sub accounts need to be formed in accounting

Separate sub accounts need to be formed in accounting

69.2 Credit 44 Debit
69.1 Credit 44 Debit
69.3 Credit 44 Debit
69.4 Credit 44 Debit
69.5 Credit 44 Debit
05 Credit 44 Debit
02 Credit 44 Debit
13 Credit 44 Debit

Analysing the account No 44 and 88 Debits, entries by definition.

[FROFIT / LOSS BEFORE FINANCIAL ITEMS

Financial income
Dividend income (+)
Interest income (+)
Exchange profit (+)
Other financial income (+)
Financial expenses
Interest expenses (-)
Increase in tax and interest of defay
Loan management expenses (-}
Exchange losses (-)
Other financial expenses (-)

Credit 80 Debit 78
Credit 80 Debit 51 Debit 94
Credit 80 Debit 60 Debit 76.1 Debit 52
Credit 80[Depending on the source

Debit 80| Credit 51

Debit 80| Credit 68

Debit 80| (Credit 94)

Debit 80| Credit 60.1 Credit 76.1 Cr.94 Cr.52
Debit 80{Depending on the source

[FROFIT / LOSS BEFORE EXTRAORDINARY ITEMS

Extraordinary items
Extraordinary income (+)
Extraordinary expenses (-)

Credit 48] (Debit 62)] Debit 47| (Debit 62)

Debit 80

Those which by definition don't fall to other gatgorie

[

BOFIT / LOSS BEFORE RESERVES AND INCOME TAXES

Increase or decrease in accelerated depriciation
Change in voluntary reserves (+/-)
Income taxes

Profit tax, final (-)
Other taxes (-)
(Road tax, if not in turnover)

Planned depriciation - Credit 02, 05, 13

Change in the balance at 88.3, 88.4 and 88.5 (Maybe sometimes 89)

Debit 81|Credit 68.4

Debit 80|Cr. 68.13 Credit 68.8

Debit 44

Credit 67.1

ouldvbeymadé in rélatlon to thé prbduétion.




Appendix No 4b.
BALANCE SHEET (Old chart of accounts)
ASSETS

Fixed assets
Intangible assets
Tangible Assets
Financial assets

Current assets
Valuation items
Raw materials
Work in progress
Finished goods
Other stocks

Advance payments

Receivables

Sales receivables

Loan receivebles
Receivables carried forward

Other receivables
Stocks and shares
Cash and bank deposits

LIALIBITIES
Equity
Restricted capital
Subscribed capital
Revaluation reserve
Other capital
Non-restricted capital
Retained earnings/accumulated loss
Profit/loss for the period
Obiligatory reserves
Expense reserve
Other reserves

Foreign capital

Non-current (long term)
Loans from credit institutions, non-curre
Advances received
Trade payables
Other con-current liabilities

Current (short term)
Loans from credit institutions, current
Advances received
Trade payables
Payables carried forward

Other current liabilities

Accounts

04
01
06

10
20
40
41

61

62
73
31
69
73
58
50
57

85
86
87

88.2
87.1

82
89

92
64
60
93

Q0
64
60
65
75
93

07

11
21

45
76
61
70
76

51

08

4

23

76
65
71
78

52

15
29

67
75

55

88.3 884885

98

67
76
93

68
78

69
83

30

68
78

56

70



Appendix No 4c.

INCOME STATEMENT (New chart of accounts) 1 2 1 2 1 2
Account Counter Account Counter Account Counter
Number account Number account Number account
Sales
Sales, third party (+) 90 Credit 62 Debit -- 50 Debit -- 51 Debit
Intermediate taxes (-) 68.2 Credit 90 Debit| 68 Credit 90 Debit| 67.1 Credit 90 Debit
|TURNOVER
Material, supplies and products
Purchases, third party (-) 60 Credit 10 Debit : - 41 Debit --{ 19.3 Debit
Purchases, group companies (-) Determination by analysing the accounts above

Difference in rates (+/-)

Other adjustments (+/-)

Change in inventories(+/-)

External services (-)
Personnel expenses

Salaries, employees (-)

Payroll tax (-)

Pension, employees part 1% (-)

Vacation salaries (-)

Payroll tax vacation salaries (-)

Pension vacation salaries (-)
Social expenses

Pension, employers part 28% (-)

Social security 5,4% (-)

Medical security 3,4% (-)

Medical security 0,2% (-)

Unemployment insurance 1,5% (-)
Depriciation

Depriciation, intangible assets (-)

Depriciation, buildings and construct. (-)

Depriciation, machinery and tools {-)
Other operating costs

C/D 98.4L -] C/D 99lDepending on the source

Usually included into purchases, can be found by analysing D 10.

41.2]Balance at the beginnin of the period - Balance at the end.

Usually included into purchases, can be found by analysing D 10.

I | I L L

(70 Credit-(opening balance -closing balance at 70) - 68.1-(0.01* 70 C)

68.1 Credit-(opening balance -closing balance at 68.1)

70 Credit * 0.0 i | J

Separate sub accounts need to be formed in accounting

Separate sub accounts need to be formed in accounting

Separate sub accounts need to be formed in accounting

69.2 Credit 44 Debit
69.1 Credit 44 Debit
69.3 Credit 44 Debit
69.4 Credit 44 Debit
69.5 Credit 44 Debit

05 Credit 44 Debit

02 Credit 44 Debit
10.9 Credit 44 Debit

Analysing the account No 44 and 88 Debits, entries by definition.

IFROFIT { LOSS BEFORE FINANCIAL ITEMS

Financial income

Dividend income (+) Credit 88| Debit 76.x|For 76.x processing rules yet unestablished
Interest income (+) Credit 99 Debit 51 Debit 66
Exchange profit (+) Credit 99 Debit 60 Debit 76.1 Debit 52
Other financial income (+) Credit 99]Depending on the source
Financial expenses
Interest expenses (-) Debit 99| Credit 51
Increase in tax and interest of delay Debit 99; Credit 68
Loan management expenses (-) Debit 99| (Credit 66)
Exchange losses (-) Debit 98| Credit 60.1 Credit 76.1 Cr.66 Cr.52
Other financial expenses (-) Debit 99|Depending on the source
|FROFITI LOSS BEFORE EXTRAORDINARY ITEMS
Extraordinary items
Extraordinary income (+) Credit 91| (Debit 62)
Extraordinary expenses (-) Debit 99{Those which by definition don't fall to other gatgories

lPROFlTI LOSS BEFORE RESERVES AND INCOME TAXES

Increase or decrease in accelerated depriciation
Change in voluntary reserves (+/-)
Income taxes

Profit tax, final (-)
Other taxes (-)

(Road tax, if not in turnover)
SS FOR THE PERIOD.

Planned depriciation - Credit 02, 05, 13

Change in the balance at 88.3, 88.4 and 88.5 (Maybe sometimes 96)

Debit 99|Credit 68.4

Debit 99|Cr. 68.13 Credit 68.8

Difference between external services and other operating expenses should be made in relation to the production.

Debit 44

Credit 68




Appendix No 4d.
BALANCE SHEET (New chart of accounts)
ASSETS

Fixed assets

[ntangible assets
Tangible Assets
Financial assets

Current assets
Valuation items
Raw materials
Work in progress
Finished goods
Other stocks

Advance payments

Receivables

Sales receivables

Loan receivebles
Receivables carried forward

Other receivables
Stocks and shares
Cash and bank deposits

LIALIBITIES
Equity
Restricted capital
Subscribed capital
Revaluation reserve
Other capital
Non-restricted capital
Retained earnings/accumulated loss
Profit/loss for the period
Obligatory reserves
Expense reserve
Other reserves

Foreign capital

Non-current (long term)
Loans from credit institutions, non-curre
Advances received
Trade payables
Other con-current liabilities

Current (short term)
Loans from credit institutions, current
Advances received
Trade payables
Payables carried forward

Other current liabilities

Accounts

04
01
58

10
20
40
41

60

62
73
a7
69
73
58
50

80
82
83

84.2
83.1

63
96

67
62
60
95

66
62
60
98
75
66

07

11
21

45
76
60
70
76

51

84.3

59

66

68
76
67

08

45

23 29

76

76 68

71 75

52 55
84.4 84.5

67

69 70
76.1

30

57



Appendix 5 New chart of accounts (effective from January 1% 2001)

Part 1. Non-current assets

First Capital 01
Amortisation of First Capital 02
Assets producing revenue 03
Intangibles 04
Amortisation of Intangibles 05
Equipment under installation 07
Acquisition of non-current assets 08

Part 2. Current assets (production stock)
Materials 10
Domestic and farm animals 11
Reserve for a decrease in value of the stock 14
Manufacturing and acquisition of tangibles 15

Fluctuations in the price of tangibles 16
VAT on purchases 19
Part 3. Production expenditure
Core production 20
Semi-finished production 21
Supporting production 23
Production overhead 25
General overhead 26
Scrap from production 28
Helping functions 29
Part 4. Finished productions and inventories
Release of production 40
Inventories 41
Sales discounts 42
Finished production 43
Sales expenditure 44
Goods en route 45
Partial debiting 46
Part 5. Monetary assets
Cash 50
Bank account 51
Currency account 52
Special bank accounts 53
Exchanges en route 54
Financial assets 58

Reserves securing the value of securities 59



Part 6. Financial items

Accounts with suppliers 60
Accounts with clientele 62
Credit loss provision 63
Short-term credit and loans 66
Long-term credit and loans 67
Taxes and levies 68
Social security and pensions 69
Salaries to personnel 70
Accounts with responsible employees 71
Accounts with personnel 72
Accounts with proprietors 73
Accounts creditors and debtors 74
Inter-company accounts 79

Part 7. Capital

Basic capital 80
Share capital 81
Reserve capital 82
Additional capital 83
Retained profit 84
Predetermined financing 86

Part 8. Financial results

Sales 90
Other income and expenditure 91
Partial losses on valuables 94
Future consumption reserve 96
Accrued expenses 97
Accrued income 98

Gains & losses 99



