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CARANA Corporation, under the sponsorship of the United States Agency For International Development (USAID), is pleased to present the following “TRANSFORMATION TOOL-KIT”. This methodology was developed and refined by CARANA Corporation in the course of satisfying its objectives associate to its Russian Accounting Reform project. It was successfully used to transform the financial statements of 25 Russian enterprises into those, which comply with International Accounting Standards (IAS).
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Introduction

CARANA Corporation, under the sponsorship of the United States Agency For International Development (USAID), is pleased to present the following “TRANSFORMATION TOOL-KIT”.    This methodology was developed and refined by CARANA Corporation in the course of satisfying its objectives associate to its Russian Accounting Reform project.  It was successfully used to transform the financial statements of 25 Russian enterprises into those, which comply with International Accounting Standards (IAS).

It is recognized that Russian Enterprises have a distinct disadvantage in the international marketplace in terms of using their existing financial information for anything other than Russian Tax Reporting.  Restating the information to an internationally recognized format is necessary is a company wishes to attract foreign investment or obtain normal bank financing.  Additionally, a restatement is necessary should an enterprise desire to utilize its financial information to implement an internal management information system.  In the vast majority of cases, Russian enterprises achieve these objectives by installing duel systems or employing outside consulting services. 

The following “TRANSFORMATION TOOL-KIT” provides a cost effective alternative that will allow you to restate the financial statements prepared in accordance with Russian Statutory Accounting Methodology (RSA) into those that are in substantial compliance with IAS.

1.  What is a transformation? 

A transformation is an analysis of the statutory accounting records of a Russian enterprise and the preparation of the adjustments necessary to produce a complete set of financial statements that are substantially in compliance with IAS.  This includes a Balance Sheet, Income Statement, Statement of Cash Flow, Statement of Changes in Equity and all disclosure required by IAS to the extent that the company has the records necessary for the compilation of those disclosures.

It is important to clarify the difference between a conversion and a transformation. Conversion is a real time approach that requires users to enter data into either 2 sets of accounting records or a computer software system configured to produce two sets of reports.  A transformation is a batch approach by which information sorted in accordance with RSA is analyzed and corrected or adjusted to reflect the different accounting principals. 

2.  Benefits of a Transformation 

Conversion of Russian Statutory Accounts (RSA) to IAS requires companies to use dual accounting.  This results in companies keeping two sets of accounting records, both in RSA and IAS.  Transformations can be preformed using existing data and thus is less expensive.  Additionally, a transformation can be done on an as needed basis and does not necessitate the continual overhead associate with developing and maintaining two sets of records.  The disadvantage of a transformation is that some accuracy is sacrificed contingent upon the analysis skill of those involved in doing the transformation and the resulting quality of adjustment entries in restating the financial information. 

3. How to use the transformation tool-kit

This tool-kit contains the following information that will enable you to better understand the process as well as give you a step-by-step example of an actual numeric transformation.  

1.  To begin, it is critical that you have an understanding of both International Accounting Standards (IAS) and the Russian Statutory Accounting System (RSA).  To refresh you with the major differences between the two we start with a section describing the MAJOR DIFFERENCES BETWEEN INTERNATIONAL ACCOUNTING STANDARDS AND THE RUSSIAN ACOUNTING SYSTEM.
2.  The next section is a TRANSFORMATION MANUAL describing with the numeric transformation process.  It contains a proven methodology for performing a transformation.

3.  Preparation for IAS financial statements cannot be satisfied unless there is transparency of the information provided.  Additionally, the preparation and contents of the financial statements are dependent upon the nature and substance on the financial information of the company.  A DISCLOSURE INFORMATION COLLECTION MANUAL is presented to assist you in assembling all information and considerations necessary to develop the financial statements and provide appropriate notes to the financial statements.  

4.  An ILLUSTRATIVE EXAMPLE OF A TRANSFORMATION is then presented using the step-by-step methodology and working papers described in the transformation manual.  The numeric transformation of Russian Company OAO ABC provides you with a basic example of how to analyze RSA financial statements, prepare adjustment and reclassification entries, and generate the resulting financial statements.

5.  Depending upon the size and complexity of the company, the transformation process can result in a significant number of accounting transactions during the conversion process.  We have included an ELECTRONIC TRANSFORMATION MODEL to better facilitate and control the transformation process.  The model contains linked spreadsheets, and the working papers, entries and general chart of Accounts used during the transformation of our example OAO ABC Company. 

6.  How can you get started?  What should be your implementation strategy?  What are some of the considerations in deciding to perform a transformation?  These strategic corporate issues are discussed in the NEXT STEPS section.

7.  No website would be complete without a LEGAL DISCLAIMER.  We are confident in the processes presented, as the methodology has been employed in transforming literally thousands of companies within Russia and the CIS.  We cannot stress enough, however, that the quality of the transformation and true compliance with IAS is dependent upon those chosen to do the transformation.  Specialized familiarity with of RSA and IAS is a must.  Additionally, please note that the information presented is accurate only at the time of preparation, and, because there are continual changes to the standards and interpretations of both IAS and RSA, the information may be outdated.  
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