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THE OBJECTIVE
This manual is intended to provide a guideline for the transformation of financial statements, prepared in accordance with Russian Statutory Accounting Methodology (RSA) into those, which comply with International accounting Standards.  It provides a proven methodology and guidelines for the user.  The quality of the transformation depends upon the level of analysis of the existing data and the users familiarity with both RSA standard and IAS.  

This manual only outlines a suggested numerical analysis. Fully compliant IAS statements require that this information be supplemented with disclosure information concerning each account.  Also, in some cases it may be necessary to perform calculation on original values to ensure materiality of the end products.  It is recommended that this manual be used in conjunction with an IAS disclosure checklist to ensure that the resulting reports do, in fact comply with IAS and that all information be reviewed in light of all IAS standards, especially those dealing with Hyperinflation, depreciation and PP & E, leases and investments.  

Additionally, a new Chart of Accounts should be developed for each enterprise.  A downloadable spreadsheet model that is designed to control the transformation adjusting and correcting entries as well as a base chart of accounts is provided in subsequent materials presented in this toolkit.

This manual also makes reference to a new chart of accounts.  

This methodology should be reviewed and modified as necessary, on an enterprise-by-enterprise basis depending upon the level of expertise and skills of the accounting staff of the enterprise and of those performing the transformation. 

INVOLVEMENT OF LOCAL ACCOUNTING AND AUDITING FIRMS

The development of local, specialized accountants/auditors is an integral part of the USAID Accounting Reform Project. The transformation of enterprises from the old Soviet Accounting System to the International Accounting Standards and new model Chart of Accounts should be carried out with the direct and active involvement of local professional firms

SUGGESTED INITIAL STEPS
Before the starting the transformation process:

1. Obtain Financial Statements prepared in accordance with the existing accounting system.

2. Assess the amount of work and develop the transformation schedule

3. Request detailed information about core business activities of the company

4. Clarify the corporate structure of the company, identifying relationships with the affiliated or subsidiary companies (if any) as well as with third parties.

5. Collect documented information about the current accounting system with regards to the main accounting method used – accrual or cash method.

6. Confirm the income and expense cycle –when and how income and expense transactions are recorded and reflected in the General Ledger. 

7. Confirm the payables and receivables cycle – when and how the asset acquisition, sales of products and services, income and expense accrual transactions are recorded in the General Ledger. 

8. Collect date about any revaluation done on intangible assets or property, plant and equipment, the effects of revaluation, revaluation method, quantitative result of revaluation and the name of the valuator.

9. Document the production cycle and the basis of valuation of inventories, with specific reference to cost of goods sold, work in process and finished goods.

10. Clarify the accounting policy methods and procedures which regulate financial data accounting. 

11. Policy of the company regarding goods on realization and consignment.

WORKING PAPER FILE( 

For each company undergoing transformation is necessary to prepare a working paper file. It includes:

1. A copy of the balance sheet, income statement and cash flow statement as of the transformation date.

2. A copy of the accounting policy and chart of account of the company. 

3. Reports on the transformation at the enterprises including:

· general features of the enterprise;

· main points of the accounting policy of the company (revenue accounting method, valuation of the inventories, methods of depreciation accruals on fixed assets);

· Transformation working papers, including:

1. allocation of property, plant and equipment according to the groups (by sub-accounts);

2. allocation of property, plant and equipment depreciation by the newly created groups;

3. allocation and flow of  intangible assets by groups (by sub-accounts);

4. allocation and flow of investments of the company to dependent companies, subsidiaries and other;

5. allocation of  materials, finished products and goods by groups (sub-accounts)

6. allocation of low value items depending on their useful life – more or less than one year and allocation of LVI to the appropriate accounts of property, plant and equipment and materials, and charging them to the profit of the company when necessary. 

7. adjustments of finished goods and work in progress to period expenses. It is necessary to supplement the calculation of the rate of period expenses in cost of goods produced 

8. allocation of payables and receivables to current and non-current;

9. allocation of  balances on budget payments and out of budget funds payment accounts regarding to taxes and duties;

10. analysis of income and expenses of the company for the reporting period;

11. analysis of loans and credits of the company;

12. allocation of  balances of equity accounts.

· Transformation tables, including: 

1. adjustment transactions;

2. reclassification transactions;

3. current trial balance;

4. recalculated trial balance prepared according to IAS;

5. balance sheet;

6. income statement;

7. cash flow statement.

· Chart of accounts;

· Check list;

OVERALL TRANSFORMATION PROCESS
Transformation methods may vary significantly from company to company. It is strongly recommended to involve the company's management in the transformation process. This will serve two objectives: 

(1) the management and staff of the company shall receive appropriate on-the-job-training, 

(2) the management will face no subsequent problems of understanding and substantiating the financial statements. 

The following overall transformation strategy should be applied:

· Analyze the accounting policy and the condition of accounting records. Determined if it is necessary to adjust the accounts to change the accounting records in accordance with accruals method. The procedure is described below in greater detail. 

· Prepare an opening trial balance from the existing balances appearing on the General Ledger. Identify the material figures for subsequent phases. Compare the trial balance to the balance sheet.

· Analyze all accounts of the trial balance and prepare working papers. 

· Include accrual transactions and adjustment transactions. It is necessary to bring the accounts in compliance with the suggested chart of accounts and International Accounting Standards. 

· After analyzing each section discuss the adjustment transactions with management and obtain their agreement. Incorporated the transactions into the company's accounting records as well as into the working paper file.

· Make reclassification transactions. Analyze the individual accounts and bring these accounts in compliance with IAS and suggested chart of accounts.

· Prepare a final trial balance and compare it with the General Ledger. 

· Prepare the draft financial statements.  

In the course of the transformation process it is necessary to make two types of accounting transactions 

The reason for adjustment transactions of the first type is the differences between IAS and the accounting system established in Russia. The purpose of the adjustment transactions is to prepare the accounting data for the transformation process. 

Adjustment transactions of the second type are used to make corrections in the exiting accounting system of the company and are necessary because of incorrect accounting transactions within the existing accounting system. Their purpose is to provide the most reliable accounting information as of the transformation date. 

For the purpose of controlling the correction entries make in the course of the transformation two additional accounts in the existing chart of accounts were assigned:

· account 88,6 "Retained earnings/losses of the previous years – adjustments" – for grouping of previous years events adjustment transactions;

· account 88,7 "Retained earnings/losses of the current period – adjustments" – from grouping of adjustments of the events related to the current period

ITEMIZED TRANSFORMATION PLAN
A detailed suggested itemized plan of transformation has been narrated below. However this requires modifications on a case to case basis. In addition certain sections of this plan may not be applicable to each company. 

Furthermore in the forthcoming paragraphs whenever a two-digit account number is mentioned that implies the specific account as per the old chart of accounts and a four-digit account number implies the respective account as per the new model Chart of accounts.

Accrual Basis of Accounting

IAS requires that the financial statements should be prepared and presented on the accrual basis of accounting. Under the accrual basis of accounting Revenues and Expenses are booked as incurred and not at the point of payment or receipt of funds. This requires that sales and expenses relating to or pertaining to a particular period should be recorded in the period of occurrence irrespective of the timing of the amount received or paid.

To bring accounts from the cash basis of accounting to the accrual basis of accounting the following steps should be taken:
Account 45 “Dispatched Goods” is used to record information about the presence and movement of shipped products. 

Examine account 45 “Dispatched Goods” and determine if there is a balance in this account. Determine with respect to this account whether:

1. The risks and rewards associated to the goods rest with the seller. This means that in case of loss of the goods or any other event that results in a reduction in the value of goods the seller of the goods shall be responsible.

To bring the accounts to the accrual basis the following entry needs to be made:

	Account Heading
	Debit
	Credit

	Finished Production (at the actual cost) or
	40
	

	Goods (at the acquisition cost)
	41
	

	Goods in Transit
	
	45

	Account 45 closed and finished goods shown as inventory


· goods are shipped for realization and risks and rewards associated to the goods rest with the buyer (the buyer has the liability). This means that in case of loss of the goods or any other event that results in a reduction in the value of goods the buyer which possesses the goods shall be responsible.

In this case make the following entries:

Step 1. Writing down goods shipped at cost of production

	Account Heading
	Debit
	Credit

	Sales of Products, Works and Services
	46
	

	Goods in transit
	
	45

	Cost of sales booked and account 45 closed


Step 2. Recognition of income and VAT liabilities

	Account Heading
	Debit
	Credit

	Settlement with buyers and customers
	62
	

	Sales of Products, Works and Services
	
	46

	Settlement with budget (VAT) 
	
	68.02

	Booked receivable from customers, VAT 


Step 3. Determine realization profit

	Account Heading
	Debit
	Credit

	Sales of Products, Works and Services
	46
	

	Profit/Loss  
	
	80 or 88

	Profit on goods treated as in transit and account 46 closed   


As a result of the above described transactions simplify the procedure of recognizing sales and cost of goods which were effectively sold, but were treated as goods in transit. 

2. In addition it is necessary to calculate the profit and expenses for the reporting period which were not booked at the closing date. Income and expenses not accrued, which are related to the current period has to be adjusted to the account 80 (or 88 if 80 was closed). Money received or paid in the current year, but related to the previous period has to be separated from the current year profits.  These expenses may include but are not limited to the following:

1. Salaries and wages;

2. Payroll taxes;

3. Utilities and telephone expenses;

4. Outstanding overheads;

5. Interest on loans etc.

6. Interest income;

7. Dividend income, etc

To accrue the expenses not booked in the accounts prepare the following entries:

	Account Heading
	Debit
	Credit

	Sales of Products, Works and Services and
	46
	

	Animals and/or
	11
	

	Main production and/or
	20
	

	Self produced semi finished production and / or
	21
	

	Finished Production  
	40
	

	Payroll Settlements and/or
	
	70

	Settlement with social insurance and pension fund and/or
	
	69

	Settlement with different debtors and creditors
	
	76

	Amount of unpaid expenses booked to the relevant accounts depending upon the utilization of expenses incurred and liability booked in the respective payable  accounts  


	Income and losses 
	80 or 88
	

	Sales of Products, Works and Services
	
	46

	Amount of expenses booked in account 46 closed in account 80 or 88

	Income and losses or Retained Earnings
	80 or 88
	 

	Main Production
	
	20

	Semi finished Self Produced Goods
	
	21

	Finished Production
	
	40

	Amount of costs pertaining to previous periods included in current period transferred to account 80 or 88

	Settlements with debtors and creditors 
	76
	

	Profit and losses
	
	80

	Add dividends and interest earned

	Retained Earnings or Profit or Losses
	80 or 88
	

	Profit and losses
	
	80

	The profit and costs included in current period pertaining to previous period transferred to account 80


Adjustment transactions of the second type. 

The current accounting system was designed to provide full centralized control.  The new accounting system is designed to produce accrual based accounting and ha the purpose of providing reliable financial information to the users. 

1. "ITEMS WITH LOW VALUE AND SHORT USEFUL LIFE" ACCOUNT

When adopting the suggested chart of accounts it is necessary to analyze the accounts 12 and 12.1 and separate LVI with the useful life of below and over one year. To simplify reclassification of old accounts to the new accounting system, the following correcting accounting transactions should be made:

All LVI with the useful life of more than one year regardless of their value are recorded as PPE

	Account Heading
	Debit
	Credit

	PPE
	01
	

	Low Value Items
	
	12

	Depreciation on Low Value Items
	13
	

	Accumulated Depreciation
	
	02

	Balance of the amount of Low Value Items having remaining useful life of more than one year transferred to "PPE"  and "Accumulated Depreciation of PPE".  


For LVI with the useful life less than one year the following solutions is suggested: 

LVI which can be used as raw materials, spare parts and other materials, mistakenly recorded in the account 12 are be recorded in the account 10 "Materials". If there are LVI which may be realized and there is no need to use them in production, they can be recorded in the "Goods" account. 

	Account Heading
	Debit
	Credit

	Materials – Others
	10.X
	

	Goods 
	41
	

	Low Value Items in storage
	
	12.1

	Balance on the LVI account purchased and still unused remaining in the warehouse transferred to materials or goods account


LVI written down by the decision of the company are recorded to the account 80 "Income and losses" or 88 "Retained earnings/losses" at the residual value: 

	Account Heading
	Debit
	Credit

	Income and losses or Retained Earnings
	80 or 88
	

	Depreciation on Low Value Items
	13
	

	LVI in operation
	
	12.2

	The balance of amount of Low Value Items, having remaining useful life of less than one year transferred to "Income and Losses" or "Retained Earnings" 


Expensive LVI (accounts 12.2 and 12.3) with useful life of less than one year transferred to the expenses of the future periods at the residual value
	Account Heading
	Debit
	Credit

	Expenses of future periods
	31
	

	Depreciation of LVI
	13
	

	LVI in operation
	
	12.2 and 12.3

	Balance of the account of LVI with useful life of less than one year is transferred to the "Prepaid expenses" account, accounts 12 and 13 are closed


2. ACCOUNT 14 "ASSETS REVALUATION"

Account 14 "Revaluation of Real Assets" is closed, balance from this account is transferred to account 88 "Retained earnings or losses". 

3. ACCOUNT 15 "PROVISION AND ACQUISITION OF MATERIALS"

Account 15 "provision and acquisition of materials" is closed. Account 15 in the part of provision expenses related to materials acquisition is transferred to account 10 "Materials", and the LVI provision expenses are transferred to account 12 "LVI". Debit balance of materials in transit is written down to the account 60 "Settlements with suppliers and contractors"  by making a reverse transaction. 

4. ACCOUNT 16 "DEVIATIONS IN THE COST OF MATERIALS"

Account 16 "Deviations in the cost of materials" is closed. Balance of this account related to materials purchased is transferred to account 10 and balance related to purchased LVI is transferred to account 12. 

	Account Heading
	Debit
	Credit

	Deviations in the cost of materials
	16.1
	

	Materials
	
	10.X

	Deviations in the cost of LVI 
	16.2
	

	LVI in storage
	
	12.1

	Difference in the cost of LVI and materials is transferred to the corresponding accounts. If there is a difference in debit it is necessary to make a reverse transaction. 


5. SEPARATION OF PERIODICAL COSTS FROM INVENTORIES BALANCE. 

According to IAS 5 "Inventories", cost of inventories includes products acquisition and processing expenses and other expenses, incurred directly from relocation and processing the products. 

In the current accounting practice periodical costs and production costs are not differentiated. Starting January 1, 1998 in Russia general overhead costs may be written down as conditionally-fixed costs to the debit of account 46 "Realization of products (goods, services)", we are not confident that all periodical costs are separated from inventories balance. 

Therefore, it is necessary to analyze all balances of work in progress and finished goods at the company. Periodical expenses have to be subtracted from each inventory item by making the following transactions: 

	Account Heading
	Debit
	Credit

	Income and losses or Retained Earnings 
	80 or 88 
	

	Main Production
	
	20

	Self Produced Semi Finished Production 
	
	21

	Finished Goods
	
	40

	Commercial expenses
	
	43

	Circulation expenses
	
	44

	Balance of the amounts of Administrative, Commercial, Selling and Financial Expenses included in the cost of inventories now being transferred to Income and Losses and Retained Earnings accounts 


In order to separate periodical costs from finished products and work in progress balance we analyze the account 20 – "Main production" debit circulation and the amount of general overhead costs – account 26. We make the following calculations: 

a) calculate the share of general overhead costs included into the cost of goods produced:

  general overhead costs

--------------------------------

*   100%  =  Z%  -- periodical costs included into the cost

  cost of goods produced



      of goods produced.


b) calculate the share of general overhead costs in the costs of finished products

Finished products balance   *  Z%  =  X  - periodical costs

c) adjusted balance is: 

Finished products – Periodical costs =  Y – end of the period inventory balance

d) Periodical costs are recorded in the account 88 – Retained earnings or losses of the previous years or account 80 – Profits and losses. 

Methods of calculation of periodical costs from balances are the same for accounts 11 – " Animals for breeding and feeding",  10.1 – "Raw materials – seeds and planting stock", 10.2 – "Fodders" and 40 "Finished products". 

Adjusted balances of these accounts have to be transferred to the corresponding inventories accounts. 

6. ACCOUNT 30. "NON-CAPITAL WORKN" 

If the cost of non-capital work has to be transferred to PPE upon completion, accumulated cost at the transfer date as to be recorded as construction in progress. If the costs of dismantling and demolition have to be compensated by the third parties, debts have to be established (recorded). If all costs have to be written down in the current or previous year, it depends on when these costs were incurred. 

	Account Heading
	Debit
	Credit

	Construction in progress 
	08
	

	Settlements with creditors and debtors 
	76
	

	Income and Expenses and Retained Earnings 
	80 or 88
	

	Not Capital Works
	
	30

	Balance of account of not capital works is transferred to accounts 08, 76, 80 and 88 


7. ACCOUNT 37 "PRODUCTION, WORK AND SERVICES"

Account 37 "Production, work and services" is closed. Depending on the structure of the new chart of accounts for cost of production calculation production accounts will be used. 

8. ACCOUNT  43 "COMMERCIAL EXPENSES" AND ACCOUNT 44 "CIRCULATION EXPENSES" 

Cost of inventories usually includes products transportation costs. In order to simplify the system transportation costs are included in the account 43 "Commercial expenses" and account 44 "Circulation expenses"  and have to be looked upon as periodical costs except for the case when the costs can be directly allocated to certain inventories items. 

Account 43 "Commercial expenses" is closed. Balance on this account is transferred to account 45 "Goods shipped". 

Account 44 "Circulation expenses" is allocated to the account 41 "Goods" depending on which goods category expenses are related to. 

9. ACCOUNT 79 "SETTLEMENTS WITHIN ORGANIZATION" 

Since we conduct a conversion for the reporting period, account 79 might have a balance. We analyze the account 79 "Settlements within the organization" and allocate the balance to accounts receivable or accounts payable. While making these adjustments it is important to consider divisions of the company which are or are not separate legal entities. 

10. ACCOUNT 96 "FINANCING AND INCOME FOR SPECIAL PURPOSE"

Unused non returnable balance on account 96 "Financing and income for special purpose" is transferred to credit on account 88 "Retained earnings/losses" and 80 "Profit and losses". 

11. ACCOUNT 84 "SHORTAGES AND LOSSES FROM DAMAGE TO ASSETS"

After the analysis of this account we determine refundable and non-refundable shortages and losses from damage to assets and close the account. 

	Account Heading
	Debit
	Credit

	Settlements with various creditors and debtors
	76, 73
	

	Shortages and Losses
	
	84

	Retained Earnings
	80 or 88
	

	Account 84 closed and balance is transferred to retained earnings/losses of current period or previous years account. 


12. ACCOUNT 42 "MARK-UPS"

According to IAS goods have to be reflected in the accounting documents at the acquisition cost and the account 42 "Trading addition" used earlier is closed. The balance is allocated to account 

41 "Goods"

	Account Heading
	Debit
	Credit

	Mark-ups
	42
	

	Goods
	
	41

	Mark-ups amount is cancelled 
	
	


RECLASSIFICATION TRANSACTIONS

Intangible Assets and Amortization

1. Analyze and Segregate balances of old account 04 and 05 "Intangible Assets” and “Amortization of intangible assets” into the following categories:

· Goodwill.

· Patents & License.

· Trademarks.

· Organization costs.

· Other assets.

2. Assign account codes as per the new model Chart of accounts.

3. Segregate the Accumulated Amortization on these assets in accordance with heads of accounts mentioned above.  

4. Verify and segregate charge of amortization for the period, for subsequent cross checking with relevant accounts in income statement and preparing a schedule Intangible Assets.  

5. Obtain information on the useful life and methods for charging amortization.  

6. Prepare Lead Schedule of Intangible Assets.

7. Reclassify accounts as below:

	Account Heading
	Debit
	Credit

	Goodwill
	2910
	

	Patents & License
	2920
	

	Trademarks
	2930
	

	Organization costs
	2940
	

	Other assets
	2950
	

	Intangible Assets
	
	04

	Account 04 reclassified and closed
	
	

	Amortization of Intangible Assets
	05
	

	Accumulated Amortization-Goodwill
	
	2919

	Accumulated Amortization-Patents & License
	
	2929

	Accumulated Amortization-Trademarks
	
	2939

	Accumulated Amortization-Organization Costs
	
	2949

	Accumulated Amortization-Other
	
	2959

	Account 05 reclassified and closed
	
	


Property Plant and equipment and their depreciation

1. Segregate Balances of old accounts 01 “Property, plant and equipment”, 03 “Long term leased assets”, into the following categories:

· Land.

· Buildings and Construction.

· Machines and Equipment.

· Vehicles.

· Others.

2. Segregate the old accounts 02 “Accumulated Depreciation on fixed assets” (except for land), in accordance with heads of accounts mentioned above.  

3. Assign account codes as per the new model Chart of accounts.

4. Verify and segregate charge of depreciation for the period, for subsequent cross checking with relevant accounts in income statement and preparing a chart of Property, Plant and Equipment. 

5. Make notes on the method used for calculating depreciation of PPE.  

6. Obtain information on the historical costs, revalued cost, acquisitions and disposals during the period, opening accumulated depreciation, depreciation for the period, useful life and methods used for accruing depreciation.  

7. Prepare chart of PPE giving details mentioned in paragraph 6.

8. Reclassify accounts balances as per journal entries below:

	Account Heading
	Debit
	Credit

	Land
	2110
	

	Buildings, Constructions
	2150
	

	Machinery 
	2200
	

	Furniture & Fixtures
	2300
	

	Vehicles
	2400
	

	Leasehold Improvements
	2600
	

	Property, Plant and Equipment 
	
	01

	Long Term Leased Assets
	
	03

	Accounts 01, 03 are reclassified and closed


	Account Heading
	Debit
	Credit

	Accumulated Depreciation
	02
	

	Accumulated Depreciation- Buildings & Construction
	
	2190

	Accumulated Depreciation- Machinery
	
	2290

	Accumulated Depreciation- Furniture & Fixtures 
	
	2390

	Accumulated Depreciation- Vehicles
	
	2490

	Accumulated Depreciation- Leasehold Improvements
	
	2590

	Accumulated Depreciation – Other
	
	2690

	Account 02 reclassified and closed
	
	


Capital Work in Progress
Account 07  "Equipment to be installed" includes spare equipment and large spare parts, which are classified as equipment. If they were specifically purchased for installation during construction which will soon be finished, they become a part of the capital project. In all other cases the equipment has to be classified as other materials. Reclassify the balances in accounts 07 “Equipment to be Installed” and 08 “Capital Investments” as below:

	Account Heading
	Debit
	Credit

	Capital Work in Progress
	2120
	

	Machinery 
	2200
	

	Other materials
	1790
	

	Equipment to be Installed
	
	07

	Capital Investments
	
	08

	Accounts 07 and 08 reclassified and closed


Other Non-current Assets
1. Segregate balance of account 06 “Long Term Financial Investments” into the following categories:

· Investments in Subsidiary Companies.

· Investments in Associated Companies.

· Investments in Joint Ventures.

· Other long-term Investments.

2. Allocate account codes as per new model Chart of accounts

3. Obtain a list of significant subsidiaries, detailing the name, country of incorporation, percentage of ownership. Also obtain a separate list of companies with more than 50% of voting rights and not desired to be consolidated due to the absence of control, giving details of constraints.   

4. If consolidation of the subsidiary or subsidiaries is required. Convert the financial information relating to the subsidiaries to the new model Chart of accounts using the same method as will be used for the transformation of the holding company itself.

5. In case the company has subsidiaries and the management does not desire a consolidated financial statement, obtain reasons for not consolidating subsidiaries.

6. Obtain a list of associated companies.

7. Make note on the methods used in accounting for investments in the associated companies.

8. Obtain a list of Joint venture companies, giving details of ownership interest. 

9. Obtain information on contingencies, in relation to its interests in the joint activities duly quantified. Contingencies under contractual arrangements with third parties related to the joint activities. 

10. Obtain information on capital commitments on financing to the joint venture, duly quantifying the share of the company being converted.          

11. Reclassify account as follows:

	Account Heading
	Debit
	Credit

	Investments in Subsidiary Companies
	2820
	

	Investments in Joint-Ventures
	2830
	

	Other Long-Term Investments
	2840
	

	Long Term Financial Investments
	
	06

	Account 06 reclassified and closed
	
	


Inventories

· Confirm the basis of measurement of inventories i.e. lower of cost and net realizable value.

· Obtain information on the basis of valuation of the inventories i.e. Average, LIFO, FIFO and others.

Segregate balance of account 10 “Materials” into the "Raw materials" and "Other materials" and assign new account codes. Reclassify accounts as per entry given below:

	Account Heading
	Debit
	Credit

	Raw Materials

Other Materials

Materials
	1710

1790


	10

	Account 10 reclassified and closed
	
	


Balance of accounts 20 “Main Production”, 21 “Semi-finished Products”, 23 “Auxiliary Production” and 29 “Servicing Production”  include the balance of the new account 1630 "Work in progress". Reclassify accounts as per entry given below:

	Account Heading
	Debit
	Credit

	Work in progress 
	1730
	

	Main Production
	
	20

	Semi-finished Products
	
	21

	Auxiliary Production
	
	23

	Servicing Production
	
	29

	Accounts 20, 21, 23 and 29 reclassified and closed


Segregate balances of account “Animals for breeding and feeding”. Animals which are ready for sale have to be classified as finished products. Other animals may be classified as work in progress until they gain required weigh. 

	Account Heading
	Debit
	Credit

	Work in progress 
	1720
	

	Finished products
	1730
	

	Animals for breeding and feeding
	
	11

	Account 11 reclassified and closed 


The following transaction has to be made:

	Account Heading
	Debit
	Credit

	Goods
	1740
	

	Finished products
	1730
	

	Animals for breeding and feeding
	
	11

	Finished products
	
	40

	Goods
	
	41

	Accounts 11, 40 and 41 reclassified and Closed
	
	


Receivables, Payables, Advances, Deposits, Prepayments and Bad Debt Reserves

Analyze each of mentioned accounts and divide the accounts to payables and receivables with payment time below or over one year.

Examine the balances in account 60 “Settlements with Suppliers and Contractors” and offset debit and credit balances pertaining to the same organization, person, or entity. Confirm that all debit balances are transferred to prepaid materials or accounts receivable. Scrutinize balance in account 61 “Settlement on Advances”:

	Account Heading
	Debit
	Credit

	Prepaid expenses 
	1810-1840
	

	Other payables
	1580
	

	Settlements with suppliers and contractors 
	
	60

	Settlement on Advances 
	
	61

	Debit balances in account 60 and account 61 reclassified and account 61 is closed

	Settlements with suppliers and contractors
	60
	

	Accounts payable 
	
	3110

	Credit balances of account 60 reclassified to new model Chart of accounts and account 60 is closed 


Examine the balances in account 62 “Settlements with buyers and customers” and offset debit and credit balances relating to the same organization, person, or entity. Verify that all credit balances are advances received from buyers and customers. Scrutinize balances in account 64 “Settlement on Advances received"  is used to record information about settlements on advances received against delivery of material assets or on completion of work, and settlements on payments for goods or work for clients that are only partially completed. Reclassify the accounts 62 and 64 to Advances received from buyers and customers as per the following Journal entries:

	Account Heading
	Debit
	Credit

	Advances received from buyers & customers
	
	3200

	Settlements with Buyers and customers 
	62
	

	Settlement on Advances 
	64
	

	Credit balances in account 62 and account 64 reclassified and account 64 is closed

	Settlements with Buyers and customers 
	
	62

	Accounts Receivables
	1410
	

	Debit balances of account 62 reclassified to new model Chart of accounts and account 62 is closed 


Account 63 “Settlements on claims” is used to record information about settlements on claims which have been presented to suppliers, contractors, transportation and other organizations, and settlements on fines, penalties and forfeits which have either been presented to them or have been admitted by them. This account needs to be examined with a reclassification to close out this account. The adjustments from this account could go to several different accounts depending on the source of information. In case if the amounts are not subject to deduction then an adjustment should be taken to the debit of account 63. 

Reclassify account 63 “Claims settlement” per following Journal entry: 

	Account Heading
	Debit
	Credit

	Other receivables
	1580
	

	Settlement on claims
	
	63

	Debit balance on account 63 reclassified 
	
	

	Other current liabilities payable
	
	3690

	Payment on claims
	63
	

	Credit balance of account 63 reclassified and account 63 closed
	
	


Scrutinize accounts 65 with “Property and Personal Insurance”, 67 on “Non-budgetary payments”, 68 with “Budget”, and 69 with “Social security”. Reclassify the debit balances of the above mentioned accounts as per the following journal entry:

	Account Heading
	Debit
	Credit

	Settlement on Property and Personal Insurance

Accrued social security payments
	65
	3590

	Settlement on non-budgetary payments

Current liabilities
	67
	3690

	Settlement with budget

Taxes payable
	68
	3400

	Settlement on Social Insurance

Accrued social insurance
	69
	3520

	Credit balances in accounts 65, 67, 68 and 69 transferred to liabilities. If there are debit balances on above listed accounts they have to be reclassified  on accounts 1540, 1580, 1920, 1930


Reclassify account 70 “Payroll Settlements” as below:

	Account Heading
	Debit
	Credit

	Payroll Settlements
	70
	

	Wages and salaries payable
	
	3510

	Accrued payroll account is reclassified and closed
	
	


Scrutinize balances accounts 71 “Settlements with Reporting Persons” and 73 “Settlements with Personnel for other Operations” and offset debit balances with credit balances pertaining to same person if any. Segregate debit and credit balances of these accounts. Reclassify the balances of the above mentioned accounts as per the following journal entry:

	Account Heading
	Debit
	Credit

	Receivable from employees, officers, directors
	1530
	

	Settlements with reporting persons
	
	71

	Settlements with Personnel for other operations
	
	73

	Debit balances of accounts 71 and 73 reclassified
	
	

	Settlements with reporting persons
	71
	

	Settlements with Personnel for other operations
	73
	

	Payable to employees, officers, directors 
	
	3540

	Credit balances of accounts 71 and 73 reclassified and accounts are closed 


Account 75 “Settlements with Founding Parties” is used to record information about settlements with founding parties of an enterprise. Analyze and segregate balances in account 75 “Settlement with Founders” between receivables on account of capital contribution and payables to founders on either loans to stockholders or dividends payable to stockholders. Reclassify the account the following way:

	Account Heading
	Debit
	Credit

	Payments receivable from members (founders) to authorized capital
	1595
	

	Settlement with founders
	
	75

	Debit of account 75 reclassified
	
	

	Settlement with founders
	75
	

	Dividends payable 
	
	3560

	Shareholders loans
	
	3640

	Credit balance of accounts 75 reclassified and account is closed 
	
	


Account 76 “Settlements with other Debtors and Creditors” is used to record information about settlements for various debtors and creditors. Scrutinize balances in account 76 “Settlements with other Debtors and Creditors” and offset debit and credit balances pertaining to same organization, person or entity. Transfer debit balances to Accounts Receivable and as for the credit balances to Accounts Payable.

Scrutinize balances in account 78 “Settlements with Subsidiaries” and offset debit and credit balances pertaining to same organization. Reclassify the account as detailed below:

	Account Heading
	Debit
	Credit

	Receivable from Associated Companies.
	1520
	

	Settlements with Subsidiaries 
	
	78

	Debit of account 78 reclassified
	
	

	Settlements with Subsidiaries 
	78
	

	Amounts owed to Associated Companies
	
	3320

	Credit balance of accounts 78 reclassified and account is closed 
	
	


Reclassify account 82 “Reserve for Bad Debts”:

	Account Heading
	Debit
	Credit

	Reserve for Bad Debts
	82
	

	Provision for Bad Debts
	
	1495

	Account 82 reclassified and closed
	
	


Segregate Balances in account 31 “Prepaid Expenses” between Prepaid Insurance, Lease Rentals, and Others. Reclassify the account as below:

	Account Heading
	Debit
	Credit

	Prepaid Services
	1820
	

	Rent Prepayments
	1830
	

	Other Prepayments
	1840
	

	Prepaid expenses
	
	31

	Account 31 reclassified and closed
	
	


Reclassify account 83 “Deferred Income” as below:

	Account Heading
	Debit
	Credit

	Deferred Income
	83
	

	Deferred Income – current
	
	3700

	Deferred Income – long-term
	
	4300

	Account 83 reclassified and closed
	
	


Segregate balance in account 89 “Reserve for Future Expenses and Payments” between reserve for vacation pay and others. Amounts, which can be calculated  and paid, which should be reclassified as accrued liabilities. All other amounts, which cannot be calculated precisely have to be returned to retained earnings.  

	Account Heading
	Debit
	Credit

	Reserve for future expenses and payments
	89
	

	Accrued Holidays & Compensation
	
	3530

	Other Accrued Expenses
	
	3590

	Retained earnings
	
	80 or 88

	Account 89 reclassified and closed
	
	


Account 96 “Special Purpose Financing and income” has to be analyzed with consideration of payment timelines. Reclassification considering non-current and current  parts will look the following way:

	Account Heading
	Debit
	Credit

	Purpose Financing
	96
	

	Other current liabilities
	
	3340

	Current part of non-current liabilities
	
	3330

	Account 96 reclassified and closed
	
	


Financial Investments

Segregate account 58 “Short Term Investments” between Investments in Shares, Bonds and other securities. Reclassify balances in account as per the following transactions:

	Account Heading
	Debit
	Credit

	Marketable Securities
	1310
	

	Bonds 
	1320
	

	Other Short-Term Investments
	1390
	

	Short Term Financial Investments
	
	58

	Account 06 and 58 reclassified and closed
	
	


Cash and Cash Equivalents
Segregate the balance in account 50 “Cash” between cash in local currency and cash in foreign currency. Create a sub-account in foreign currency. Reclassify the balance as below: 

	Account Heading
	Debit
	Credit

	Cash – local currency
	1110
	

	Cash – foreign currency
	1111
	

	Cash
	
	50

	Account 50 reclassified and closed
	
	


Account 57 “Cash in Transit” is used to record information about the presence and movement of currency in transit such as amounts paid into banks, savings banks. When checking balances in the bank and General Ledger balances, "deposit in transit" becomes the item to check upon. Each bank account should be assigned an account number in the General Ledger. 

Deposit with the purpose of opening an account has to be divided to sub-account in the case if it is necessary to open a separate bank account. Reclassify accounts 51 “Cash in Settlement Accounts” and 57 “Cash in Transit” as per the following entries:

	Account Heading
	Debit
	Credit

	Local Bank - National Currency
	1210
	

	Local Bank – deposit
	1211
	

	Cash in Settlement Accounts
	
	51

	Cash in Transit
	
	57

	Accounts 51 and 57 reclassified and closed
	
	


Reclassify account 52 “Foreign Currency account” between cash in foreign currency within the country and abroad. Reclassify the balance as per below:

	Account Heading
	Debit
	Credit

	Local Bank-Foreign Currency 
	1220
	

	Foreign Bank
	1230
	

	Foreign Currency accounts
	
	52

	Account 52 reclassified and closed
	
	


Account 55 “Special Bank Accounts” is used to record information about the movement of monetary resources located within the country and abroad such as letters of credit, other payment documents, current and other special bank accounts, and also information about the movement of special-purpose financing resources which are deposited separately. If a company has deposits which use is restricted, these deposits have to be reflected on separate sub-accounts. Sub-accounts may also be established for subsidiaries. Reclassify accounts as below:

	Account Heading
	Debit
	Credit

	Special Bank Accounts
	1240
	

	Local Bank
	1220
	

	International Bank
	1230
	

	Special Bank Accounts
	
	55

	Account 55 reclassified to the appropriate account and closed


Account 56 "Cash documents" and the balance should be divided into repurchased shares and other cash documents. Other cash documents include: mail stamps, unused tickets, other trips to resorts, which the company paid for but not used. Cash documents, excluding repurchased shares have to be reclassified as other current assets. 

	Account Heading
	Debit
	Credit

	Other current assets
	1990
	

	Treasury Stock 
	5150
	

	Monetary Documents
	
	56

	Account 86 reclassified and closed


Loans, Credits, Lease Financing and other financing
Analyze accounts 90 “Short-term Bank Credits”, 92 “Long-term Bank Credits” and 93 “Bank Credits For Employees” apportion balances between due within one year and more than one year. Reclassify the balances keeping in accordance the current and non-current status of the obligation:

	 Account Heading
	Debit
	Credit

	Short Term Bank Credits
	90
	

	Long Term Bank Credits
	92
	

	Loans From Banks for Employees
	93
	

	Bank loan amounts
	
	3310

	Promissory 
	
	4120

	Current part of non-current liabilities
	
	3330

	Accounts 90, 91 and 93 reclassified and closed
	
	

	Short Term Borrowings
	94
	

	Long Term Borrowings
	95
	

	Debts to Non-Banking organizations
	
	3320

	Current part of non-current liabilities
	
	3330

	Promissory notes payable
	
	4120

	Other Long-Term Debt
	
	4140

	Accounts 94, 95 reclassified and closed
	
	


Equity
Segregate Balance in account 85 “Authorized Capital” between Common Stock and Preferred Stock, deposits and initial shares. Reclassify the account balance as follows:

	Account Heading
	Debit
	Credit

	Authorized Capital
	85
	

	Common Stock
	
	5101

	Preferred Stock
	
	5102

	Deposits, initial shares
	
	5103

	Unpaid capital
	5200
	

	Settlements on deposits to authorized capital
	
	75

	Accounts 75, 85 reclassified and closed
	
	


Segregate balances in account 86 “Reserve Funds” between additional paid capital, mandatory reserves and other reserves. Reclassify the account:

	Account Heading
	Debit
	Credit

	Reserve Funds
	86
	

	Statutory Reserve Capital
	
	5501

	Other reserve capital
	
	5502

	Account 86 reclassified and Closed
	
	


Reclassify account 88 “Retained Earnings” as follows:

	Account Heading
	Debit
	Credit

	Retained Earnings/losses 
	88
	

	Special purpose funds
	88
	

	Assets received free of charge
	87.3
	

	Retained earnings
	
	5600

	Account 88 reclassified and Closed
	
	


Segregate Balance of account 87 “Additional capital” between income from PPE revaluation  and other. Reclassify the account balance as follows:

	Account Heading
	Debit
	Credit

	Additional capital
	87.1
	

	Additional unpaid capital from revaluation adjustments
	
	5400

	Additional capital in the part of shares issue income
	87.2
	

	Additional paid capital
	
	5300

	Account 87 reclassified and Closed
	
	


SIGNIFICANT ACCOUNTING PRINCIPLES

To facilitate disclosures in the financial statements, prepare notes on the significant accounting policies used for the preparation of accounting records, in respect of but not restricted to:

1. Overall Valuation Policy;

2. Depreciation and amortization;

3. Principals of consolidation and basis for accounting of investments;

4. Valuation of inventories;

5. Foreign Currency Transactions;

6. Revenue recognition.

Income Statement

Segregate the costs shown in the financial statements prepared in the old chart of accounts between cost of sales and period costs. In addition include expenses charged to account 81, 88 and 89 in the cost of sales and period costs as appropriate. This will facilitate providing comparative figures for the Income Statement. It is also necessary for the analysis of changes in retained earnings, which does not relate to the calculations of losses or profit for the current year. In general these changes are necessary when declaring dividends and distributing retained earnings to reserve funds. 

Table 1

Recalculation of Current Trial Balance

as of “____”_________________19____

	No
	Sub-
	Account Heading
	Current Trial Balance
	#
	Adjusting entries 
	Recalculated balance
	Reclassifying entries

	on old Ch. of Acc
	accounts
	
	Debit
	 Credit 
	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	












Table 2

Recalculated balance on the basis of IAS
as of “____”_________________19____

	No
	Sub-
	Account Heading
	Current Trial Balance
	#
	Recalculated Balance
	Income statement 
	Balance Sheet

	new Ch. of Acc
	accounts
	
	Debit
	 Credit 
	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Net  profit or loss
	
	
	
	
	
	
	
	
	

	
	
	Use of retained earnings for the current year
	
	
	
	
	
	
	
	
	

	
	
	Total
	
	
	
	
	
	
	
	
	


Appendix 3

Reclassifying entries
as of “____”_________________1998

	¹
	Account Heading
	Account code
	Debit
	Credit

	
	Assets
	
	
	

	
	
	
	
	

	
	Equity
	
	
	

	
	
	
	
	

	
	Liabilities
	
	
	

	
	
	
	
	


Appendix 4

Expense and losses allocation

as of “_____”_________________1999

	Debit
	Interpretation
	Cost of 

goods
	General admin. expenses
	Other operating expenses
	Income Tax
	Total

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Revenue and profit allocation

As of “_____”_________________1999

	Account
	Sales revenue
	Other sales revenue
	Total

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


( Note: an auditor can include in the proposed list the additional information which discloses the separate transformation stages.
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