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Abstract

The main purpose of this study was to find out the impact of International Financial Reporting
Standard (IFRS) for small and medium enterprises (SMEs) in reporting quality. The study
examined whether application of IFRS for SMEs was associated with higher quality reporting. The
study mainly based on primary data and a structured questionnaire was developed to collect
primary data. Under this study, random sampling was used and 105 representative samples were
studied. After collecting the data, several statistical tools such as frequency table, descriptive
statistics, and bar graphs were demonstrated to reveal the overall scenario of SME sector. Two
hypotheses were developed and chi-square test was used to test the hypotheses. The study revealed
that the application of IFRS for SMEs increases the level of accountability and transparency in the
SMEs reporting. The study also demonstrated that the adoption of IFRS for SMEs will enhance
comparability and international best practice in SMEs reporting.
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Introduction

According to IFRS for SMEs under section 2, it describes the objective of
financial statements of Small and Medium-sized Entities (SMEs) and the qualities
that make the information in the financial statements of SMEs useful. It also sets out
the concepts and basic principles underlying the financial statements of SMEs.
Before going to details about IFRS for SMEs and its impact on reporting quality, it is
relevant to know about the SMEs and its importance to Bangladesh.

SMEs are recognized as an engine of economic growth and employment
generation for sustainable industrialization in both developed and developing
countries of the world. In context of Bangladesh, there is no alternative of small and
medium enterprises for rapid industrialization and national economic growth through
lower capital investment and employment generation. Their absolute contribution to
employment and GDP, SMEs offer significant economic and social advantages. By
virtue of their ownership, they offer the possibility of greater involvement in the local
community.

Number of employees in SMEs is limited up to definite range. Most of the cases
it is a labor intensive business with low capital involvement. There are nearly 1.5
million SMEs in Bangladesh. About 60% - 65% of that total is located outside the
metropolitan area of Dhaka and Chittagong (SME Credit Policies & Programmes,
2010). SMEs consist over 99% of private industrial establishments and provide job to
almost 70% - 80% of the non-agricultural labor force and it contributes almost one
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third of manufacturing value added to GDP ranging from 28% - 30% (SME Credit
Policies & Programmes, 2010).

Small Enterprise refers to the firm/business, which is not a public limited
company and complies the following criteria:

Table 1: Defined Criteria of Small Enterprise

Serial No. |  Sector Fixed Asset other than Land and Employed Manpower (not above)
Building (Tk.)
01. Service 50,000-50,00,000 25
02. Business 50,000-50,00,000 25
03. Industrial 50,000-1,50,00,000 50

Source: Bangladesh Bank National Industrial Policy Order, 2010

Medium Enterprise refers to the establishment/firm, which is not a public limited
company and complies the following criteria:

Table 2: Defined Criteria of Medium Enterprise

Serial No. | Sector Fixed Asset other than Land and Employed Manpower (not
Building (Tk.) above)
01. Service 50,00,000-10,00,00,000 50
02. Business 50,00,000-10,00,00,000 50
03. Industrial 1,50,00,000-20,00,00,000 150

Source: Bangladesh Bank National Industrial Policy Order, 2010

At present the contribution of this sub-sector to the GDP is about 5%. As has
been reported in the Fifth Five-Year Plan of Bangladesh, the sector currently employs
around 5 million people directly or indirectly, which accounts for almost 82% of the
total industrial labor force. The sector contributes 43 percent of the GDP and
employs around 60 percent of the labor force.

However, The IASB develops and issues a separate Standard intended to apply to
the general purpose financial statements of, and other financial reporting by, entities
that in many countries are referred to by a variety of terms, including small and
medium-sized entities (SMES), private entities and non-publicly accountable entities.
That Standard is the International Financial Reporting Standard for Small and
Medium-sized Entities (IFRS for SMEs). The IFRS for SMEs is based on full IFRS
with modifications to reflect the needs of users of SMEs’ financial statements and
cost-benefit considerations

To cope up with international standards, Institute of Chartered Accountants in
Bangladesh (ICAB) council has launched the necessary guidelines on June, 2011. It
began to in force as IFRS for SMEs from January 1, 2013. The study reflects the
scenario of reporting quality of SME sector in Bangladesh followed by the adoption
of IFRS for SMEs.
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Objectives of the Study

The main purpose of the study is to focus on the application of IFRSs for SMEs
in Bangladesh and to study whether this IFRS application has any impact on
reporting quality of SMEs. The specific objectives are as follow:

i. To investigate whether the application of IFRS for SMEs has any impact on
the level of accountability and transparency in the SMEs reporting.

ii. To examine whether the application of IFRS for SMEs make any significant
impact on the comparability and international best practice.

Statement of the Problem

There are considerable variations in accounting and reporting quality and
economic efficiency across the industries and countries as a whole. Reporting quality
has become increasingly questionable because of different extent of adoption and
practices of IFRSs across the different industries and countries of the world. Again
there is no defined way of measuring the reporting quality of a particular company or
all companies of the respective industry. This reporting problem is somehow intense
in SME sector because of less legal restrictions in ensuring reporting quality. The
study is conducted based on the following two basic questions:

e Has the application of IFRS for SMEs any impact on the level of
accountability and transparency in the SMEs?

e Has the application of IFRS for SMEs made any significant impact on the
comparability and international best practice?

Literature Review

Small and Medium Sized Enterprises (SMEs) were often the main driving force
of a country’s economic growth and development (Okechi and Kepeghom, 2013;
Ogundanaa, et. al, 2017) After the official announcement of the IFRS adoption made
by the European Union, accounting research has radically been on the benefits, costs
and challenges encountered in the adoption processes (Callao, et. al, 2007).

Ahmed (1999) indicated that due to the unavailability of national quality policy
alongside sufficient support system and also for the lack of credibility of the
delegated certification authority, SMEs of Bangladesh yet to ensure quality products
and services to satisfy both domestically and internationally through improving
financial and nonfinancial reporting quality. The study pointed out the lack of finance
as the main obstacle. Due to shortage of working capital, growth is severely
hampered. National Task Force Report on SMEs (2004) pointed out that lack of
finance was the main impediment for the growth of SMEs in Bangladesh.

Sulaiman (2005) figured out that the 50.53% of SMEs had no opportunity to get
formal source of funding. Only 35.79% of SMEs enjoy the opportunity of
unrestricted entry of getting formal credit. The rest 13.68% have some restrictions to
enjoy formal credit. Bank credits used by entrepreneurs are below average which
only covers 20% of the total requirements. Most of the SMEs (59.6%) look for
finance to meet up there working capital needs from banks, although only half of the
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total receives loan facilities. Mir and Rahaman (2005) found that the ongoing and
complex rules of IAS/IFRS are less suitable for use in economic and regulatory body
of Bangladesh.

Lester and Terry (2008) stated that developed and simplified customs had a
much better impact on trade flows which indirectly indicated uniform structure. The
International Accounting Standards Committee Foundation (IASCF, 2007) stated that
SME as an entity which does not comply with public accountability and thus expose
general objectives of financial statements for the use of externals. Lester and Terry
(2008) pointed out four obstacles as the most severe restrictions for SMEs’ access
internationally: (a) Limited working capital for export financing; (b) failure to
identify foreign business opportunities; (c) limitation in collecting information related
to business/analyzing markets and (d) failure to contact with potential overseas
customers. Uddin (2008) expressed that the economic solvency and overall quality of
SMEs mostly in the developing nations are considerably rest upon macroeconomic
policy alongside specific promotion policies promoted for their benefit.

According to Bangladesh Bank Report (2013), the prime reasons behind the
SMEs for not engaging into manufacturing are financial limitation, poor state of
utilities, discriminations in the use of technology and policy. On the contrary,
financial institutions including banks mostly prefer large enterprise customers due to
lower transaction costs and greater security through collateral.

A study by Lalin and Sabir (2010) decided that regulations are the main drivers
why SMEs prepare financial statements. Relief has been provided to SMEs from
preparing financial statements in compliance with full IFRSs (Adekoya, 2011).
According to Kenneth and Grazyina (2013), a few SMEs prepared the Statement of
Comprehensive Income, Statement of Financial Position and Statement of Cash
flows. Little effort is being made to encourage the adoption of IFRS for SMEs by the
policy makers within the retail trade sector. Benefits that could accrue to SMEs that
would have adopted the IFRS for SMEs would be better decision-making leading to
growth through better accountability and compliance with tax legislation. Non-
adoption of the IFRS for SMEs has been prompted by ignorance of their existence,
lack of separation of ownership from management, lack of capacity to implement the
IFRS. The study recommends the need to formalize business operations for SMEs,
promotion of business

Bhattacharjee and Islam (2009) found out that most accountants have doubt on
the effectiveness of the adoption of IAS/IFRS in Bangladesh. In addition, some
recommendations by the IAS/IFRS are not easy to understand, to develop and to
apply. Ahmed (1999) figured out that about 60% to 65% of SMEs are situated
outside the metropolitan areas of Dhaka & Chittagong. SMEs are providing job
facilities to about 70% to 80% of the non-agricultural labor force. Chen (2011) stated
that Growth of SMEs is certainly a long cherished goal in developing countries to
create job opportunity and diversity.

Mulandi (2010) assessed the impact of microfinance Institutions on micro, small
and medium enterprises in Kenya and concluded that the microfinance institutions
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have a great impact on employment creation and poverty alleviation in the SMEs.
The study used a targeted population of 200 and a sample size consisting of 60
enterprises selected using a random sampling technique. It was concluded that micro
finance institutions had a great impact on the employment creation and poverty
alleviation in the Micro and Small and Medium Enterprises Sector. The study also
revealed that major microfinance networks justify their work with expected impact
on job creation, with repeat loans and a secured and continuous flow of credit — non
family labor may be brought in resulting in employment. The study further concludes
that there is a positive impact on equitable distribution of income and wealth as well
as on the financial performance of the enterprises. Adoption of the IFRS for small
and medium enterprises will contribute to an equality and uniformity in recognition
of the revenues and costs around the globe (Philip, et al., 2011). Results showed that
the financial reporting practice of SMEs in North-Central Nigeria is not only poor,
but also majority of the business entities do not prepare financial reports in line with
the guidelines of the IFRS for SMEs (Solanke, et al, 2017).

International accounting literature provides evidence that reporting quality has
economic consequences, such as costs of capital (Leuz and Verrecchia, 2000),
efficiency of capital allocation (Soderstrom, et. al, 2007), and international capital
mobility accounting theory argued that financial reporting reduces information
asymmetry by disclosing relevant and timely information (Frankel and Li, 2004).

SMEs were estimated to represent more than 95 per cent of all entities, according
to the IFRS Foundation (2010). According to Gono (2013), SMEs contributed to
output and employment creation and they are also a nursery for the larger firms of the
future. The most successful developing country over the last 50 years, Taiwan is built
on a dynamic SME sector. Small and medium enterprises (SMEs) have played a
significant role in Taiwan’s economic development in expanding exports and
providing jobs. According to Nyoni (2012), Zimbabwe Co-operative Development
Minister, SMEs contributed above 60% of employment in the country. If the SMEs
are funded by the respective sources and agencies they would impact the economy
better than they are operating presently (Kanu, et. al, 2014).

Therefore, ensuring and improving reporting quality to a great extent is
extremely important for drawing and maintaining investment opportunities, fostering
SME sector and economic growth of the country as a whole. Zaman and Islam (2011)
found that reporting quality is associated with ensuring proper and timely
applications of International Financial and Reporting Standards and exchange rules
of the respective country. Exploration of the interaction between IFRSs adoption and
reporting quality of SMEs can provide insights into understanding the needs of
adoption and applications of in different industries of the country especially in the
SME sector.

After reviewing the previous literature, it has found that several countries in the
world conducted different approaches to identify the SME reporting quality.
However, in this perspective still few studies were took place in Bangladesh. So per
as the study, no research works were found regarding the application of IFRS for
SMEs impact on the level of accountability and transparency in Bangladesh. Again,
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there has been no research conducted on the application of IFRS for SMEs and
impact on the comparability and international best practices in Bangladesh. So this
study was considered reasonable to conduct in this gap that exists in Bangladesh.

Hypothesis Development

From the literature review, the following null and alternative hypotheses were
demonstrated:

Hoi: There is no significant relationship between the applications of IFRS for
SMEs and the level of accountability & transparency in the SMEs.

Hai: There exists a significant relationship between the applications of IFRS for
SMEs and the level of accountability & transparency in the SMEs.

Hoo:  There is no significant relationship between the applications of IFRS for
SMEs and comparability & international best practices.

Hao:  There exists a significant relationship between the applications of IFRS for
SMEs and comparability & international best practices.

Methodology of the Study

To prepare this study, all the SMEs in Bangladesh were the population. So it was
unable for the researchers to collect data from all the SMEs in Bangladesh. So that,
randomly selected 105 SMEs were considered as sample for this study and that
means simple random sample was used in this study. A questionnaire was developed
to collect the primary data. The adaption of IFRS in SME was considered as
independent variable for the study and two dependent variables that are the level of
accountability and transparency in the SMEs as well as comparability and
international best practice in the SMEs. Two hypotheses were developed in this
regard and after that Chi-square Test was used to test the hypothesis. Two models
were developed on the basis of two dependent variables. Data was mainly collected
by using 5-points Likert Scale. However, bar graphs, frequency table and descriptive
Statistics also presented in this study. For analyzing the data, SPSS software (version
no. 22) was used.

Data Analysis
Table 3 showed the reliability test-

Table 3: Reliability Statistics

Cronbach's Alpha N of Items

.839 2

Source: Survey data (Constructed using SPSS) by authors, 2019.

From table 3, Cronbach's Alpha (1946) was calculated for the data to ensure the
interim consistency reliability and which was .839 that showed better reliability.
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Table 4: Descriptive Statistics

145

The level of Accountability & The level of comparability &
Transparency increase international best practice enhance
N Valid 105 105
Missing 0 0

Median 2.0000 2.0000
Mode 2.00 2.00
Std. Deviation .87024 .85784
Minimum 1.00 1.00
Maximum 4.00 4.00

Source: Survey data (Constructed using SPSS) by authors, 2019.

According to table 4,

Mode is 2 for both variables that mean most of the respondent’s give their
opinion on Agree from 5 point of Likert Scale. Simply respondents think that
because of adoption of IFRSs, the level of accountability & transparency
increases and the level of comparability & international best practice enhance.

For the both variable maximum value is 5 that means there are some
respondents who make opinion on the strongly disagree in the Scale.

Table 5: The Level of Accountability & Transparency Increase

Frequency | Percent | Valid Percent Cl;,n;:g:rt]'tve
Valid | Strongly Agree 37 35.2 35.2 35.2
Agree 41 39.0 39.0 74.3
Neither agree nor disagree 22 21.0 21.0 95.2
Disagree 5 4.8 4.8 100.0
Total 105 100.0 100.0

Source: Survey data (Constructed using SPSS) by authors, 2019.

Table 5 found the frequency distribution of the data where 74.3% respondents
believed that the adoption of IFRS for SME increases the level of accountability and
transparency in the SME. However, only 4.8% respondents oppose this opinion. No
respondents did not provide any strongly disagreed opinion.

Table 6: The Level of Comparability & International Best Practice Enhance

Frequency | Percent | Valid Percent Cumulative
Percent
Valid |Strongly Agree 37 35.2 35.2 35.2
Agree 43 41.0 41.0 76.2
Neither agree nor disagree 20 19.0 19.0 95.2
disagree 5 4.8 4.8 100.0
Total 105 100.0 100.0

Source: Survey data (Constructed using SPSS) by authors, 2019.
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Table 6 demonstrated the frequency distribution of the data where 76.2%
respondents believed that the adoption of IFRS for SME will enhance comparability
and international best practice. However, only 4.8% respondents oppose this opinion.

Table 7: Correlations

The level of The level of
Accountability & comparability &
Transparency increase international best
practice enhance

*

The level of Pearson Correlation 1 .240
Accountability & Sig. (2-tailed) 013
Transparency increase

N 105 105
The level of comparability [Pearson Correlation 240" 1
& international best Sig. (2-tailed) 013
practice enhance

N 105 105

*. Correlation is significant at the 0.05 level (2-tailed).

Source: Survey data (Constructed using SPSS) by authors, 2019.

Table 7 represented the correlation between two variables that represents the
positive correlation and the value is .204 at 5% level of significant.

Table 8: Model Summary

Model| R R | Adjusted |Std. Error Change Statistics Durbin-
Square|R Square| ofthe |R Square = dft | df2 | sig.F Watson

Estimate | change |Change Change
1 |.784%| 615 .603 87137 407 731 1 103 .005 2.034

Source: Survey data (Constructed using SPSS) by authors, 2019.
a. Predictors: (Constant), Adoption of IFRSs for SMEs
b. Dependent Variable: The level of accountability & transparency increase

The first model was based on level of accountability and transparency, where its
R-square value is .615 that means 61.5% data fits this model. Durbin-Watson result
showed that 2.034 that means there is no autocorrelation in the sample.

Table 9: ANOVA

Model Sum of Squares df Mean Square F Sig.
1 Regression 555 1 555 731 .005%
Residual 78.207 103 759
Total 78.762 104
a. Predictors: (Constant), Adoption of IFRSs for SMEs

b. Dependent Variable: The level of Accountability & Transparency increase

Source: Survey data (Constructed using SPSS) by authors, 2019.

The F-ratio in the ANOVA table also tested whether the regression model is a fit for
the data. The table 9 showed that the one independent variable statistically significantly
predict the dependent variables i.e., the level of accountability & transparency, F (1, 103)
=.731, p<.05 (i.e., the regression model is a good fit of the data).
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Table 10: Model Summary

Model| R R |Adjusted R| Std. Error Change Statistics Durbin-
Square | Square of the Watson
Estimate | R Square F dfl df2 Sig. F
Change | Change Change
1 .842% | 708 .618 .86124 .502 .183 1 103 .007 2.145

a. Predictors: (Constant), Adoption of IFRSs for SMEs
b. Dependent Variable: The level of comparability & international best practice enhance

Source: Survey data (Constructed using SPSS) by authors, 2019.

On the other hand, second model was based on level of comparability &
international best practices, where its R-square value is .708 that means 71% data fits
this model. Durbin-Watson result shows that 2.145 that means there is no
autocorrelation in the sample.

Table 11: ANOVA

Model Sum of Squares df Mean Square F Sig.
1 Regression 135 1 135 .183 .007%
Residual 76.398 103 742
Total 76.533 104
a. Predictors: (Constant), Adoption of IFRSs for SMEs

b. Dependent Variable: The level of comparability & international best practice enhance

Source: Survey data (Constructed using SPSS) by authors, 2019.

The table 11 showed that the one independent variable statistically significantly
predict the dependent variables i.e., level of comparability & international best
practices, F (1, 103) = .183, p < .05 (i.e., the regression model is a good fit of the
data).

Table 12: Test Statistics

The level of Accountability & The level of comparability &
Transparency increase international best practice enhance
Chi-Square 30.581° 33.781°
df 3 3
Asymp. Sig. .000 .000

a. 0 cells (.0%) have expected frequencies less than 5. The minimum expected cell frequency is
26.3.

Source: Survey data (Constructed using SPSS) by authors, 2019.

To test the hypothesis that is developed before, chi- square test is used to analysis
those. From table 12, it was denoted that the adoption of IFRS for SMEs will increase
the level of accountability and transparency in the SMEs since the Chi-Square
measure obtained is given as 30.581and a p-value of 0.00 which falls on the rejection
region of the null hypothesis. Hence, the alternative hypothesis was accepted since
the p-value= 0.00 <a = 0.05, assuming a 95% confidence interval. From that it can be
said that the adoption of IFRS for SMEs will increase the level of accountability and
transparency in the SME.



148 Uddin et al.

Table 13: Summary of the Null Hypothesis Test Result

Null Hypothesis Chi- df Evaluation
Square

Ho1: There is no significant relationship between the applications | 30.581 | 3.00 Rejected
of IFRS for SMEs and the level of accountability and
transparency in the SMEs.

Ho,: There is no significant relationship between the applications | 33.781 | 3.00 Rejected
of IFRS for SMEs and comparability as well as international
best practices.

Source: Survey data (Constructed using SPSS) by authors, 2019.

From the table 13, it was expressed that the adoption of IFRS for SMEs will enhance
comparability and international best practice since the Chi-Square measure obtained was
33.781and a corresponding p-value of 0.00 which falls on the rejection region of the null
hypothesis. Hence, the alternative hypothesis was accepted since the p-value= 0.00<a =
0.05, assuming a 95% confidence interval. This result implies that the adoption of IFRS
for SME will enhance comparability and international best practice.

Findings and Recommendations

The first model was based on the adaption of IFRS in SME and the level of
accountability & transparency in the SME reporting. It was found that the adaption of
IFRSs in SMEs increases the level of accountability and transparency in the SME
reporting. The second model was based on the adaption of IFRS in SME and
comparability & international best practice in the SME reporting. It was also revealed
that the adaption of IFRS for SME enhances comparability and international best
practices. These qualities significantly contribute to improve overall reporting quality
of SMEs.

The IFRS for SMEs is a response to international demand from developed and
emerging economies for a rigorous and common set of accounting standards for
smaller and medium-sized businesses that is much simpler than full IFRSs. The IFRS
for SMEs should provide improved comparability for users of financial statements
while enhancing the overall confidence in reporting of SMEs, and reducing the
significant costs involved of maintaining standards on a national basis. The potential
net benefits of private firm financial transparency will likely vary across jurisdictions
and it seems reasonable to assume that most developed economies will have settled
with a regulatory regime that balances their benefits and costs in that regard. To the
extent that the regulatory processes in these jurisdictions are sub-optimal, IFRS for
SMEs might introduce some regulatory competition, ultimately resulting in national
financial reporting frameworks that provide a better fit for the respective economies.

It does not result in the desired reduction in complexity in comparison with the
full IFRS system. A thorough analysis is needed to determine whether users of SMEs
financial statements may need different or less sophisticated financial reporting than
users in a listed entity environment.

Every SME should follow IFRS for SMEs to increase investment opportunities,
investment efficiency across the country through improving reporting quality.
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Therefore, to get smooth recording process and ensuring reporting quality, adoption
and implementation of IFRSs for SMEs are advisable.

Conclusion

Now-a-days, SMEs is recognized as the most emerging and burning industry in
Bangladesh. Present government initiatives and profitability percentage describes the
importance of SME in Bangladesh. According to this study IFRS for SMEs will
certainly develop the level of accountability and transparency in the SMEs and also
enhance comparability and international best practice and thus improve overall
reporting quality of SMEs. However, resources constraints of SMEs may hinder
adoption process. So, this sector will face many problems to adjust with the IFRS
adoption due to resource shortage. In near future, a study will conduct to examine
how SMEs can improve their resources constraints to adapt the IFRS for SMEs to
improve their reporting quality.
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