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ACCOUNTING AND TAXATION, AND THEIR IMPACT ON THE DEVELOPMENT OF SMALL
BUSINESS IN DEVELOPED COUNTRIES

Abstract. The article investigates development of accounting and taxation in foreign countries,
models of interconnection of accounting and taxation systems, their impact on the development of
small business and the economy of countries. It proves the necessity of application of special benefits
for certain taxes and use of special tax regimes for small business in order to expand the small busi-
ness sector in Ukraine and to increase efficiency of its functioning.
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BYXTANTEPCbKUW OBJIK | ONOAATKYBAHHS TA 1X BNJIMB HA PO3BUTOK
NIANPUEMCTB MAJIOIO BISHECY PO3BUHEHUX KPAIH CBITY

AHomauiss. B cmammi docnidxeHO po3sumok byxaasimepcbko2o 061Ky | onodamkyeaHHs 8 3axi-
OHUX KpaiHax, mMoolesii 83aemM038’A3Ky cucmem Oyxaanmepcbkoz2o 006niKy i ornoGamkygaHHss ma ix
8r/iug Ha po3BUMOK Masioeo bisHecy ma ekoHomiku KpaiHu. O6rpyHmosaHo HeobxiOHicmb 3acmocy-
8aHHS crieyjallbHUX Miflbe M0 OKpeMux nodamkax ma esed0eHHs 0cobusux pexxumie ornodamky8aHHs
Marsoe2o 6i3Hecy 3 Memot PO3UWUPEHHST cekmopy marnoeo bidHecy 8 YkpaiHi ma nidsuuieHHs echekmu-
8HOCMI 1020 (bYHKUIOHYBaHHS.

Knroyoei cnoea: 6yxeanmepcbkull obrik; manull 6i3HecC; nifibeoasi yMoau orodamkyeaHHsI; po38u-
mok masnoeo bi3Hecy.

T. A. Toronb, 4. 3. H., npodeccop

BYXIANTEPCKUNA YYET U HANNOOBJIOXXEHUE U X BIIMAHUE HA PA3BUTUE
NPEANPUATUAN MAJTOIO BU3HECA PA3BUTbLIX CTPAH MUPA

AHHOmMauyus. B cmamse uccnedosaHo pazsumue byxaanmepcKozo yyema u Harno2o00/10KeHUSs 8
3apybexHbIx cmpaHax, MoOesiu 83aUMOC8S3U cucmeM byxaanmepcKkogo y4ema U Hano2006/10KeHUs
U UX enusiHUe Ha pa3sumue Masioz2o busHeca U 3KOHOMUKU cmpaHbl. ObocHosaHO Heobxo0uMOoCmb
MPUMEHEeHUSs crieyuarbHbIX J1b20m Mo 0mMOeribHbIM Hasio2aM U UCM0/1b308aHuUe 0CObbIX PEXUMO8
Haso02006510xeHuUs Maio2o busHeca ¢ Uerbio paclupeHusi cekmopa masnozo busHeca 8 YkpauHe U
rnosbiWeHus1 achghekmusHocmu €20 hyHKUUOHUPOBaHUSI.

Knroyeenie cnoega: byxeanmepckuli yyem; masbil BU3HEC, Ib20OMHbIE YCI108US Ha0200610ke-
Hust; pa3sumue masno20 busHeca.

Problem articulation and relevance. Small business is a powerful economic basis for identifying
the socio-economic level of development of the country. In the European Union, small and medium
sized businesses constitute 99% of all enterprises, providing 65 million people with jobs. The largest
number of small businesses involves trade, building and construction and food industry. According to
OECD data small and medium businesses make in number up to 97% in the economy of OECD
member countries, in fact for OECD non-member countries these figures are even higher [1].

In many western countries special attention is given to the interaction of accounting and taxation
systems, the impact of tax systems on the development of accounting and reporting and, conversely,
the possibility of their convergence and harmonization, which leads to the creation of favourable condi-
tions for the functioning and expansion of small business, as well as broadening of its application.
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Review of recent investigations and papers. At the same time, many researchers and scientists
consider it necessary to specify a complete delineation of accounting and tax accounting [A. S. Ba-
kaiev, V. Ya. Kozhynov, |. R. Sukharev]. The most appropriate mechanism for determining the tax
base and tax amounts is deemed to be an adjustment of accounting data according to the rules of tax
legislation, and respectively, primary documents are still the basis for either accounting, or taxation
purposes. In many countries, there are differences between the accounting income and tax income,
which is recognized by national accounting systems, since tax rules reflect priorities of the state taxa-
tion policy, while accounting record-keeping is carried out for determining financial standing of enter-
prises.

Highlighting previously unsolved aspects of the general problem. Analysis of scientific devel-
opments by foreign and native authors shows that most scientific researches are held separately in
part of accounting and taxation of small business. However, the analysis detecting a causal link of the
taxation system, as well as the availability of favourable conditions for accounting and reporting within
the development of small business in Ukraine have not been investigated yet, and this fact causes the
relevance of the following research.

Purpose of the article is to investigate development of theoretical, as well as methodological and
organizational regulations for accounting and taxation, their impact on the development of small busi-
ness in foreign countries, interaction of accounting and taxation, the impact of tax systems on the de-
velopment of accounting and reporting.

Main research matter. It should be noted that the process of establishment of small business is
closely associated with economic and industry-specific mechanisms existing in a particular country.
Small business in developed countries is prevalent in building and construction, most industries,
wholesale and retail trade, hotel and restaurant business, operations with real estate and tourism.
They also play an important role in the sphere of financial intermediation and sectors of business stra-
tegic services including software development, data processing, maintenance of products, implemen-
tation of marketing research, creation of advertisement and its positioning, as well as business adviso-
ry.

For the USA, an equal distribution of small business entities by different sectors of the economy is
rather typical. Among small US enterprises the following industries are prevalent: wholesale trade -
22%, construction - 16%, scientific and technical services - 11%, finance and insurance - 10%, health
and social support - 9%, other - 32%. In the UK, the most interesting activities of small business are
real estate - 22%, research and development - 19%. At the same time, the manufacturing sector in
Russia is dominated by the enterprises engaged in wholesale and retail trade - 48% and real estate -
14.5%, as well as small businesses of working sector - 12.7% and building organizations — 10.6%. In
the USA, Germany, France and the UK at least 50% of small industrial companies are acting in the
market on their own, while the share of such independent manufacturers in the industry of Japan
makes 30-35%. This share of small companies is engaged in looking for orders, determining the most
likely range of consumers, as well as solving industrial and commercial matters through their own ef-
forts [2, p. 28].

In previous publications of the author, global experience of small business, the possibility and ways
of its adaptation in Ukraine have been analysed in detail [3, p. 67-72].

Small business as a separate economy sector occupying a special place in the economic environ-
ment and state regulation has differences in accounting, tax regulation and financial and tax reporting,
which in most countries is manifested in the application of preferential terms for accounting, taxation
and reporting.

In the majority of countries, favourable conditions in accounting and taxation for small business
have been created in order to simplify accounting, as well as to reduce labour and financial expenses
on the organization of accounting and determination of taxation object. In addition, tax legislation di-
rectly affects the organization of taxation system in the country and organization of accounting for
small business, also affecting the number of business entities in a given sector of economy and their
development. The more consistent and understandable taxation system is, the more efficient will be
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the functioning of small business, providing a positive influence on the economic development in the
country.

In developed countries, even if taxation system has been developed upon the principles of "equali-
ty and neutrality ", there are exceptions and preferential terms for small business through the applica-
tion of special tax rates tied to the turnover volume, simplified procedures of accounting and reporting,
tax incentives for specific sectors of business activity, support of newly created companies and others.

Existing international tax practice for small business involves the use of the following basic ap-
proaches:

1) introduction of special benefits (specific privileges) within certain taxes for small business in
case of an integrated tax system for all enterprises;

2) introduction of special taxation regimes for small business.

During the long time of their existence, these two approaches have occasionally changed, espe-
cially during the period of tax reforms in 80-90s of XX century. By the mid-80s taxation of income in
the most developed countries has been based on the combination of high tax rates and broad system
of tax privileges for priority branches of economy. During the period of tax changes, there was a de-
crease of tax rates and progressivity degree of the tax scale together with the introduction of a more
reasonable system of tax privileges, and special terms of taxation have been introduced for small
business.

In many countries, scholars and scientists are investigating an issue of interaction between ac-
counting system and taxation system, the impact of tax systems on the development of accounting
and reporting and, conversely, their possible convergence and harmonization.

At the beginning of accounting development, accounts themselves had not been of great im-
portance for the state, only in a few centuries the procedure of accounting and reporting preparation
for enterprises was approved at the legislative level. Establishment and further enhancement of a fis-
cal component in accounting and financial reporting took place only in the middle of XX century, as
dictated by development of share capital and changes in taxation. The analysis of accounting devel-
opment indicates that the origin of accounting has not been connected with the development of taxa-
tion, though there is a close relationship between them together with the impact of the rules of ac-
counting and reporting formation, and taxation rules.

E. S. Hendriksen and M. F. Van Breda believe that tax accounting is opposed to financial account-
ing and they both have different purposes: "... the ultimate purpose of tax accounting differs signifi-
cantly from the purpose of financial reporting...", which has influenced accounting practice and is now
a limiting factor in the development of accounting thought. Jean Richard, French economist, has iden-
tified the tax (fiscal) accounting as "a special type of accounting," which is needed for determination of
tax base, though he does not eliminate the possibility of their coordinated existence within the unified
accounting [4, p. 85].

The presence of different approaches to assessing the role of a fiscal nature and its impact on ac-
counting concept makes it possible to conventionally distinguish different approaches to the develop-
ment of national accounting and taxation systems. Traditionally two models of coexistence of account-
ing and taxation systems can be distinguished:

Continental (European) model;

Anglo-American model.

Comparative analysis of accounting methods and systems in different countries will help to deter-
mine typical models of its development, which has a great influence on the prediction of problems the
country may encounter while choosing a solution based upon the experience of countries with similar
models of accounting and taxation.

As for the countries using a Continental model (among them Germany, Sweden, Belgium, Spain,
Italy, Switzerland, Japan) they believe that the amount of accounting income should match the income
for taxation purposes. To achieve this purpose accounting and tax accounting should actually coincide
and accounting system should focus on meeting fiscal needs of the state, while regulation of account-
ing methods should be implemented at the national level.
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The greatest influence of the tax legislation on accounting and financial reporting can be seen in
Germany. German Tax Code (Abgabenordnung Deutschland) has established the rules and standards
for accounting, accounting requirements, regulations of the inflow and outgo of inventory items, proce-
dures of document storage (§140-148 of the Tax Code) [5]. Besides, there are accounting standards
acting simultaneously, which establish accounting principles, determine formation of financial result of
the reporting period, recognition and measurement of assets and liabilities of the enterprise, the struc-
ture of balance, and the following standards are established by German Commercial Code (§242-256
of Commercial Code). The majority of companies constitute an overall balance (Einheitbilanz) for fi-
nancial and tax reporting without specific corrective actions, although in practice there are two types of
accounts — commercial and tax accounts, and, therefore, enterprises have an option to use either
commercial or tax accounts, which actually affects the existence of differences between commercial
and tax balance or their complete identity. In Germany, there is a principle of obligation in the account-
ing system (Massgeblichkeitsprinzip), under which accounts themselves are the entire basis for tax
charges [6]. As a result of direct influence of tax rules on accounting, there is a certain distrust to the
financial reporting of German companies from the side of external users.

Countries using the Anglo-American model (the USA, England, Austria, Canada, the Netherlands)
believe that the amount of accounting income differs fundamentally from the income for taxation pur-
poses. In these countries, simultaneous financial and tax accounting is carried out, and financial re-
porting is focused on a wide range of users, while accounting principles, regulations and standards are
developed by professional accountancy bodies. In England and the USA financial information is pri-
marily directed at the informational needs of investors, creditors and shareholders, so the high priority
criteria of the reporting information quality is its usefulness in decision-making, as well as accuracy
and impartiality. In accordance with American standards: "Financial Accounting is a process that ends
with a written financial reporting of the enterprise as a whole, which then is used by internal and exter-
nal users. Reporting ensures consistent and continuous history of economic resources and liabilities of
the enterprise and economic activity that measures these resources and liabilities in monetary terms"
[7].

In England and the USA rules for taxation, accounting and reporting are completely separated and
established by different bodies. Tax reporting is regarded as an independent source of information, so
it does not depend on the indicators of financial reporting, forcing the company to carry out two simul-
taneous types of accounting.

So, in our opinion, in the countries using Continental accounting model the impact of tax account-
ing on financial accounting is prevalent, which is manifested in current accounting, completion of ac-
counting books and financial reporting in the tax base, and the primary purpose of accounting is to
reflect interests of the state (satisfaction of needs) and provide the budget revenues through tax pay-
ment. Accounting in such countries is carried out on the basis of a regulatory act - a law or a code.

During the survey of accounting and taxation systems in different countries it is concluded that the
tax system can be considered efficient and workable if it takes into account social needs of the country
and solvency of business entities, when it remains stable for a long time, is flexible and capable to re-
spond to changes in the economic environment, is available, understandable and simple either for
taxpayers, or controlling authorities and the state apparatus, when it takes into account the influence
contradictions of various taxes and fees (and also at the international level), which creates favourable
conditions for business development in the country.

In recent years, with the introduction of IFRS in many countries, there have been changes concern-
ing the convergence of Continental and Anglo-American accounting models towards the complete
separation of tax accounting from the accounting itself. International standards require reporting in
absolutely different form, not related to the tax regulations.

Conclusions and recommendations for further research. Investigation of the influence of taxa-
tion system on the organization of accounting and reporting has shown that in developed countries
different mechanisms for coordination of accounting and taxation are used, which are affected by ac-
counting models (Anglo-American and Continental models), organization of taxation system in the
country, organizational and legal forms of small business, availability of favourable economic condi-
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tions and the goals determined by the state in relation with the development of small business. The
highest taxation burden, as well as significant financial expenses on accounting and preparation of
financial and tax reporting is carried by small business, thus requiring state governments to create op-
timal conditions for the development of small businesses by reducing their financial expenses. As long
as taxation system in the country becomes simple and business entities spent less time on prepara-
tion of documents and reporting, small business will be more attractive, having a rapid growth in the
country and leading to improved macroeconomic indicators of the national economy development.

The prospect for further research in this sphere is a study of relation of accounting and taxation in
some developed countries, in interconnection with the development of national economy in general

and small business in particular.
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