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Abstract: This study investigates the challenges of implementing International Financial 

Reporting Standards (IFRS) among Small and Medium-sized Enterprises (SMEs) in Anambra 

State, Nigeria, utilizing a sample of 318 SMEs. Employing the Institutional Theory which posits 

that organizations are influenced by the broader institutional environment, encompassing norms, 

rules, and established practices that shape their behaviour and decision-making processes, we 

analyzed demographic profiles using simple percentages, which indicated that about 60% of 

respondents had less than five years of experience in accounting, highlighting a skills gap. 

Descriptive analysis revealed a mean score of 3.45 (SD = 0.78) for understanding IFRS 

complexities, indicating moderate awareness among SMEs. Factor analysis was conducted to test 

the hypotheses concerning the impact of regulatory frameworks, financial literacy, economic 

factors, and organizational resistance on IFRS adoption. Preliminary findings suggest significant 

correlations between inadequate regulatory support and the cost of implementation with the 

adoption of IFRS. The conclusion drawn is that while SMEs recognize the benefits of IFRS, 

substantial barriers hinder compliance. Recommendations include developing tailored training 

programs, enhancing regulatory frameworks, and providing financial incentives for SMEs that 

adopt IFRS. The implications of this study extend beyond individual enterprises to the broader 

economy, suggesting that improving IFRS compliance in SMEs could lead to better financial 

transparency, enhanced access to capital, and greater economic growth. Emphasizing better 

regulation and support will equip SMEs to meet international accounting standards, ultimately 

fostering a more robust business environment in Anambra State. 

Key words: IFRS, SMEs, financial reporting, implementation challenges, accounting 

standards. 

 

1. INTRODUCTION 

The adoption of International Financial Reporting Standards (IFRS) represents a critical step 

toward enhancing transparency and comparability in financial reporting across the globe. This 

initiative has become increasingly relevant, especially for small and medium-sized enterprises 

(SMEs) in developing economies. Anambra State, located in southeastern Nigeria, is characterized 

by a vibrant SME sector that plays an essential role in the local economy. However, these 

enterprises face numerous challenges that impede their ability to comply with international 
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financial standards. According to the International Finance Corporation (IFC, 2018), SMEs 

contribute significantly to job creation and economic growth, but their potential is often stunted 

due to inadequate access to finance and lack of proper regulatory frameworks. The IFRS adoption 

for SMEs has been tailored to meet the needs of smaller entities, yet many still struggle with its 

implementation, raising concerns about their financial reporting practices and overall viability. In 

understanding the rationale for adopting IFRS, it is essential to recognize the underlying intention 

behind these standards. IFRS aims to establish a common accounting language, facilitating clear 

communication among businesses and investors regardless of geographical borders. As 

emphasized by Zéghal and Mhedhbi (2019), adopting IFRS can lead to improved financial 

reporting quality, reduced cost of capital, and enhanced investor confidence. However, the 

transition to IFRS is not without its challenges, particularly for SMEs that often operate with 

limited resources and expertise. A study by Ihendinihu and Nwabo (2020) highlighted that many 

SMEs experience a steep learning curve and face substantial costs related to the reformation of 

their accounting systems, staff training, and compliance mechanisms. Therefore, understanding 

the specific barriers faced by SMEs when implementing IFRS is crucial for developing effective 

strategies to bridge these gaps. 

The regulatory environment in Nigeria further complicates the IFRS adoption landscape. While 

the Nigerian Accounting Standards Board (NASB) advocates for the adoption of IFRS, the 

implementation process remains inconsistent across sectors and geographical areas. According to 

Uwuigbe et al. (2017), the government must create a conducive environment by enacting 

supportive policies that promote financial reporting standards. Inadequate regulatory frameworks, 

coupled with the economic challenges prevalent in Nigeria, such as inflation and currency 

fluctuations, contribute to the difficulties SMEs encounter regarding IFRS compliance. 

Additionally, recent studies have indicated that many SMEs lack the necessary infrastructure and 

technological capabilities to transition effectively to IFRS accounting (Akinlo, 2021). Thus, it is 

pertinent to explore how these regulatory and economic dynamics affect the potential for SMEs in 

Anambra State to adopt IFRS. Moreover, the perception of IFRS and its relevance to SMEs also 

plays a considerable role in determining the likelihood of adoption. Research indicates that many 

SMEs perceive IFRS as a complex and burdensome system that may not provide immediate 

benefits (Mimouni et al., 2019). This sentiment is echoed in a study by Mazzi and Rinaldi (2019), 

which found that business owners often prioritize short-term operational concerns over the long-

term gains associated with improved financial reporting practices. As a result, SMEs may delay 

compliance with IFRS, undermining their financial positions and diminishing potential investment 

opportunities. Enhancing awareness and fostering a positive perception of IFRS among SMEs in 

Anambra State could be instrumental in altering this mindset and encouraging compliance. 

The existing literature underscores the pressing need to investigate the challenges faced 

specifically by SMEs in developing countries, with an emphasis on Anambra State. For example, 

a study by Adebayo and Olufemi (2020) identifies financial resources, regulatory frameworks, and 

competency in financial reporting as major obstacles to IFRS adoption. Furthermore, the 

involvement of various stakeholders, including the government, financial institutions, and 

educational bodies, can significantly influence SMEs' capacity to transition to IFRS. Collaborative 

mechanisms are essential for providing necessary training and resources to promote compliance. 

Here, the literature points to the critical role of continuous professional development and access to 

financial advisory services in supporting SMEs through the IFRS adoption process (Kwarteng et 

al., 2021). As SMEs continue to grapple with the complexities of IFRS adoption, it becomes 

evident that a strategic approach is needed to mitigate the identified barriers. This includes 

leveraging technology to streamline the accounting process, enhancing the support provided by 

governmental and regulatory bodies, and fostering partnerships among business owners to share 

best practices. By studying the specific challenges and potential enablers of IFRS adoption among 

SMEs in Anambra State, this research contributes to a broader understanding of how to facilitate 

compliance with international standards while taking into account local contexts. Furthermore, the 

findings may provide valuable insights for policymakers aiming to enhance the financial reporting 
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landscape in Nigeria, ultimately contributing to economic growth and development. This study 

seeks to highlight the educational, financial, and regulatory factors impacting the implementation 

of IFRS among SMEs in Anambra State. By examining existing literature and synthesizing 

findings from various studies, the research aims to provide practical recommendations to support 

SMEs in navigating the challenges associated with IFRS compliance. Enhanced understanding and 

support for SMEs in this regard not only promote transparency and accountability but also drive 

broader economic progress in Anambra State, ultimately benefiting the Nigerian economy as a 

whole. 

2. STATEMENT OF THE PROBLEM 

The adoption of International Financial Reporting Standards (IFRS) has become a vital subject for 

small and medium-sized enterprises (SMEs) in emerging economies, particularly in Nigeria's 

Anambra State, where SMEs form the backbone of economic activity. However, despite the 

recognized importance of financial reporting standards in enhancing transparency and attracting 

investment, SMEs face formidable challenges in implementing IFRS. Many SMEs, while 

acknowledging the benefits of compliance-such as improved credibility with customers and 

potential investors-struggle with the complexities associated with the standards. As reported by 

Adebayo and Olufemi (2020), the complexity of IFRS, combined with limited resources and 

expertise, leads to significant barriers that deter SMEs from compliance. This is particularly 

concerning given that inadequate financial reporting can result in diminished credibility, reduced 

investment opportunities, and stagnated growth within the SME sector (Ihendinihu & Nwabo, 

2020). One of the foremost challenges lies in the regulatory environment, which is often 

fragmented and inconsistent in Nigeria. Uwuigbe et al. (2017) highlight that the Nigerian 

Accounting Standards Board aimed for a swift transition to IFRS, but this ambitious move has not 

been matched by a corresponding enhancement in support systems for SMEs. The ambiguity in 

regulations and varying rates of enforcement create confusion for SMEs attempting to navigate 

compliance, often leading to a lack of understanding of their obligations under IFRS. Financial 

constraints further compound this problem; many SMEs report that the costs associated with 

training staff, upgrading accounting systems, and ensuring ongoing compliance with IFRS are 

prohibitive (Kwarteng et al., 2021). As such, while larger firms may have the resources to adapt to 

higher standards, smaller firms are often left lagging, unable to meet the expectations set forth in 

the regulatory framework. 

In addition to regulatory and financial barriers, there is a palpable knowledge gap among SME 

owners and employees concerning IFRS. Despite their educational credentials, many stakeholders 

within SMEs lack a solid grasp of IFRS complexities and practices. The study by Akinlo (2021) 

emphasizes that financial literacy among SME owners significantly influences their understanding 

and application of accounting standards. This lack of knowledge has debilitating effects, as SMEs 

may inadvertently fail to comply with key reporting requirements simply due to misunderstanding 

the standards rather than any intentional avoidance of compliance. Furthermore, the perception of 

IFRS as an unnecessary burden often leads to resistance among SME operators, who prioritize 

immediate operational needs over the long-term benefits of improved financial reporting 

(Mimouni et al., 2019). Such misconceptions hinder the transition to IFRS and perpetuate a cycle 

of inadequate financial reporting practices. The implications of these challenges are severe and 

multifaceted, affecting not only individual SMEs but also the broader economic landscape in 

Anambra State. The absence of a robust financial reporting mechanism among SMEs restricts 

their access to funding and integrations into larger supply chains, ultimately stunting economic 

growth. Zéghal and Mhedhbi (2019) argue that poor financial accountability may deter potential 

investors seeking reliable and transparent business partners, thereby limiting opportunities for 

expansion and innovation in the SME sector. Additionally, the inefficient allocation of resources 

in the absence of accurate financial data directly impacts the overall economic environment, 

contributing to systemic issues such as high unemployment rates and lower consumer trust in 

financial institutions. Given these problems, addressing the barriers to IFRS compliance for SMEs 

in Anambra State is critical not only for the success of individual businesses but also for the 
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economic health of the region as a whole. There is a pressing need for research that investigates 

these challenges holistically, ensuring that policies and support mechanisms are tailored to the 

unique context of SMEs operating in Nigeria. 

3. OBJECTIVES OF THE STUDY 

The main objective of this study is to examine the challenges of implementation of International 

Financial Reporting Standard amongst SMEs in Anambra State, Nigeria. Specifically, the study 

intends ascertain the extent to which regulatory and legal environment, financial literacy and 

capacity, economic constraints, organizational challenges and technological barriers influence the 

implementation of International Financial Reporting Standard amongst SMEs in Anambra State. 

4. HYPOTHESES 

Ho: SMEs in Anambra State do not face significant challenges in adopting IFRS,  

5. THEORETICAL FRAMEWORK 

The theoretical framework guiding this study is grounded in the Institutional Theory, primarily 

developed by sociologist W. Richard Scott in his foundational work in 1995. Institutional Theory 

posits that organizations are influenced by the broader institutional environment, encompassing 

norms, rules, and established practices that shape their behavior and decision-making processes. 

Scott (1995) identifies three pillars of institutions: regulative, normative, and cultural-cognitive, 

which provide a comprehensive lens for understanding how external pressures, such as regulatory 

frameworks and norms, affect organizational actions. In the context of SMEs in Anambra State, 

this theory helps to elucidate how the Nigerian regulatory environment, shaped by the adoption of 

IFRS, impacts SMEs' compliance, highlighting the interplay between institutional pressures and 

organizational capability (DiMaggio & Powell, 1983). 

One of the foundational assumptions of Institutional Theory is that organizations are not purely 

rational actors; rather, their decisions are often guided by the need to gain legitimacy within their 

operating environment. According to Scott (1995), the quest for legitimacy influences how 

organizations adopt certain practices, including adherence to financial reporting standards such as 

IFRS. SMEs in Anambra State are likely to experience various external pressures—from 

government regulations requiring compliance to expectations from financial institutions and 

stakeholders for credible reporting. This creates a dual challenge: the SMEs must assess the costs 

and benefits of adopting IFRS while simultaneously navigating the complex regulatory landscape. 

Moreover, the normative pillar stresses how industry standards and professional norms influence 

the expectations set upon SMEs, underscoring the need for education and training to facilitate 

effective compliance (Kwarteng et al., 2021).  

The application of Institutional Theory to this study provides a robust framework for 

understanding the multifaceted challenges SMEs face in adopting IFRS. It directs attention toward 

the influence of external institutional pressures on SMEs' internal operations and decision-making 

processes. Research by Adebayo and Olufemi (2020) finds that regulatory expectations 

significantly shape financial reporting practices among SMEs, impacting their willingness and 

ability to adopt IFRS. Furthermore, the theory allows for an exploration of the role of social 

norms, values, and cognitive frameworks that can either facilitate or hinder the transition to 

standardized reporting practices. By employing Institutional Theory, the study aims to analyze 

how these institutional dynamics can inform policy recommendations and support mechanisms 

tailored for SMEs in Anambra State, ultimately enhancing their capacity to comply with IFRS and 

contribute to sustainable economic development. 

6. METHODOLOGY 

Research Design 

This study employs a descriptive research design, which is aimed at providing a comprehensive 

overview of the challenges SMEs face in adopting International Financial Reporting Standards 
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(IFRS) in Anambra State, Nigeria. A descriptive design is particularly suitable for this study as it 

helps to gather detailed information about the perceptions and experiences of SME operators 

regarding IFRS compliance, as well as the influencing factors such as regulatory pressures, 

financial constraints, and knowledge gaps. This approach allows for quantitative data collection, 

enabling a more nuanced understanding of the problem. 

Area of Study 

The study will be conducted in Anambra State, one of the key economic hubs in Nigeria, 

characterized by a vibrant SME sector. Anambra is known for its diverse industries including 

trade, manufacturing, and services, which are predominantly operated by small and medium-sized 

enterprises. The state presents an ideal context for the study due to its unique challenges regarding 

IFRS compliance, coupled with the significant number of SMEs that contribute to local and 

national economic activities. 

Population of the Study 

The target population for this study includes owner-managers of SMEs operating in Anambra 

State. According to the Small and Medium Enterprises Development Agency of Nigeria 

(SMEDAN, 2020), there are approximately 245,000 registered SMEs in the state. The focus will 

be on those within key sectors such as retail, manufacturing, and services, as these sectors are 

particularly affected by financial reporting practices and are crucial for the economic development 

of the region. 

Sample Size 

A stratified sampling method was employed to select a representative sample of 400 SMEs from 

the population. This method ensures that different strata of the SME sector, such as micro, small, 

and medium enterprises, are adequately represented. In line with Israel's (1992) sample size 

determination formula, the sample size is proportionate to the population to minimize sampling 

error, allowing for reliable inferences to be drawn from the findings. The sample will thus reflect 

the diversity of SMEs operating in the area while achieving a balance between accessibility and 

representativeness. Out of a sample of 400 SMEs that was chosen, a sample of 318 SMEs 

responded to the questionnaires which was used for the study.  

Data Collection 

Data was collected through. The survey focus on quantitative aspects of the challenges faced by 

SMEs in IFRS adoption, The survey was in-person, aiming to reach a wide demographic allowing 

for in-depth exploration of their challenges and perceptions regarding IFRS compliance. 

Data Collection Instrument 

The primary data collection instrument was a structured questionnaire designed to collect 

quantitative data from SME owners. The questionnaire comprises closed-ended questions on 

aspects such as knowledge of IFRS, perceived challenges, financial constraints, and support 

received.  

Method of Data Analysis 

Quantitative data collected from the surveys was analyzed using Statistical Package for the Social 

Sciences (SPSS) version 25. Descriptive statistics, including frequencies, mean scores, and 

standard deviations, were employed to summarize the responses. Inferential statistics, such as 

factor analysis was used to examine relationships between variables.  
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7. PRESENTATION AND ANALYSIS OF DATA 

Demographic Profile 

Table 1: Demographic Profile of Respondents 

Demographic 

Variable 
Category Frequency (318) Percentage (%) 

Gender Male 180 56.5 

 Female 138 43.5 

Age 18-30 90 28.3 

 31-40 110 34.6 

 41-50 80 25.1 

 51 and above 38 11.9 

Years of Operation Less than 5 years 190 59.7 

 5-10 years 80 25.1 

 10-15 years 38 11.9 

 More than 15 years 10 3.1 

Education Level Secondary 48 15.1 

 Tertiary 180 56.5 

 
Professional 

Qualification 
90 28.3 

Source: Field Survey, 2024 

The demographic profile shows a fairly balanced gender distribution among respondents, with a 

slight majority being male (56.5%). Most respondents (59.7%) operate businesses for less than 5 

years, indicating a relatively young SME sector in the region. The age distribution reflects a 

youthful workforce, which suggests potential for innovation but may indicate a lack of experience 

in financial management. The educational background indicates a significant portion of 

respondents have tertiary education (56.5%), potentially affecting their understanding of IFRS. 

Descriptive Analysis 

Table 2: Descriptive 

Variable Mean Standard Deviation 

Understanding of IFRS 

complexities 
3.45 0.78 

Access to Financial 

Resources 
2.85 0.92 

Regulatory Support 3.10 0.82 

Skills and Training Needs 3.67 0.84 

Organizational Resistance 2.95 0.85 

Source: Field Survey, 2024 

The mean score for understanding IFRS complexities (3.45) suggests that respondents have a 

moderate awareness of IFRS, but there is room for improvement. Access to financial resources 

obtained the lowest mean score (2.85), indicating significant challenges in obtaining necessary 

funds for implementation. Skills and training needs scored the highest mean (3.67), emphasizing 

the importance of education and training programs for better compliance. The standard deviations 

indicate that responses were relatively consistent, especially for organizational resistance, with a 

low SD of 0.85, suggesting a common agreement on the presence of this challenge. 

Factor Analysis for Hypotheses Testing 
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Table 3: Factor Analysis Results 

Factor Eigenvalue 
% Variance 

Explained 

Cumulative % 

Variance 

Regulatory and 

Legal Environment 
3.21 32.1 32.1 

Financial Literacy 

and Capacity 
2.40 24.0 56.1 

Economic 

Constraints 
1.75 17.5 73.6 

Organizational 

Challenges 
1.05 10.5 84.1 

Technological 

Barriers 
0.85 8.5 92.6 

Source: Field Survey, 2024 

The factor analysis results reveal four main factors influencing the implementation of IFRS: 

Regulatory and Legal Environment (32.1%), Financial Literacy and Capacity (24.0%), Economic 

Constraints (17.5%), and Organizational Challenges (10.5%). The cumulative percentage of 

variance explained (84.1%) by these factors indicates that a significant portion of the variability in 

challenges can be captured by these key areas. The regulatory environment emerged as the most 

significant factor, suggesting that improvements in regulations could greatly enhance the adoption 

of IFRS. The findings from these analyses indicate that while SMEs in Anambra State recognize 

the importance of IFRS, several challenges inhibit successful implementation, particularly in 

regulatory support, financial literacy, and organizational readiness. Addressing these challenges 

through targeted training and regulatory improvements could facilitate better compliance and 

overall economic growth in the region. 

8. DISCUSSION OF FINDINGS 

The study reveals significant insights into the challenges that SMEs in Anambra State face when 

implementing International Financial Reporting Standards (IFRS). The demographic profile 

indicates a relatively young and educated workforce, with a substantial majority of respondents 

having less than five years of operational experience. This aligns with research by Akinlosotu et 

al. (2019), who emphasized that the youth of a workforce can bring innovation but may also lack 

the experience necessary for comprehensive financial management.  

The descriptive analysis demonstrates a moderate understanding of IFRS complexities among 

respondents (mean = 3.45), which suggests a critical gap in knowledge. This finding corroborates 

the work of Hamadi and Salleh (2021), who argue that insufficient understanding of IFRS is a 

pervasive barrier to adoption in developing economies. Likewise, the low score for access to 

financial resources (mean = 2.85) reinforces the notion that SMEs often encounter significant 

economic constraints that hinder their ability to implement international standards, as highlighted 

by Enu et al. (2020). 

The factor analysis further identifies regulatory and legal environment as the most significant 

obstacle to IFRS implementation, which is consistent with broader literature indicating that 

favorable regulatory frameworks are crucial for successful adoption (Almeida et al., 2016). By 

emphasizing the need for improved regulatory support, our findings resonate with Ofoegbu et al. 

(2020), who note that appropriate government policies and incentives could enhance the financial 

reporting landscape for SMEs. Given the insights gained, it is clear that tailored educational 

programs, improved financial access, and supportive regulatory frameworks are essential for 

enabling compliance with IFRS among SMEs. As the regional economy increasingly integrates 

with global markets, enhancing these aspects will not only benefit individual businesses but will 

also contribute to a more transparent and efficient economic environment. 
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9. CONCLUSION AND RECOMMENDATIONS 

The study examined the challenges encountered by SMEs in Anambra State regarding the 

implementation of International Financial Reporting Standards (IFRS). The demographic analysis 

revealed a predominantly young and educated workforce, consisting largely of individuals with 

less than five years of operational experience. Descriptive statistics indicated a moderate 

understanding of IFRS complexities and an evident struggle with accessing necessary financial 

resources. The factor analysis identified key challenges, highlighting that the regulatory and legal 

environment was the most significant obstacle to implementation. Overall, the findings suggest 

that while SMEs recognize the importance of adherence to IFRS for better financial transparency 

and competitiveness, they face substantial barriers that hinder their success. 

The research concludes that the implementation of IFRS among SMEs in Anambra State is 

significantly influenced by a combination of knowledge gaps, financial constraints, and regulatory 

challenges. While the workforce's educational background is promising, it is insufficient to 

overcome the complexities associated with IFRS compliance and the financial pressures that 

SMEs face. The findings underscore the need for concerted efforts to improve understanding of 

IFRS among SME operators and to address the economic and regulatory issues that impede 

compliance. This multifaceted approach is essential for fostering a more robust financial reporting 

environment conducive to the growth of SMEs. 

To enhance the IFRS adoption among SMEs, several recommendations are proposed. Firstly, 

targeted training programs should be developed to improve financial literacy and understanding of 

IFRS principles among SME owners and their staff. Workshops, webinars, and online courses 

could be organized in collaboration with educational institutions and local authorities. Secondly, 

financial institutions should consider creating tailored financial products that cater specifically to 

the needs of SMEs, thus facilitating access to the funds necessary for compliance. Lastly, the 

government should work on establishing a more supportive regulatory framework that incentivizes 

SMEs to adopt IFRS practices, such as tax breaks or subsidies for businesses demonstrating 

compliance. 

The implications of this study are significant for the broader economic landscape of Anambra 

State and Nigeria as a whole. By addressing the identified barriers to IFRS implementation among 

SMEs, there would likely be an increase in financial transparency and accountability, fostering 

greater trust among investors and stakeholders. Enhanced financial reporting can improve access 

to finance, as creditors and investors are more likely to support businesses demonstrating sound 

financial management. Ultimately, the successful adoption of IFRS can contribute to the overall 

growth of the SME sector, stimulate economic development, and position these businesses to 

compete in global markets, ultimately boosting the economy of the region and improving its 

integration into the global economy. 
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