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Abstract

Companies including MSMEs need to prepare financial reports to determine their financial
position and business performance. Currently, there are still many MSMEs in Indonesia that
have not prepared financial reports especially the micro-scale businesses. This study aimed
to describe the preparation of MSMEs financial reports. This study used a qualitative research
design with a case study method on the walnut dodol business in the city of Manado. The
data were collected through in-depth interviews with business owners, document
observations, and literature studies. Data analysis was carried out with the stages of data
reduction, data presentation, and drawing conclusions on the preparation of MSME financial
reports. The results of the study showed that to prepare financial statements, it is necessary
to identify MSME business activities and financial transactions. Next, the researcher identified
the accounts related to these financial transactions. The identification results were used to
classify and describe the elements of financial statements. The elements of financial
statements include assets, equity, income, and expenses. The description of the elements in
the MSME financial position report includes cash, trade receivables, supplies of raw materials
(palm sugar, coconut milk, spices, flour, walnuts), supplies of auxiliary materials (shells, woka
leaves, and mica) and owner's capital. The income statement includes net income from dodol
sales and operating costs such as raw material costs, auxiliary materials costs, transportation
costs, electricity costs and salary costs.
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Introduction

The financial information presented in the financial reports shows the ability of MSMEs in
financial management and performance achievement. Research conducted in various regions
in Indonesia found that there are many MSMEs not compiling financial reports (Mandey et
al., 2018; Rohendi, 2019; Uno et al., 2019; Simanjuntak et al., 2020; Risal and Wulandari,
2021). The presence of Financial Accounting Standards for MSMEs in Indonesia should be a
reference in preparing financial reports but cannot bridge the needs of business actors due
to their limited knowledge. The standard only provides general reference concepts but does
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not explain the process of preparing financial statements (practical level). Besides that, the
business characteristics of MSMEs are different so that the elements in the financial
statements are also different (Rumambi et. al., 2019a; Rumambi et al., 2019b). Therefore,
MSMEs need a practical model as a reference in preparing their financial statements.

Based on the initial survey conducted by researchers, the dodol walnut business owners have
not kept financial records properly. Financial records are carried out in the form of income
and expense records. MSMEs do not make financial reports so that their business
performance is not measured reliably. Based on the real conditions of MSMEs, this research
aimed to describe the preparation of financial reports based on Dodol Walnuts MSMEs data.
The specific objectives: 1) to identify the business activities; 2) to identify the financial
transactions; 3) to present the elements of the financial reports; 4) to prepare financial
reports. This practical model is needed because MSMEs owners have the limited knowledge
in preparing financial reports.

Methods

This study used a qualitative research design. The research method was a case study on MSME
dodol walnuts in Manado city. The data were collected through in-depth interviews with
business owners, document observations, and literature studies. The data needed includes
business activities, financial transactions, and financial records carried out by MSMEs.
Furthermore, researchers conducted a literature study to collect concepts/theories for
preparing financial reports and previous studies.

Data analysis was carried out with data reduction, data presentation, and drawing conclusions
(Miles et al., 2014). Data reduction was carried out in the process of identifying business
activities, financial transactions and accounts relevant to the transactions. After that, the data
were presented based on the elements of the financial reports and the conclusions were
drawn in the form of a description of the elements used in preparing the financial reports.

Results and Discussion

MSMEs Business Activities

Walnut dodol business is a business that has been carried out for generations from the
parents of the business owner. Currently, walnut dodol customers are not only from Manado
but also from various regions in Indonesia. Walnut dodol is one of the most popular souvenirs
from Manado.

The production activities of this business are based on orders. Customers must order first
because this product only last a maximum of 3 days outside the refrigerator. The production
process is simple and only done by family members. They do not use labor with monthly
payroll. MSME business management is carried out simply and only involves family members.
Financial recording is carried out in recording sales/orders and costs spent related to the
production process.

Financial Transaction of MSMEs

Transactions during one reporting period include transactions for depositing owner's
capital, receipts from sales, expenditure transactions and transactions of materials for the
production process. Expenditure transactions include the purchase of palm sugar, coconut
milk, spices, flour, walnuts, shells, woka leaves and mica as well as expenses for business
operations such as transportation costs, electricity, and salaries. Transactions on the use of
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materials include the use of palm sugar, coconut milk, spices, flour, walnuts, shells, woka
leaves, and mica.

The Elements of Financial Report

The elements of financial reports according to Financial Accounting Standards (2018)
include assets, liabilities, equity, income and expenses. Assets are a form of entity's wealth in
the form of resources control as a result of past events and the future economic benefits are
expected to flow to the entity. Liabilities are obligations of the entity at a certain date that
arise from past events and the settlement of the results in an outflow from the entity
resources. Equity represents ownership of the entity assets after deducting all liabilities.
Income is the addition of economic benefits in a certain period caused by an increase of the
assets or a decrease in liabilities. Expenses are economic benefits that decrease in a certain
period and associated with a decrease in assets or an increase in liabilities.

According to SFAC no. 6, certain entity resources, claim of resources and transaction
impact and other occasion can change the resource and the claim represented in the
elements of financial reports (FASB, 2008). In preparing the financial reports, the five
elements are described in more detail in various financial statement accounts. Each account
of the elements must be able to represent accounting information accurately from the
phenomenon to be presented.

To prepare financial reports, MSME actors need to understand five elements of financial
reports. The elements of financial reports as standardized in accounting standards for MSMEs
are still general. The different characteristics of MSME businesses cause the account
formation of each element in the financial reports to be different according to the scope of
business, business activities and financial transactions. To accurately represent the
phenomena that exist in the entity, the formation of accounts from these elements refers to
the business characteristics of the entity.

Rumambi et al (2020) states that the transactions occurs become the basis for building
financial statement accounts. These accounts become the basis for recording and classifying
transactions. The design of the account name is based on financial transactions in MSMEs
(Rumambi et al., 2019b).
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Table 1
Identification of Accounts Used Based on Financial Transactions
Business Activity Transaction Used Account
Dodol Production Receipt and disbursement of | Cash

money

Purchasing palm sugar Palm sugar raw material
supplies

Purchase of coconut milk Supply of coconut milk raw
materials

Purchase of spices Inventory of raw materials for
spices

Purchase of flour Inventory of flour raw materials

Walnut purchase Walnut raw material inventory

Purchase of shell Inventory of shell auxiliary
materials

Purchase of woka leaves Supplies of woka leaf auxiliary
materials

Purchase of mica Supplies of mica auxiliary
materials

Dodol sales on credit Account receivable

Capital deposit by owner Owner's Capital

Dodol sales Sale

Use of palm sugar Palm sugar raw material costs

Use of coconut milk Coconut milk raw material cost

Use of spices Cost of raw materials for spices

Use of flour Flour raw material cost

Use of walnuts Walnut raw material cost

Use of shell Cost of shell auxiliary materials

Use of woka leaves Cost of woka leaf auxiliary
materials

Use of mica Cost of mica auxiliary materials

Payment of transportation costs | Transportation costs

Electricity token payment Electricity cost

Payroll Salary expense

Source: Processed Data, 2021

Table 1 describes the identification results of financial transactions that occur so that an
account can be formed to be used in the process of preparing financial reports. The formation
of these accounts is an element of the concept that underlies the preparation of financial
reports (Rumambi et al, 2020). The identification results in table 1 were classified into five
elements so that the accounts become a description of each element of the financial reports.
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Table 2
Classification and Description of MSMEs Financial Report Elements

Financial Reports Elements of Financial Reports Description of MSMEs
Financial Reports Elements

Financial Position Asset Cash

Report Account receivable

Palm sugar raw material
supplies

Supply of coconut milk raw
materials

Inventory of raw materials for
spices

Inventory of flour raw
materials

Walnut raw material inventory

Inventory of shell auxiliary
materials

Supplies of woka leaf auxiliary
materials

Supplies of mica auxiliary
materials

Equity Owner's Capital

Income Report Income Sale

Expense Palm sugar raw material costs
Coconut milk raw material cost

Cost of raw materials for
spices

Flour raw material cost

Walnut raw material cost

Cost of shell auxiliary materials

Cost of woka leaf auxiliary
materials

Cost of mica auxiliary materials

Transportation costs

Electricity cost

Salary expense

Source: Processed Data, 2021

The Preparation of Financial Statement

The financial report is a structured presentation of financial position and financial
performance of an entity (Diana and Setiawati, 2017). Financial reports serve as a means to
convey financial information to parties outside the company (Kieso et al., 2017). This financial
information is useful for users in creating economic decisions (Okoye and Akenbor, 2014).

To prepare financial reports, entities should consider the concept of a business entity
as their basic premise. For individual businesses, entities need to make a clear separation
between business owners and business entities so that owner transactions are separate from
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entity business transactions (Financial Accounting Standards, 2018). From this entity concept
flows the need for financial reporting. In order for the accounting information submitted in
the financial reports to be useful, the information needs to be presented relevantly, reliably,
and consistently in the financial reports (Azim and Ara, 2015).

Based on financial accounting standards for MSMEs, the minimum financial reports
consist of a statement of financial position at the end of the period, an income statement for
the period, and notes to financial reports (Financial Accounting Standards, 2018). The
statement of financial position provides information about the entity's assets, liabilities and
equity as of a specific date. The income statement describes the achievement of the entities
financial performance. Income and expenses during the reporting period are brought
together to determine the results of performance achievements in the form of profit or loss.
The notes to the financial reports describe the relevant details of the elements of the financial
reports.

According to Rumambi et al (2020), there are three basic elements in preparing financial
reports, namely forming elements, concept elements, and process elements. Forming
elements are related to the efforts of researchers in exploring the activities and financial
transactions of MSMEs. Concept elements are related to the formation of financial statement
elements according to the characteristics of MSMEs. Process elements relate to the process
to produce financial reports through the accounting cycle. The preparation of financial
reports follows the process of the accounting cycle, namely from existing transactions,
journals, ledgers and financial reports made (Rumambi et al., 2019b; Rumambi et al., 2020).

To prepare financial reports, MSMEs need to do it through one accounting cycle. The
transactions that occur are analyzed and recorded in the journal according to the date of the
transaction using the appropriate accounts according to the transactions that occurred and
referring to table 1. Then the recording of the journal will be transferred to the general ledger
according to each account group. After all the records in the journal have been transferred to
the general ledger, MSMEs calculate the balance of each ledger account. The balance of each
general ledger account is then recorded in the trial balance. The purpose of making a trial
balance is to control the suitability of the debit and credit balances of each ledger and ensure
that the total debits and credits are the same. From the trial balance, MSMEs prepare financial
reports.

The preparation of financial reports begins with the preparation of the income
statement. The income statement is prepared by stating the amount of sales of dodol walnut
during a certain period and then listing all costs incurred to be reconciled with the income.
The calculation difference between income and costs, if the income is greater than costs,
MSMEs will get profit and if income is less than costs, MSMEs will get loss. The results of the
calculation of profit or loss describe the business performance achieved by MSMEs in that
period.

After the income statement is prepared, MSMEs make a statement of financial position.
The preparation of the statement of financial position can be made in the form of a score
(compiled down) or in the form of a T account. MSMEs classify the elements in the financial
reports on assets and capital according to table 2. In the asset group, cash, receivables, and
supplies of raw materials (palm sugar, coconut milk, spices, flour, walnuts) as well as supplies
of auxiliary materials (shells, woka leaves, and mica). Each inventory account is presented
separately. Based on the existing transactions there are no liability transactions so in the
financial report it is stated as counterweight to assets is owner's capital. All balances and
accounts in the trial balance must be included in the financial reports. The number of assets
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and the amount of capital included in the financial report position shows the total wealth of
MSMEs and financial position for the period.

Conclusion

The preparation of MSME financial reports was carried out by considering the
uniqueness of the scope and business activities of MSMEs. In preparing the financial reports,
MSMEs need to identify the financial transactions occurs, form accounts, and group them into
elements of financial reports. Furthermore, the process of preparing financial reports was
carried out by following the accounting cycle. MSMEs record the financial transactions into
journals and post them to the general ledger. After that, a trial balance is prepared as the
basis for preparing financial reports. MSME reports according to Financial Accounting
Standards consist of financial position reports, income reports and notes to financial reports.
Given the limited ability, understanding and knowledge of MSME owners, it is recommended
that financial reports can be prepared only in the form of income reports and the financial
position reports.

The results of this study provides a practical impact for micro-scale MSME business
actors in preparing their financial reports. The implementation model of this research will be
a practical guide for MSMEs. The limitation of this research is the practical model built from
MSMEs that have business activities in the production of walnut dodol. For this reason,
further research can be carried out in other business fields. Financial reports and their
elements characterize the unique characteristics of an entity.
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