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Reporting Standards for Small and Medium-sized Entities reveals
that the International Financial Reporting Standards are not
aligned with the capabilities of small and medium-sized entities,
and that they are the basis of the second level of financial
reporting. The main task and the goal of IFRS for the SMEs is to
simplify the existing accounting regulations for this segment of
the company. They have identified the specific needs of the
financial reporting of small and medium-sized entities and specific
information requirements of this part of the economy. Ease of
application through a simpler option valuation and disclosure
decreased, reducing the cost of preparing the report, as well as
continuity, represent some of the advantages of the new standard.

Received: Keywords: International Financial Reporting Standards,
28.11.2014 International Financial Reporting Standard for Small and
Accepted: Medium-sized Entities, the financial statements, SMEs,
29.12.2014 Republic of Serbia

1. Introduction

Accounting standards that are the basis for thegpedion of transparent
and comparable accounting information presentabarform of basic financial
statements. Application of International Finan&ealporting Standards as highly
complex, specialized and demanding substancesresqgaicertain knowledge,
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experience, time or a legal obligation for certéinsiness entities in the
Republic of Serbia. Consistent application of IFRS business entities in
addition to International Financial Reporting Start$ (IFRS) represent a
unique set of high quality global fulfilling legadbligations to meet the
information needs of different stakeholders withirerest has certain benefits
or problems. Problems with IFRS are mostly of acpcal nature and are
reflected in the difficulties faced by the accongtpractices in their everyday
usage. The benefits of standardized financial temprare multiple. First, it

allows the formation of a single capital market amaintain its stability, which

leads to a reduction in the cost of capital. Sectmel comparability of financial

statements enables more efficient allocation ofitapFurthermore, they

represent a vital link between managers and inves#dso, the accounting staff
develops internationally recognized skills prepgargt compilation and

disclosure of financial statements.

In most cases, IFRS are applied only large entitlest have public
accountability. And the benefits of globalizatidmoald have, and other entities,
regardless of their size and access to capitahaoily small and medium-sized
entities. For these reasons, the International éaiiog Standards Board (IASB)
in 2000 identified the need for a special versibnhe international accounting
standards for small entities. In June 2004, theBA&iblished a preliminary
review of standards for small and medium-sizedtiestiFinally, after the above
draft and reconciliation, International Financiag®rting Standard for Small and
Medium-sized Entities (IFRS for SME) was release®dune 2009.

IFRS for small and medium-sized entities was createaccordance with
the user's needs, taking into account the costsbanefits in providing the
information. The benefits of this standard are eafs@pplication through a
simpler option valuation, reduced disclosure, rautu¢he cost of preparing the
statements, specific accounting principles that swéable for small and
medium-sized entities that are not quoted on thekstxchange and have IFRS
as its basis.

In the first part of this paper will discuss thedfidigion and importance of
small and medium-sized entities, both at the lefghe European Union and
the Republic of Serbia. The second part of the pajle identify the reasons
why IFRS does not represent the exemplary normdasss for the small and
medium-sized entities. The third part of the papdft highlight the basic
features of international financial reporting stard$ for small and medium-
sized entities.

2. The Importance of the Definition of Small and Medium-sized Entities

Small and medium-sized entities have a significale in the economy.
What is evident is the representation of small amedium-sized entities
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according to the number of registered businesses, ®uld be said that the
same contribute to a greater extent to the econdavelopment of the country.
Small and medium sized entities are the main p#lad a key resource for
economic growth, dynamism and flexibility, bothdaveloped, developing and
industrial countries and in emerging economies.

Developed countries, thanks especially to small medium-sized entities
exercise the predominant part of their successftbnemic and social
development. This can be explained by the followfagts: small firms can
more easily adapt to the demands of the markeigweetigher profitability
compared to large firms in relative terms, effesljvovercome the resulting
disturbances in the environment, they can also watk a relatively small
volume of invested capital, relatively easy to ersted exit certain economic
areas, often in the hands of members of wider dgkcfamily and are strongly
interested in the survival, growth and developn@nbusinesses and they can
reduce the risk of unsuccessful operations and wwoitkout a loss (Petkotj
Berberow, 2013, p. 2).

In the literature we can find many definitions ofiadl and medium-sized
entities. Prior to the adoption of a common defmtat the EU level, there are
several different definitions of SMEs. Thus, in tb& small entities were
defined as subjects who have up to 200 employeeBrance, the number of
employees in small entities ranged from 6 to 50kes, and medium from 51
to 500 employees. In Germany, for the definitionsofall and medium-sized
entities, in addition to the number of employeésg, total annual income was
taken into account. (Radulovic, 2006, pp. 25-26).

According to the OECD definition, small and medisired entities with
fewer than 500 employees, although each countmesesoom for this number
to increase or decrease (in some countries, 1@9ar 300 employees represent
the upper limit). Micro-entities have 1-4 employeesry small 5-19, small and
medium-sized entities 20-99 and 99-500 employespectively. (Dosti 2003,
pp. 23-34)

According to the World Bank, the division of thetigncarried out in the
manner is provided in Table 1.

Table 1. The classification of entities according to the World Bank

Entity category hel#qu,reg Total income | or The:ﬁ;atl);rgﬁéjent of
Medium entity < 300 <15 mil. eur < 3 mil. eur

Small entity <50 <3 mil. eur <3 mil. eur

Micro entity <10 <0.1 mil. eur <0,1 mil. eur
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Within the European Union, the first official ddfion of small and
medium-sized entities was made on April 3, 1996th&t European Council in
Feira 19-20 June 2000, the European Charter foll&néties was approved.
The charter states that small entities are thedmawk of the European economy,
a key source of employment and a foundation fordémelopment of business
ideas. "In Lisbon, we established the goal of mgkime European Union the
most competitive and dynamic economy in the wobddsed on knowledge,
skills for sustainable economic growth, more antiebeemployment and greater
social cohesion. Small entities must be seen asntig drivers of innovation,
employment, and also social and local integrationEurope "(Council of
Europe, 2000, p. 1).

In this way, the importance of small entities andtr@preneurs for
development, competitiveness and employment inBbsopean Union was
fully recognized. Consequently, the European Corsimis on 6 May 2003
adopted a recommendation for the adoption of adefimition of SMEs. Small
and medium- sized entities were defined in EU lagen in the EU
Recommendation 2003/361, which was published in@fgcial Journal of the
European Union L 124, p. 36 of 2003. Recommendatitrred into force on 1
January 2005 and is the only valid basis for detd@ng the conditions for the
classification of entities as SMEs. The definitiohsmall and medium-sized
entities is as follows: "A group of micro, smalldamedium-sized entities
include entities that employ up to 250 workers, séhannual turnover does not
exceed EUR 50 million, and / or the sum of the hedadoes not exceed EUR
43 million" (Recommendation of the European Comiaissin 2003/361,
Section 2 of the Annex to Recommendation).

According to the above recommendation of the Etaop@ommission, the
entities can be divided into micro, small and meadiuFor the above
classification of entities, it is necessary to ték® account three criteria: the
number of employees, total revenue and total ambafdnce.This could be
summarized as follows:

Table 2. Classification of entities as defined by the EU

Entity category ,(\alrLr:I;Itc))?/regsf Turnover or Thettﬁgatl);g?gent of
Medium entity <250 <50 mil. eura <43 mil. eura
Small entity <50 <10 mil. eura <10 mil. eura
Micro entity <10 <2 mil. eura <2 mil. eura

Source: European Commission, The New SME Definition, Ugelide and model
declaration, 2012, p. 14.
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A common definition of SMEs at the European Uniewel, is used as the
basis for legislative decisions in the EU state andl structural funds. This
means that micro, small and medium-sized entitiastrbe defined in a way
that ensures economic fairness, i.e. firms thatigeolegal certainty, while the
legal systems of the Member States allows for eagjication.

Micro, small and medium-sized entities represelt @9 all entities in the
EU, as illustrated in Table 3, and there are atutmillions f them. They
employ about 33 million people (more than 67% oé tfotal number of
employees) and make a key source of entreprenespiet and innovation,
which are crucial for the competitiveness of thétiess in the EU. The goal of
EU policy in the field of small and medium enteges is to ensure that policies
and measures are tailored to small entities, alsasab contribute to increase in
the attractiveness of Europe for the establishraedtoperations of the entity.
(Fact Sheets on the European Union - 2014).

Table 3 Structure of entitiesin the EU according to the size and number of employees

Size of entities Number of Percentage Percentage share in
entities in EU share total employment
Micro entities 19.279.55% 91,8 29|6
Small entities 1.450.000 6,9 20,8
Medium entities 228.209 1L 16|8
Large entities 45.184 0,R 32(8
Total 21.002.954 100% 100%

Source:(Gulin, 2013, str. 34)

The Republic of Serbia divided entities into micemall, medium and
large. The above classification of entities wasied out according to Article 6
of the Law on Accounting (2013) on the basis okéhcriteria: the average
value of operating assets, operating revenue aexhg® number of employees.
That the entity would be classified into one ofsiaeategories should fulfill two
of the three criteria.

Table 4 Distribution of the entitiesin the Republic of Serbia

Size of entities Entity average| Operating income| Average number
assets in EUR of employees
Large entities Over 17.500.000 Over 35.000.p00 (%50)
Medium entities 17.500.00p 35.000.0p0 Do 250
Small entities 4.400.00D 8.800.000 Do B0
Micro entities 350.00( 700.000 Do 10
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The importance of small and medium-sized entitieSerbia are illustrated
by the basic indicators (Report on SMEs and Engéreguirship for 2012, 2013,
p. 8). In 2012, from a total of 317 668 companiesfrepreneurial sector
accounts for 99.8% (317 162 companies). SMEs gte6b.1% of employees
(782,026), 65.4% of turnover (5.690 billion dinar§p.8% of GVA (977.1
billion) and employ 45.5% of the non-financial secinvestments. SMEs
employ 45.3% of total employment, 39.1% of totalestments, realizes 49.8%
of exports, 58.2% of imports, generating 70.8%haf toreign trade deficit in
the Serbian economy and accounts for about 33%eo&DP of the Republic of
Serbia. Broken down by size, the structure of tMESector includes largely
micro enterprises (305 321), while small and medienterprises (11,841)
dominate at all observed indicators (53.8% of eymlent, 60.7% of turnover,
61.6% of GVA, 77, 0% of exports, imports 74.5% MEs).

3. The Need for IFRS for SMEs

International Financial Reporting Standards areimarily, but not
exclusively, aimed at reporting entities which acthe financial markets or,
more accurately, reporting entities that have pulsliccountability. These
standards are applied as required or permitted agnenthan 130 countries
worldwide. In a small number of countries - abo(t iBternational financial
reporting standards used for reporting all entitighile in others, some 100
countries, international financial reporting stami$aused for reporting entities
that have public accountability.

Publicly accountable entities are characterized lyrge number of limited
liability of the owner, the separation of ownerglananagement. For existing
and potential investors to make decisions, therin&ion about the financial
position, operating performance and cash flows h#f entity are needed.
Meeting the information needs of these users isrthim goal of a global system
of financial reporting, and international financiaporting standards are widely
accepted instrument for achieving them. The inféioma presented in the
financial statements prepared in accordance wittermational Financial
Reporting Standards for investors and creditoes igalid basis for identifying
risks with which business entities are affiliatadsessment of exposure to these
risks and for forecasting future performance of ¢éinéity. This is because this
information is characterized by relevance, crediptesentation, timeliness,
comparability, intelligibility and verifiability.

1 An entity has public accountability if: 1) submits is in the process of filing its financial
statements to the Commission for Securities forpilmposes of issuing securities that are traded
in a public market; and 2) as one of the core lassiractivities, as trustee holds property of a
large group of external parties. A typical example banks, credit organizations, insurance
companies, brokers and dealers, mutual funds amdtment banks.
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Small and medium- sized entities usually have mbobdagpital, a small
volume of business activity, a small number of epes, the separation of the
ownership and control functions is not conductetl dne mostly owners and
managers. The additional equity in these entisassually invested into without
public calls by existing or new owners. The necgssasources mean these
entities are coming by borrowing from banks andeotfinancial institutions.
Due to these characteristics of small and mediw®dsientities a shortlisted
user is interested in more modest and slightlyed#fit information about their
business.

Due to the fact that the owners of the entity aeally managers, who are
sometimes part of the management structure andfévat of them have access
to all necessary information, the most frequentrusé information on small
and medium-sized entities are creditors, governyrargtomers, suppliers and
employees . The most common creditors of thestieentire banks, which have
the necessary information required for the assasisafeheir creditworthiness,
i.e. the evaluation of the ability to service tloar obligations throughout the
period of repayment. The state, through the firelnsiatements follows the
operations of these entities in order to evalub&success of their economic
policies. This is because the state provides spgapport for the development
of these entities. Customers are interested innméition which can estimate the
survival and development of the entities, partidylerhere they are dependent on
such entities. Suppliers are interested in infoilwnatbout whether the amount
owed to them by others will be paid on time. Thekyees have the necessary
information about the stability of the entity artd profitability, in terms of
estimates of certainty and wages, hiring new warkaranging jobs, etc.

Consequently, the international financial reportgigndards have become
aligned with the needs of small and medium-sizddies, primarily due to the
complexity of the requirements related to the assest, the number of rights
of choice and a lot of information that should kbechbsed. Application of
International Financial Reporting Standards ashidss for financial reporting
of small and medium-sized entities becomes unecmabnbecause it causes
the costs exceed the benefits because it geneirgt@snation that is not
relevant to users. The users of the financial stateés of small and medium-
sized entities, have expressed the need for exagnihe short-term inflows and
outflows of cash, liquidity, financial strength dfie entities, the degree of
coverage of interest and information on the moveroéfinancial results in the
past as financial statements prepared in accordaitbelAS / IFRS provide
information to investors and creditors should halforecasting the long-term
cash flows of the entity, gains or losses andatses.

In order to accept the demands for simplifying thporting of small and
medium-sized entities, the requirements in terms stEndardization and
harmonization of their reporting, the Internatio@@mmittee on Standards for



468 Pukié, Paviovié/Economic Themes, 52 (4): 461-479

Financial Reporting started developing specifindtads for financial reporting
of small and medium-sized entities. In mid-200@, hSB issued IFRS for small
and medium-sized entities, as well as a custombzsis for their financial

reporting. About how the decision was justified B\& the fact that around 90
countries worldwide directly applied IFRS for théi5 or brought national

legislation in line with the content of IFRS for &\Stojanovic, 2014, p. 6).

The adoption and implementation of IFRS for SMEaasasis for financial
reporting by these entities can bring multiple BgaéSkart Jovanovic, 2011,
22):

* Globally recognized basis of financial reportingses the confidence of
users in the quality of financial statements drapn

« Implementation of standards ensures obtaining pment and globally
comparable financial reports,

« Raising the quality of financial reporting faciliés access to sources of
capital to small and medium-sized entities,

¢ From the point of view of the composer, the appiicaof these standards
ensures the existence of a balanced relationshiyebe the costs and
benefits of the presented financial statements.

By accepting IFRS for the SME as a basis for fil@neporting of small
and medium-sized entities cease to be a need éoadbption and permanent
maintenance of national accounting standards.

4. Framework for Financial Reporting of SMEs

4.1. General characteristics of financial reporting for small and medium-
sized entities

In Serbia there has been a longstanding practicéhenapplication of
International Financial Reporting Standards. Thiggakion of their application
related to all business entities, regardless oif thige. The adoption of the
Accounting Act of 2013 stipulates that a large tesdj entities that prepare
consolidated financial statements, public compaaes$ medium entities that
can decide for themselves apply International RirrReporting Standards.
International Financial Reporting Standard for Sraatl Medium-sized Entities
apply intermediate entities who decide to implentbem, then small entities,
the largest number of legal entities and microtiesti

Considering that the aim of building a consisteasi® IASB financial
reporting globally to both pillars of financial reging, IFRS and IFRS for the
SME based on the same core concepts and principitesexistence of this link
is necessary because it creates a possibility ngpace not only the financial
statements within each level of reporting, but ddetween them; facilitates the
training of accountants, auditing and reportingigiion from IFRS to IFRS for
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SMEs and vice versa. Using the same concepts amciges of both levels of
financial reporting is possible because IFRS amSIfor the SME are the basis
for the preparation of general purpose financiaieshents.

Getting less complex and yet understandable retewémrmation to their
users, which are easier for the application of IF&Ssmall and medium-sized
entities in relation to IFRS, is realized in seVevays:

e Turning off the standards that deal with issueg¢ #ra of importance to
small and medium-sized entities,

« Simplification of rules for recognition, classifitan and valuation of assets,
liabilities, income and expenses,

¢ Reducing the required disclosures relating to @etisgns and economic
circumstances that were adopted standards and

« Using simpler language for writing standards (Sk&2011, p. 27).

Significant differences between International FitiahReporting Standards
for Small and Medium-sized Entities (IFRS for SMEms)d International
Financial Reporting Standards is in the scopesgtilation. That is, IFRS has
about 2900 pages and IFRS for SMESE only 230 pal§#¥S for SMEs
represent a single standard that consists of tfigy sections. On the other
hand, for entities with public accountability asideom the conceptual
framework for financial reporting, 41 standards a8 presentations
(interpretation) and thirteen IFRS have been phbts

Reducing the IFRS for SMEs in relation to IFRS wesle on the basis of
omitting certain topics and simplified recognitiand measurement of items in
the financial statements. So IFRS for SMEs repitegerduced content, which
are omitted certain topics from IFRS because theyrst of importance to
private entities whose securities are not traded pnblic market, where IFRS
offer a greater number of options for IFRS MSE keleen only one and a
simpler option or solution. Some of the topics that left out in IFRS for the
MSE: segmental reporting, periodic reporting, eaysi per share, insurance,
assets held for sale.

Reducing the content was done on the basis of glified recognition and
measurement, which is primarily related to: finah@nstruments, impairment,
goodwill amortization, expenses for research angeldpment, to reduce the
application of the fair value option when valuirgsats, treatment of financing
costs, then when the first application this staddaquires significantly less
data from the previous period.

In IFRS, there are about 3,000 requests for disobsswhile in IFRS for
SME the number of requests decreased ten timegsaimbut 300 requests for
disclosure in the notes to the financial statements
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The objective of financial statements of small ametium-sized entity is to
provide information about the financial positioerformance and cash flows of
an entity that is useful for economic decision-mgkiliverse users, who are not
in a position to demand reports that they needhé&tsame time, the financial
statements should show the results of managememtrotoin terms of
management responsibility for the resources ermtdust them.

A complete set of financial statements under IF&SHe SMEs represents:
a report on the financial position, a statementcafprehensive income or
separate income statement and a separate statemeomprehensive result,
statement of changes in equity for the reportingogde cash flow statement and
notes to make a brief overview significant accaumtipolicies and other
explanatory. That is, it is evident that there @ difference in the set of
financial statements in large and small and mediized entities.

4.2. The Qualitative Characteristics of Financial Statements

The qualitative characteristics of financial stateis under IFRS for the
SMEs: understandability, relevance, materialityliakslity, substance over
form, prudence, completeness, comparability, tiness, balance between
benefit and cost. All qualitative characteristics given equal footing and with
the same character.

Intelligibility is an essential quality of informanh in the financial statements
that enables users to understand its meaning.ifiduacfal statements are required
to be prepared so that users can immediately uaderghe information they
contain. Understanding of the information is preddy selecting and marking
them as stated accounting category (Krstic eR@l3, p. 397).

Relevance - the ability of information that canphgbu make informed
decisions. In other words, under the relevant firgnnformation is considered
information that is appropriate to meeting the rseefdusers in content, scope,
time and method of preparation (Kést2002, p. 20).

Materiality is such a characteristic of accountinfprmation where its
omission or mis-expression could influence the eaotn decisions of users
taken on the basis of such financial statementgefiédity depends on the size
of the item or error assessed in the particularuanstances of its omission or
misstatement formulation.

Reliable information when it was in its no matemafors or biases when
faithfully represents the business transactionsvbich could reasonably be
expected that it represents. Financial statemerts@t free of prejudice if the
selection or presentation of information in themintended to influence the
decision or judgment in order to achieve a pre+dateed result or outcome.



Pukié, Paviovié /Economic Themes, 52 (4): 461-479 471

Substance over form, means that business transacid events should be
accounted for and presented in accordance witln siidistance and not merely
on the basis of their legal form. This increases thliability of financial
statements.

Prudence is the inclusion of a certain degree oti@a in the judgment
necessary for the assessment required by the wovsdaf uncertainty, such that
assets or income are not overstated and liabititiexpenses are not understated.
However, the use of prudence does not allow thibaetate understatement of
assets or income, or the deliberate overestimatidiabilities or expenses. That
is, prudence does not allow prejudice.

The complete information from those who have notlenamission that
could affect the information to be false or misiegdand thus unreliable and
deficient.

The comparability of such characteristics of actimgninformation that
enables you to compare the financial statemengés @hntity in order to identify
trends in terms of its financial position and opi@egperformance. At the same
time, users must be able to compare the finantagments of different Entity
to assess their relative financial position, perfmance and cash flows.
Therefore, measurement and presentation of thendiak effects of similar
transactions and other events and conditions mestdbne consistently
throughout the entity and overtime for that entégd consistently for different
entities. In addition, users must be informed @& #tcounting policies used in
preparing the financial statements, as well aglainges in those policies and
the effects of such changes.

Timely information that she is able to timely irdluce the economic
decisions of users. Timeliness involves providinfpimation for the period
necessary for the decision. If there is undue dglagporting, information can
lose its relevance. The management entity must dr@im@ the benefits of
timely reporting and the provision of reliable infaation.

The balance between benefit and cost is achievedsiation where the
benefits to be gained from the information outweigh costs of obtaining such
information. The assessment of benefits and casessentially a process of
discernment. Buyers do not have to be borne byethsers who enjoy the
benefits, because the information that it usesde wange of users.

Under IFRS, there are basic and qualitatively inapr@ the characteristics
of information in the financial statements. Bashamcteristics qualitatively
accounting information relevance and authentic gmigion. Relevance
byproducts are: predictive value and verify theueala credible presentation:
completeness, neutrality and the absence of matarsstatement. Improving
characteristics (comparability, verifiability, tifeess and understandability)
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have the task to improve the quality of financidbrmation that is relevant and
faithfully presented in the financial statements.

4.3. Recognition, Classification and Valuation of the Financial Statement

Evaluation of balance positions according to IFR&lglines for SMEs is
performed on the basis of historical cost. Howewgrestment properties and
biological assets are measured at fair value. thiéoitems that are not carried
at fair value are subject to the determinatiomgdairment.

When selecting accounting policies IFRS for SMEggasts that when this
standard does not deal with the concrete transacbio business event,
management should define the accounting policias whil result in relevant
and reliable information to the effect that theafigial statements:

« faithfully represent the financial position, fingc performance and cash
flows,

+ reflect the economic substance of transactions,

* be neutral, ie devoid of subjectivity,

» careful in the sense that it does not contain ameaessary risks,

* be complete with all material respects.

When assessing the accounting policies, managernensiders the
requirements of IFRS for the SMEs or the complete§IFRS requirements or
guidelines dealing with similar issues. When IFR&dglines dealing with the
accounting policies, suggest that when there isstamdard treats specific
business transaction or business event, managestmeutd select an accounting
policy that is consistent with the financial refagtframework.

Nonfinancial assets under IFRS for the SMEs indudeventories,
investment property, property, plant and equipmentangible assets and
impairment of assets.

Definition of stocks, their recognition, measuremedetermining cost,
conversion costs, allocation of overhead costs midyction, the cost of
inventories service providers, impairment of inwei®s and expense
recognition on the basis of the stock, are questtbat are similarly defined in
both IFRS and in IFRS for SMEs. Section of stockgiven in simplified and
abbreviated form exemplary small and medium-sizetities. The difference
between IFRS and simplified standards is that WHRS for the MSE is no
possibility that the borrowing costs are capitalizad included in the value of
stocks, but they are considered unconditional edipene.

The definition of investment property under IFR$ tioee MSE is similar to
the definition given in IAS 40 - Investment propgertnitial measurement is
similar in both frames, except that IFRS allows leerowing costs capitalized
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and included in the cost of investment propertyjkenlFRS for the SMEs,
which does not contain such a possibility. Regaydime evaluation after the
initial recognition standard for small and mediuizes entities indicates that all
investment property that can reliably determine failue without excessive
costs, upon initial recognition at fair value, vehiinvestment property, for
which no large costs can not determine the faiuezalpon initial recognition
are measured at cost.

Property, plant and equipment at the IFRS for SMiésered by the
guidelines section 17. In the initial recognitidnpooperty, plant and equipment
with IFRS, it is allowed to borrowing costs arelirded in the cost of property,
plant and equipment, while such a possibility i$ mzluded in the standard
small and medium-sized entities, as borrowing castsecognized as expenses
in the period in which they are incurred.

In terms of valuation after the initial recognitiof IFRS for SMEs refer
exclusively to the cost model, without using thevataation model. The
treatment of the residual value that affects therd@nation of the basis for the
calculation of depreciation, also differs in thés® regulatory frameworks in
that IFRS requires an annual review of the residaale, lifetime and method
of calculating the depreciation of property, plamtd equipment. IFRS for
SMEs require this unfolding only if there is anication that there has been a
significant change since the last annual reporting.

Intangible assets other than goodwill with IFRS floe SMEs defined in
section 18 and in IFRS guidance of Questions rejato the definition of
intangible assets, the basic principles of recogmitthe initial recognition and
treatment of internally generated intangible assats similarly determined in
both regulatory frameworks. Expenditure on redeatd development is the
standard for small and medium-sized entities tdy fabnsider expenditure,
while under the guidance of IAS 38 expendituresrésearch expenditure and
expenditure on development, if certain conditions met, are recognized as
intangible assets. Valuation after initial recogmitunder IFRS for the SMEs is
conducted exclusively by the cost model without plessibility of using the
revaluation model that allowed large standards.

The useful terms of intangible assets, on the hafsighich by the rate of
depreciation calculation is determined, accordinghe SMEs on the basis of
contractual or legal rights, and believes thatustrbe comprehensive. If small
and medium-sized entity is unable to estimate tkeful life of certain
intangible assets, the rate for the calculation aofiortization should be
determined based on the assumption that the udfefoff the asset is ten years.
On the other hand, the provisions of IAS 38 prositlee possibility of entities
that intangible assets have an indefinite usefieildnd that on that basis in such
property is not subject to depreciation. Revisitthg amortization period, the
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method for calculating depreciation and the redigahie, according to IAS 38

is carried out every year before the financialestants, while in the standards
for small and medium-sized entities review is nohel every year, but when
there is an indication that there has been a changesidual values, methods
for the calculation of depreciation and useful.life

Impairment of assets is the IFRS for SMEs is cavdre Section 27. And
according to IFRS and according to standard forllserad medium-sized
entities impairment loss occurs when the carryialye of an asset exceeds its
recoverable amount. The differences in terms ofinmpent are as follows:

* Recognition of impairment loss under IFRS for thES is performed on
spending, according to paragraph 60 of IAS 36 -dimmpent of Assets, the
recognition of impairment is performed on expendig) except when it
comes to the means which are subsequently evallgtate revaluation
and that records was performed in revaluation veseiit should execute a
reduction in the revaluation reserve for the amadinihe impairment.

e Under Section 27.7 annual review of indicatorsngpairment is performed
for all the resources that are subject to devalnatiand if there are
indications of impairment, the impairment test &ried out in order to
determine the amount of impairment. The same ofodigaxists under IAS
36, except that it additionally requires that thepairment test must be
enforced at the end of the accounting period, ttgss of whether the
observed indications of impairment for the follogimssets: Intangible
assets with an indefinite useful life and goodwidquired in a business
combination.

And according to large and small standard devaloatf goodwill is done
indirectly through devaluation cash-generating tmitvhich goodwill belongs.
In connection with allocating goodwill to cash-geateng units, the standard for
small and medium-sized entities are focused ortittemstances in which the
goodwill cannot be allocated to cash-generatingsuamd contains instructions
for such circumstances, while IAS 36 does not dorgach references.

In addition to these differences, IAS 36 deals i specific issues related
to the impairment that are not subject to the aurgeandards for SMEs, such as
user estimate of recoverable amount and the imgait@f mutual funds.

Capital. IFRS for SMEs contains a special secti@at telates to liabilities
and equity, while in IFRS equity instruments granfer various standards.
According to the standard for small and mediumisntities, capital is
defined as the remaining share in the assets datity after deducting all of its
liabilities. Capital investment includes the owrar the entity, plus zoom
through profitable operations minus impairment aivestments due to
unprofitable business owner. When the dictionarthukRS standards data is
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somewhat narrower definition of capital: equitythe residual assets of the rest
of the entity after deducting all of its liabilise

Financial instruments, the standard for small aedliom-sized entities are
treated in sections 11 and 12 of the Code of IFRSimancial instruments
concerning the following standards: IAS 32 - Finahcinstruments:
Presentation, IAS 39 - Financial Instruments: Radam and Measurement
and IFRS 7 - Financial Instruments: Disclosures.

Section 11 relates to the recognition, derecogmitimeasurement and
disclosure of the underlying financial instrume(filsancial assets and financial
liabilities). Entity in relation to financial inatments may opt to apply either
Sections 11 and 12 of the IFRS for MSE or optidA& 39. If an entity elects
to apply IAS 39 for disclosure should apply to tequirements of Section 11
and 12 rather than IFRS 7

Initial recognition of financial instruments shakk made at the time when
the entity becomes a party of agreement under whiobcurs for a financial
asset or financial liability. All basic financiahgtruments are measured at cost
or amortized cost, except for investments in shaseted on the stock market,
and whose fair value can otherwise be measureabhgliThe basic financial
instruments are cash, time deposits and demandsidg&poommercial paper,
and against loans, receivables and liabilitiesespect of bills and loans, bonds
and similar debt instruments. In determining therdeiated value applied to
the effective interest method.

Financial instruments that are measured at costrartized cost, no later
than the end of the accounting period are testedinfpairment. If, in a
subsequent accounting period to the eve of the itmeat is reduced, it is
possible to reverse the impairment. The sharesaped at fair value, which is
determined on the basis of their listing on thelstexchange, and if it does not
apply to any of the alternative methods of assestofdair value.

Section 12 of the IFRS for MSE is governed by tbeoanting treatment of
complex financial instruments such as options, fods, swaps and other
derivatives. In determining the initial complex dimcial instruments are
measured at fair value, which is normally the teatisn price. In a subsequent
evaluation also applies fair value, and the effeétshanges in fair value are
recognized in the income statement.

Section 11 covers the most important disclosures/iged in IFRS 7,
relating to the risks. Disclosures relating to résid are not explicitly included
in section 11 of IFRS for MSE are required disctesuor financial institutions
and disclosures required for companies whose dmsudre traded in public
capital markets.
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The classification of financial instruments underctns 11 and 12 was
carried out on basic and complex financial instrateeAccording to paragraph
9 of IAS 39 Financial instruments are classifiethifour categories: financial
assets or financial liabilities at fair value irethalance sheet, investments held
to maturity, loans (loans) and receivables andnfifed assets available for sale.
Given that these two classifications differ sigrafntly and as with IFRS for the
SMEs is no financial asset or financial liability fair value in the income
statement or financial assets available for shleretis no requirement that the
management at the time of acquisition of the fim@nostrument in accordance
with the intention of disposing of the financialsirument perform their
classification, as is the case with IFRS.

According to IFRS for the SMEs’ financial instrunterare derecognized
when: cease to be valid contractual rights to thghcflows of the financial
asset, the entity transfers substantially to theroside all the risks and rewards
of ownership of the financial asset, the entity matter what has kept the
significant risks and benefits from the asset ti@n® another party the right to
sell the asset to a third party. According to I1AS Baragraph 17, an entity
should cease to recognize a financial asset whgireecontractual rights to the
cash flows of the financial asset or a financiaeasvhen transferred to any
other legal or natural person. Guidelines relatmglerecognition in both the
above frameworks are quite similar, however IFRSIuide additional
guidelines for contractual arrangements relatindiniancial instruments and
relevant aspects of the transfer of funds.

Certain issues of financial instruments that algex content of IFRS, are
not considered content standards for small and unedized entities such as
derivatives and derivative financial instrumentsglassification of financial
instruments and hedging instruments qualify.

Expenses are under IFRS for the MSE covered byose2t which refers to
the definition of expenditure, Section 26 relatitogpayments on shares and
employee benefits, and similarly covered at fuR8-guidelines.

The differences between the accounting treatmeakjpénditures with IFRS
and IFRS for MSE exist in the treatment of borrayitosts because standard
guidelines for small and medium-sized entities aaté that borrowing costs
necessarily be treated as an expense, while IASB28rowing costs indicate that
borrowing costs included in the asset's carryingoumh respectively, whose
obtaining they were formed, if certain conditiome enet. Other borrowing costs
are recognized as expenses in the period in whehdre incurred.

Revenues that are covered under IFRS for the M8Elanost identical as
with IFRS. Accordingly, in a similar way as for tHeRS definition of regulated
revenues, their recognition, measurement, claasiic, coverage of revenue
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arising from construction contracts and the indaosbf income in case of
delayed payment.

5. Conclusion

Small and medium-sized entities play a significeote in all economies.
They account for a significant contribution to ieasing income and creating
new jobs, encouraging innovation and developmemenf technologies and
have direct impact on the level of aggregate denamdl investment. Along
with the rise of the problem of large companieshia field of organization and
management, the importance of small and mediuntsérgities continuously
grew.

Taking into account the information needs of us#rnancial statements
of small and medium-sized entities, their basicratizristics, developed by an
international financial reporting standard for themtities. The main feature of
this standard is the simplicity which is achieveg beducing existing
international financial reporting standards appldthe company to a public
company. Getting less complex and comprehensivedatds for small and
medium-sized entities realized by switching off #iandards that are relevant
to their business, by simplifying the recognitiamdasaluation of balance sheet
and income statement, reducing the required dismosnd use of plain
language for writing standards.

For countries that have so far applied IFRS forealities, which includes
the Republic of Serbia, the adoption of IFRS foe MISE should facilitate
financial reporting by small and medium-sized ésit facilitate international
comparability and to ensure continuity in reporting
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NORMATIVNA OSNOVA FINANSIJSKOG IZVESTAVANJA
MALIH I SREDNJIH ENTITETA U REPUBLICI SRBIJI

Apstrakt: Mali 1 srednji entiteti predstavljaju posebnu grupu preduzecéa u
privredi jedne zemlje u smislu organizacije 1 ustrojstva finansijskog
izvestavanja, prvenstveno za  eksterne korisnike. Objavljivanjem
Medunarodnog standarda finansijskog izveStavanja za male i1 srednje entitete
priznato je da Medunarodni standardi finansijskog izvestavanja nisu
uskladeni sa moguénostima malih 1 srednjih entiteta, 1 da oni predstavljaju
osnovu drugog nivoa finansijskog izvestavanja. Osnovni zadatak i cilj MSFI
za MSE je pojednostavljivanje postojece racunovodstvene regulative za ovaj
segment entiteta. U njemu su prepoznate specificne potrebe finansijskog
izvestavanja malih 1 srednjih entiteta 1 specificni informacioni zahtevi ovog
dela privrede. Jednostavnost primene kroz jednostavnije opcije vrednovanja i
smanjena obelodanjivanja, smanjenje troSkova pripreme izvestaja, kao 1
stalnost, predstavljaju neke od prednosti novog standarda.

Kljuéne re¢i: medunarodni standardi finansijskog izvestavanja, medunarodni
standard finansijskog izveStavanja za male 1 srednje entitete, finansijski
izvestaji, mali 1 srednji entiteti, Republika Srbija



