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FOREWORD
It is our great pleasure to present the fourth volume of the Accounting and Management Journal.
The concept of the Journal is aimed at presenting the results of the research
works on various aspects and changes in accounting and management. The main goal
of the Journal is to become a valuable reference for all those interested in the fields of
accounting and management.
Each issue consists of four articles which have been peer-reviewed and approved
by two independent reviewers for publishing.
We would like to thank all the authors, reviewers, members of the Editorial Board
and other collaborators and especially our readers and users of the expertise presented in this Journal.
We continue to welcome article submissions in all the fields of accounting and
management.
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PROFESSIONAL SKEPTICISM OF AUDITORS AND
RISK OF FRAUDULENT FINANCIAL REPORTING
Silvija Pretnar Abičić, MSc;
certified auditor, Mega produkcija d.o.o., Zagreb, Republic of Croatia

ABSTRACT

Fraudulent financial reporting refers to the deliberate misstatements, omissions or significant disclosures in the financial statements in order to deceive users of
financial statements. The frequency of fraudulent financial reporting is increasing
and the auditor should perform an audit with an attitude of professional skepticism and a questioning mind, a critical assessment of the audit evidence and to
be alert, especially when considering and assessing fraud risk in order to provide
reasonable assurance that the financial statements are free from material misstatements caused by fraud. Skepticism depends on the individual characteristics of
the auditor, but skepticism will be also affected by the professional knowledge,
training and experience with the significant audit firm’s role in the creation and
implementation of policies and procedures that promote the importance of skepticism during the audit process. The auditor is not responsible for the prevention
and detection of fraud, but it is the responsibility of the management, which must
establish appropriate fraud risk management program. The auditor is expected
that with an attitude of professional skepticism implements procedures to identify and estimate the risk of fraud, performs appropriate procedures in response to
the assessed risk of fraud, particularly in the evaluation of the collected evidence,
and to communicate identified risks and express an opinion on the financial statements. Results of the research indicate, that the auditors, although recognizing the
importance of skepticism, do not demonstrate the appropriate level of skepticism
when assessing the risk of fraud. Therefore, there is need of continuous education
about fraud and emphasizing the importance of skepticism at the audit firm level.

Keywords: professional skepticism of auditors, risk assessment, audit, fraud,
fraudulent financial reporting
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1. INTRODUCTION
As a research problem is considered whether the auditor during the audit,
as required by professional standards, expresses attitude of professional skepticism, with an emphasis on determining the relationship, the role and impact
of skepticism on the review and assessment of the risk of fraudulent financial
reporting. So far, in the Republic of Croatia research has not been conducted,
while in the countries with most developed accounting and auditing profession more and more attention is paid to the stated problem, especially after
many global corporate scandals caused by fraud.
The research objectives are defined as follows: C1: To determine whether
the estimated risk of fraud in the audit planning phase affects the degree of auditor’s professional skepticism in subsequent phases of the audit. C2: To determine
whether the impact of professional skepticism on the assessment of the fraud risk
is in relation to the experience of the auditor. C3: To determine whether the length
of engagement with a client affects the auditor’s professional skepticism.
With regard to the research objectives the following hypotheses are defined: H1: Assesment of low fraud risk in the planning phase will impact on the decrease of auditor’s professional skepticism in subsequent phases of the audit. H2:
Auditor’s experience affects the professional skepticism and the ability to assess
the risk of fraud. H3: A longer period of conducting an audit at one client affects
reduction of auditor’s professional skepticism.
For research purposes a combination of several scientific – research methods was used: induction and deduction method, the method of analysis and
synthesis, the historical method, description method, method of compilation, deductive – logical methods, empirical – inductive method and statistical method. As a data source were used foreign and domestic literature and
books, scientific and professional journals published in electronic databases, a
variety of publications, laws and standards relating to the subject of research.

2. DEFINITION OF ACCOUNTING FRAUD
The concept of fraud is complex and there is no single definition. Generally, fraud includes a wide range of irregularities and illegal acts that could
broadly be defined as deliberate deception or misrepresentation that aims to
gain benefits in an unlawful manner. International Standard on Auditing (ISA)
240 – The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial
Statements defines fraud as„...an intentional act by one or more individuals
among management, those charged with governance, employees, or third parties, involving the use of deception to obtain an unjust or illegal advantage.“1
1
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Further, Association of Certified Fraud Examiners (ACFE) states that fraud is „intentional, deliberate, misstatement or omission of material facts, or accounting data which is misleading and, when considered with all the information
made available, would cause the reader to change or alter his on her judgment
or decision.“2
Usually, basic categories of fraud are:3 (1) financial statement fraud, (2) asset misappropriations and (3) corruption. ISA 240 defines scope of auditor’s
work and the auditor’s responsibilities relating to fraud in an audit of financial
statements, so the auditor will consider the possibility of occurence of only
two types of misstatements, which are fraudulent financial reporting and misappropriation of assets. This paper discusses the fraud focusing on fraudulent
financial reporting, which refers to the deliberate misstatements, omissions of
amounts or financial statements disclosures to deceive users of financial statements. Financial statement fraud may involve these schemes:4 (a) falsification
(including forgery), alteration or manipulation of financial records, supporting
documents or business transactions, (b) material intentional omissions or misrepresentations of events, transactions or other significant information from
which financial statements are prepared, (c) deliberate misapplication of accounting principles, policies, and procedures used to measure, recognize, report and disclose economic events and (d) intentional omissions of disclosures
or presentation of inadequate disclosures regarding accounting principles and
policies.
Criminologist Cressey developed the basic concept for fraud consideration, the so-called „Fraud Triangle“ and found three elements are present in
each fraud occurence, which are: pressure (motive), opportunity and rationalization (justification). Although the fraud perpetrators can be management or
employees, all perpetrators demonstrate features different from normal behavior or warning signs of fraud, the so-called. „Red Flags“. Each company is
exposed to fraud risk and the management responsibility is to establish a fraud
risk management program, periodically evaluate risk exposure, implement
preventive and detective controls to prevent and detect fraud, and to establish
corrective mechanisms and reporting process on the identified risks. The most
common victims of fraud are those companies that do not have implemented
internal controls, and the most common risk areas or financial statements ele2

Association of Certified Fraud Examiners, Cooking the Books: What Every Accountant Should Know about
Fraud, No. 92-5401, Self-Study Workbook, (Austin, TX: Author, 1995), page 12, according to Rezaee, Z., Riley, R.:
Financial Statement Fraud: Prevention and Detection, 2nd ed., John Wiley&Sons, Inc., Hoboken, New Jersey,
2010, page 5
3 ACFE, Report to the Nation on Occupational Fraud and Abuse, 2010 Global Fraud Study, page 10, available at:
http://www.acfe.com/uploadedFiles/ACFE_Website/content/documents/rtnn_2010.pdf, 5.1.2012
4 Rezaee, Z., Riley, R.: Financial Statement Fraud: Prevention and Detection, 2nd ed., op.cit., page 7
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ments subject to a considerable incorrect expression due to fraud are overstatement of revenues and assets, understatement of costs and liabilities and
inaccurate, inappropriate or omitted presentation.

3.	DEFINITION AND
CHARACTERISTICS OF PROFESSIONAL SKEPTICISM
The term skepticism derives from the Greek word skepticism and is defined generally as the propensity for doubt, suspicion, mistrust, distrust.5 Recent corporate scandals (eg. Enron, WorldCom, Parmalat), failure of auditors
during the auditing process and the global financial crisis affected the growing importance of expressing auditor’s skepticism with the aim of increasing
audit quality. ISA 200 – Overall Objective of the Independent Auditor, and the
Conduct of an Audit in Accordance with International Standards on Auditing requires that the auditor uses professional judgment and maintain professional
skepticism throughout the planning and performing the audit due to circumstances which could cause the financial statements to be material mistated
and defines professional skepticism as„...an attitude that includes a questioning mind, being alert to conditions which may indicate possible misstatement
due to error or fraud, and a critical assessment of audit evidence.“6 Further, ISA
240 defines professional skepticism as „...an attitude that includes a questioning mind and critical assessment of audit evidence.“7
Accordingly, it is necessary to retain the attitude of professional skepticism even when there is previous experience on the honesty and integrity of
management, since the circumstances could change, so the auditor must collect convincing evidence in order to be still confident in that. The auditor must
continuously examine the reliability and whether obtained information and
evidence indicate existence of significant misstatement due to fraud.
Characteristics and factors of professional skepticism and influence of skepticism on the auditor’s behaviour can be shown with Hurtt model (picture 1.).

5

Klaić, B.: Rječnik stranih riječi, Nakladni zavod Matice Hrvatske, Zagreb, 1982, page 1238
Međunarodni revizijski standardi, Međunarodni standardi kontrole kvalitete, Međunarodne smjernice revizijske
prakse, prijevod s engleskog jezika, op.cit., MRevS 200, point 13.(l)
7 Ibid., MRevS 240, point A7
6
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Picture 1. Model of professional skepticism
Personal characteristics of sceptic
Behavioral characteristics of sceptic

Factor: assessment of evidence characteristics
Characteristics:
1. questioning mind
2. suspension of judgment and opinion until
sufficient evidence has been gathered
3. searching for knowledge, curiosity and
investigation

Factor: assessment of person that prepared
documents
Characteristics:
1. interpersonal understanding of motives, integrity
and behaviour of person that prepared documents

LEVEL OF
AUDITOR'S
PROFESSIONAL
SKEPTICISM

Behavior:
1. expanded information search (critical research
and gathering of informationvthat will be sufficient
and adequate for decision making)
2. increased contradiction detection (detection of
inequalities and inconsistencies between individual
statements and their actual behaviour)
3. increased alternative generation (different
explanation and different interpretations of
considered information)
4. increased scrutiny of interpersonal information
(consideration of characteristics and understanding
of individuals who prepare documentation)

Factor: ability to act based on collected evidence
and information
Characteristics:
1. self-confidence
2. self-determining (own assessment of appropriate
and sufficient evidence for expressing an opinion)

Source: Adjusted according Hurtt, K.R.: Development of an Instrument to Measure Professional Skepticism, University of Wisconsin-Madison, November 2001, page 18, available at:
https://docs.google.com/viewer?a=v&q=cache:gM9268YDrqMJ:home.business.utah.edu/
actdp/Acctg%25207000/Instrument.doc+&hl=en&gl=hr&pid=bl&srcid=ADGEESibRcvM
M040Zu6YyjzeR0fSRfk4SzT_apGCzIFoenEuorJJa3FZZQENq3ETT8vc2Z0Rx3vkqm6MaQt4BLQk1YH3lVuK4nCNJd8to-5sOLU3NH5alE99UPN1EkdZf3Z336aTRUU2&sig=AHIEtbQY1PRCciCTqBMzvXeTw1DsDt90Q, 19.12.2011

Also, apart from personal characteristics, auditor’s skepticism is influenced
by auditor’s knowledge, experience and training, as well as the audit firm by
establishing certain procedures, work methodology, quality control of work
and rules of conduct, but also with education that promotes the importance
of skepticism during the audit process.

4.	AUDITOR’S FRAUD RISK ASSESSMENT PROCEDURES
IN DETECTING FRAUDULENT FINANCIAL REPORTING
In general, risk represents the uncertainty of event occurence, which
could have detrimental effect on the achievement of objectives and is measured as a combination of the probability of an event and its consequences.
With an attitude of professional skepticism and due professional care, the
auditor has to assess inherent risk, control risk, audit and fraud risk and materiality. The fraud risk represents the probability fraud will occur or potential severity and consequences for the company when it comes to fraud.8
8

Fondacija za istraživanje Instituta internih revizora (IIA), Okvir profesionalnog djelovanja, Hrvatski institut internih
revizora, Zagreb, March 2007, page 102
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As already mentioned, ISA 240 provides guidance on the auditor’s responsibilities in respect of fraud in the audit of financial statements, when it is estimated that the risk of fraudulent financial reporting is increased. Fraud risk
assessment is carried out in three basic steps, namely: (1) in the planning phase
auditor carries out procedures to identify and estimate the fraud risk, (2) in the
phase of performing further audit procedures the auditor performes audit procedures in response to assessed fraud risk and considers the risk of fraud when
evaluating the evidence collected, and (3) in the reporting phase auditor communicates recognized risks and express opinion on the financial statements.
Picture 2. Overview of the auditor procedures when assessing fraud risk by individual phases of audit
1. Fraud risk assessment
Brainstorming exchange of ideas, better quality of ideas, emphasize the importance of skepticism
Obtaining information a) inquiries of management, employees and internal auditor about risk
assessment, risk management program, risk response, b) analytical procedures, c) observation and
verification
Assessment of fraud risk factors consideration of presence of risk factors as defined by fraud
triangle (opportunity, pressure and rationalization). Determination of the type of misrepresentation,
likelihood, significance and prevalence of the risk.

PLANNING
PHASE

Assessment of risk after testing controls implemented for reduction of possible risks
understanding of implemented controls, analysis of internal controls and efficiency of anti-fraud
programs.
Identifying high fraud risk areas

areas in which potential fraud exist

2. Auditor's reaction on assessed fraud risks review and modification of initially
assessed risk, changes in engagement team, change in nature, time and volume of audit procedures
3. Assessment of audit evidence assessment of evidence sufficiency and adequacy,
consideration if gathered evidence are consistent with auditor's understanding of client and if there
are risks that were not noticed before. In some circumstances auditor can cancel engagement.
4. Documentation

PHASE OF
PERFORMING
AUDIT
PROCEDURES

it is necessary to document performed procedures as part of auditor's

working file

5. Communication/reporting management or those charged with governance and
audit committee should be informed about suspicions or actual fraud and internal control
weaknesses. Express appropriate opinion about financial statements.

REPORTING
PHASE

Source: Adjusted according ASOSAI, Session 3.1. Overview of Fraud and Corruption Detection Process, page 3, available at: http://audit.bhutanaudit.gov.bt/contents/papers/asosaipakistan/Overview%20of%20Fraud%20and%20Corruption%20Detection%20Process.pdf,
14.3.2012
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5.	RESULTS OF RESEARCH ABOUT ROLE
OF AUDITOR’S PROFESSIONAL SKEPTICISM IN ASSESSMENT
OF RISK OF FRAUDULENT FINANCIAL REPORTING
5.1. BASIC INFORMATION ABOUT EMPIRICAL RESEARCH
The research was conducted in the Republic of Croatia during August 2012, using the method of a random sample of the target population
of subjects relating to active certified auditors. According to the Register
of the Croatian Audit Chamber, as of 1.8.2012 there were 544 active certified auditors. The survey was conducted by distributing questionnaires via
e-mail to 235 active certified auditors, and since Snowball method has been
used, answers from unauthorized auditors were also collected. 77 questionnaires were collected (distribution according to different criteria was provided:
age, sex, years of working experience, positions in the auditing company, experience with fraud, etc.) and the rate of return was 33%. The rate of return is
satisfactory, the results of research were formed based on significant data and
research requirements were met.
Survey questions are defined as follows: (1) open type questions - respondents can formulate a response alone, (2) closed type questions - the possibility
to choose one or more predefined responses and (3) closed type questions expressing agreement with the default assertions using a Likert scale.
Data entry and processing of collected data was performed using statistical program SPSS 19.0. The methods of descriptive statistics of each variable were used and testing of differences between subsamples is performed.
Closed type questions were analyzed using frequency analysis, measures of
central tendency and dispersion measures. The hypothesis of categorical variables were tested using chi-square test of independence of characteristics in
the contingency table, that checked the statistical significance of differences
in the frequency of specific responses to a particular question, while differences between subsamples on continuous variables were tested using t-test.
The selected level of statistical significance was 5%.

5.2. PRESENTATION OF EMPIRICAL RESEARCH RESULTS
Research was conducted among auditors on a sample of 77 participants
of which 53% were women and 47% men. The average age of the respondents
was 35.4 years with an average deviation of 9.30 years, i.e. 26% and the average
number of years of experience in audit practice was 9.5 years with an average
deviation of 6.46 years, i.e. 68 %. According to the current position in the audit
company, most respondents are at the position of manager (53%), 22% at the
7
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position of partners, while an equal number of respondents are at the position
of senior manager (13%) and assistants (12%). 86% of respondents passed an
exam for certified auditors, i.e. 14% did not. 60% of respondents had experiences with financial statements fraud, while 40% did not, i.e. each respondent
met with fraud during work experience on average 1.40 times, of which 54%
auditor met with fraud 1-5 times, 35 % between 5-10 times and more than 10
times 11% of auditors.
The auditors are aware of the importance and the role of skepticism when
conducting the audit procedures and while considering the risk of fraudulent
financial reporting (99% of respondents) and believe that skepticism has a significant impact on the professional judgments of the auditor (88% of respondents) depending on the individual characteristics of auditors (72% of respondents), primarily on self-confidence (97% of respondents), questioning mind
(96% of respondents) and suspension of judgment (93% of respondents). On
the other hand, auditors find that during the audit they do not express a sufficient level of skepticism to assess the risk of fraud and to identify fraudulent
financial reporting (65% of respondents), and the cause of this behavior is the
lack of experience and knowledge necessary to recognize the significant indicators of fraud (64% of respondents).
The most common areas of fraudulent financial reporting relate to revenue 30.4%, inventories 17.9%, trade receivables 16.1%, then non-current assets with 14.3%, expenses and liabilities with 12.5%, 8.9% respectively, while as
the most common perpetrators of fraud 63% respondents state management,
followed by the owners with 23% and employees with 14%.
When assessing the risk of fraud, following procedures are most often
carried out: inquiries of management, internal audit and employees (73% of
respondents), checking the adequacy of the implemented internal controls
for preventing and detecting fraud (69% of respondents) and analytical procedures (62% of respondents).
The results of tested hypothesis are presented below.
The first hypothesis examines whether the estimated risk of fraud in the
audit planning phase affects the degree of auditor’s professional skepticism in
subsequent phases of the audit and is as follows: H1: Assesment of low fraud
risk in the planning phase will impact on the decrease of auditor’s professional skepticism in subsequent phases of the audit.
The hypothesis will be confirmed only if the average grade for more than 50%
of assertions is higher than the median. Median = 3.
This hypothesis was tested in a way that the participants are asked to rate
on the Likert scale from 1 to 5 (1-strongly disagree, 2-disagree, 3-neither agree
8
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nor disagree, 4-agree, 5-strongly agree) the extent to which they agree with
each assertion.
Furthermore, additional analysis is performed in a way that the total population of 77 respondents was divided in two groups, based on the assertion
they represented. Group 1 - 75% of respondents believe that the assessment
of obtained audit evidence affects the level of initially estimated fraud risk in
the planning phase, and group 2 - 25% of respondents believe that the initially
estimated fraud risk level in the planning phase does not change in the subsequent phases of the audit. These responses indicate that initially estimated
low level of fraud risk in the planning phase should not affect the skepticism
and auditor’s behaviour, and that the auditors will express an appropriate level
of skepticism during all audit phases, adjusting the size of the estimated risk
to new circumstances. To test whether there are statistically significant differences between the two groups the chi-square test was used.
Table 1.: The frequency of agreement, the average grade of agreement and the
results of the chi-square test for the impact of the assessed low level
fraud risk in the planning phase at the professional skepticism and
auditor’s behaviour in subsequent stages of the audit
Assertion
1. Conduction of simple auditing procedures
by applying a general audit program without
introducing elements of unpredictability in
the audit procedures or significant program
modifications.
2. Collection of less evidence and reduced
scope of documents collected from independent third sources.
3. Reliance on statements and accepting
management statements with reduced caution and less critical assessment.
4. Audit teams are often formed of less experienced auditors with occasional and not
detailed monitoring and review of working
papers by the responsible person.
5. No changes in methods of conducting
and the type of audit procedures, ie. conducting the same audit procedures as in
previous years.
6. Reliance on the tests of controls carried
out in previous years without testing of
controls in the current year.

3
(%)

4
(%)

chi5
Average
square
(%)

pvalue

1
(%)

2
(%)

5.2

14.3 23.4 45.5 11.7

3.44

2.303

.680

3.9

31.2 26.0 35.1

3.9

3.04

2.201

.699

3.9

32.5 22.1 32.5

9.1

3.10

1.789

.774

10.4 23.4 15.6 35.1 15.6

3.22

1.801

.772

3.9

28.6 24.7 28.6 14.3

3.21

4.277

.370

18.2 23.4 18.2 29.9 10.4

2.91

4.425

.352
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Assertion

1
(%)

2
(%)

3
(%)

4
(%)

chi5
Average
square
(%)

7. Level of trust in management responses
13.0 27.3 24.7 32.5 2.6
is high.
8. Inconsistency in the gathered evidence is
often explained as a result of errors, not as
7.8 27.3 26.0 31.2 7.8
a fraud.
9. Acceptance of company’s accounting policies and estimates made by management
7.8 32.5 16.9 32.5 10.4
without significant assessment of appropriateness of their implementation.
10. Acceptance of review into photocopied
documentation as a credible basis for re1.3 27.3 26.0 37.7 7.8
cording business transactions.

pvalue

2.84

1.631

.803

3.05

3.554

.470

3.05

3.201

.525

3.23

5.977

.201

Source: Pretnar Abičić, S.: Profesionalni skepticizam revizora i rizik prijevarnog financijskog
izvještavanja, magistarski rad, Ekonomski fakultet Zagreb, Zagreb, 2012

The average score of answers for eight out of ten assertion, ie. for 80% of
all assertions was above the median, so it can be concluded that the assessment of low level fraud risk in the planning phase impacts on decrease of auditor’s professional skepticism in subsequent stages of the audit.
Furthermore, the results of chi-square tests indicate that with 5% probability there are no statistically significant differences between the two groups,
ie. auditor’s professional skepticism is decreasing due to the impact of the low
level risk of fraud assessed in the planning stage on auditor’s behaviour in
subsequent stages of audit. This means that in practice the respondents from
group 1 are acting contrary to their beliefs, ie. skepticism and their actions
during the audit will be affected by initially estimated low risk in the planning
phase. The first hypothesis is in fully confirmed.
The second hypothesis examines whether the level of professional skepticism and fraud risk assessment depend on the auditor’s experience and is as
follows: H2: Auditor’s experience affects the professional skepticism and
the ability to assess the risk of fraud.
In order to determine the relationship between auditor’s experience, professional skepticism and fraud risk assessment, respondents are asked, based on
past experience, to assess on the Likert scale from 1 to 5 (1-no impact, 2-weak
impact,3-moderate impact, 4-strong impact, 5-very strong impact on the increase) the extent to which certain factors identified during the audit, and related to revenue recognition, affect the expression of auditor’s professional skepticism and also fraud risk should be assessed taking into account these factors.
When testing this hypothesis two assumptions were considered and two
areas were tested:
10
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a) previous experience with fraud, regardless of years of work experience in
audit practice, affects the higher increase in professional skepticism and the assessment of higher fraud risk level compared to the absence of previous experience
with fraud
Hypothesis H2a) will be confirmed if for individual assertions p <0.05.
The total sample of 77 respondent is divided into two groups, based on
previous experience with fraud. Group 1 - respondents with fraud experience
(60% of respondents), group 2 - respondents without fraud experience (40%
of respondents). The hypothesis is tested in a way to determine whether there
is statistically significant difference in frequency of answers between the two
respondent groups. Testing was conducted using chi-square test.
b) longer years of experience in audit practice affects the higher increase in
professional skepticism and the assessment of higher fraud risk levels comparing
to shorter working experience in audit practice
Hypothesis H2b) will be confirmed if for individual assertions p <0.05.
The total sample of 77 respondent is divided into two groups, based on
average number of years of work experience which is 9.5 years. Group 1 - respondents with work experience less than 9.5 years (52% of respondents),
group 2 - respondents with work experience more than 9.5 years (48% of respondents). The hypothesis is tested in a way to determine if there is statistically significant difference in average grade for assertions for which significant
difference in answers between the two groups of respondents was identified
(assertions 8, 11, 13 and 15). Testing was conducted using t-test.
Table 2.: Results of chi-square test and t-test for the intensity of influence of
factors related to revenue recognition observed during the audit
on expression of auditor’s professional skepticism attitude and assessment of fraud risk
Hypothesis H2a
Factors
1. Results of preliminary analytical procedures showed deviations of revenue in
relation to the expectations and the results
of the previous year.
2. Client’s management conducts aggressive accounting practice in recording business transactions.
3. Occurrence of occasional unusual transactions related to income.

Hypothesis H2b (t-test)
Arith.
Standard
df
p
mean dif- error of the
ference difference

chisquare

pvalue

t

2.936

.569

-.101

75

.920

-.01959

.19478

1.083

.897

-1.175

75

.244

-.27095

.23062

3.226

.358

-.133

75

.895

-.02432

.18344
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Hypothesis H2a
Factors

Hypothesis H2b (t-test)
Arith.
Standard
df
p
mean dif- error of the
ference difference

chisquare

pvalue

t

5.468

.141

.275

75

.784

.05270

.19144

4.116

.390

-1.072

75

.287

-.21824

.20365

5.101

.277

-.521

75

.604

-.13176

.25288

8.322

.080

.039

75

.969

.01014

.25900

8. Lack of mandatory vacations for the key
employees in the sales cycle.

2.953

.566

-2.002

75

.049

-.48919

.24436

9. Frequent changes of key personnel employed in sales department.

5.132

.274

-.574

75

.568

-.14257

.24827

10. Segregation of duties is not appropriate.

2.448

.654

-1.273

75

.207

-.23581

.18521

3.934

.415

-2.331

75

.022

-.51622

.22141

5.417

.144

-.749

75

.456

-.16689

.22277

.724

.696

-2.240

75

.028

-.39730

.17733

4.586

.205

-.726

75

.470

-.14527

.20002

.140

.987

-2.025

75

.046

-.38446

.18986

.029

.865

.227

75

.821

.02432

.10701

4. Rapidly revenue increase or unusual profitability compared to other companies in
the same industry.
5. Negative operating cash flows or inability
to generate cash flows from operations
with simultaneously disclousure of earnings
and earnings growth
6. Pressure on management or employees for
achievement of sales targets or profitability.
7. Management or employee bonuses depend on the achievement of operational
results

11. As a basis for recording business
transactions, auditors are presented with
photocopied documents or documents in
electronic form, although there should be
original documents.
12. Sale is made to customers with whom the
company usually does not have business cooperation (unknown buyers).
13. Certain weaknesses in the functioning
of the internal control relevant to the sales
cycle are noticed.
14. Unreconciled differences between the
company’s balance receivable records and
confirmation received from third parties.
15. Invoicing without sequence invoice
numbers.
Please rate the fraud risk taking into account all the above factors and responses

Source: Pretnar Abičić, S.: Profesionalni skepticizam revizora i rizik prijevarnog financijskog
izvještavanja, magistarski rad, Ekonomski fakultet Zagreb, Zagreb, 2012

The results of chi-square tests indicate that with a 5% probability there is
no statistically significant difference between the two groups od respondents,
ie. that previous experience with fraud, regardless of years of work experience
in audit practice, does not affect the higher increase in professional skepticism
12
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and higher fraud risk level estimation compared to the absence of previous experience with fraud, and therefore the hypothesis H2a) has not been confirmed.
The results of the t-test indicate that with a 5% probability there is a statistically significant difference for all four statements in favor of group 2, ie.
the observed factors will affect the higher increase of professional skepticism
among the respondents with longer years of work experience, and will not
have a significant impact on the level of assessed risk of fraud. In addition,
analysis of responses on individual assertion between the two groups is performed and was determined that for 13 of the 15 assertion respondents with
more years of experience evaluated the risk of fraud at a higher level. Although
the differences between the responses of individual groups are insignificant,
results suggest that longer years of work experience also influences the assessment of the fraud risk at a higher level, and the hypothesis H2b) is confirmed.
The third hypothesis tested whether the length of engagement with
a client affects the auditor’s professional skepticism and is as follows: H3: A
longer period of conducting an audit at one client affects reduction of
auditor’s professional skepticism.
The hypothesis will be confirmed only if the average grade for more than 50%
of assertions is higher than the median. Median = 3.
This hypothesis was tested in a way that the participants are asked to assess on the Likert scale from 1 to 5 (1-strongly disagree, 2-disagree, 3-neither
agree nor disagree, 4-agree, 5-strongly agree) the extent to which they agree
with each assertion.
Table 3.: Respondents’ opinions about relationship between the number of years of repeatedly audit work for the same client and auditor’s behavior
with the expression of professional skepticism attitude - the frequency
of agreement and average grade
1
(%)

2
(%)

3
(%)

4
(%)

1 Auditor’s professional skepticism is usually highest in
2.6
the first year of the audit due to unknown client.

1.3

6.5

35.1 54.5

2. Many years of audit performance develops trust and
relationship between the auditor and the client, and
therefore the auditor is to much relying on the informa3.9
tion gathered from the client and reduces critical assessment of management assertions and management
estimations of significant transactions.

7.7

35.1 44.2

Assertion

5
(%)

9.1

Average
grade
4.38

3.47
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Assertion
3. Years of performing audits of the same client jeopardizes the independence and objectivity of the auditor due to the frequent impact of management on
auditor’s decisions and behaviour.
4. If the frequency of disagreements with the management is low, the auditor’s experience with the client
is positive which affects the lower auditor’s alertness
when evaluating the collected evidence and acceptance of poor client explanations.
5. Emphasis of partner on a cost-effective audit performance affects the reduction of volume and quality of
audit procedures below the level that is necessary for
the conclusion of the audit program

1
(%)

2
(%)

4
(%)

5
(%)

Average
grade

9.1

26.0 24.7 33.8

6.5

3.03

7.8

13.0 37.7 39.0

2.6

3.16

6.5

19.5 22.0 32.5 19.5

3.39

3
(%)

Source: Pretnar Abičić, S.: Profesionalni skepticizam revizora i rizik prijevarnog financijskog
izvještavanja, magistarski rad, Ekonomski fakultet Zagreb, Zagreb, 2012

Average rating of respondents’ answers for each assertion is above the median, therefore it is concluded that the longer period of the audit performance
with one client impacts on the decrease of auditor’s professional skepticism.
Therefore, the third hypothesis is fully confirmed.

6. CONCLUSION
It is important that during the audit auditors express skepticism and caution when using professional judgment, especially when considering and assessing risk of fraudulent financial reporting. Results of research in the Republic of Croatia indicate that auditors have experience with fraudulent reporting
and believe that it is very important to perform the audit with an attitude of
skepticism, especially when considering the fraudulent financial reporting.
But, on the other hand they do not show a sufficient level of skepticism when
considering the fraud risk, because of the lack of experience and knowledge
to identify fraud risk factors or because the auditing standards do not provide sufficient guidelines related to the expression of an appropriate skepticism attitude. Also, the auditor’s behaviour and skepticism are influenced by
information on estimated low level risk in the planning phase and the number
of years of the audit work for the same client, which impact on decrease of
auditor’s skepticism. Previous experience with fraud does not impact, while a
longer auditor’s work experience in certain situations impacts the increase of
auditor’s skepticism and the ability to assess risk. The results point to certain
problems in the auditing profession and the deviation from the requirements
of professional standards, and the possibility that the auditor when expressing
14
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opinion on the financial statements does not provide users with confidence in
the quality and reliability of the information presented. Therefore, it is important to note that the audit companies could influence the increase of auditor’s
skepticism by conducting trainings, in order to gain more experience on how
to identify and better assess the risk of fraud, and by creating an environment
that will recognize and emphasize the importance of skepticism when assessing the risk of fraud and when performing audit procedures.
.........
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PROFESIONALNI SKEPTICIZAM REVIZORA I RIZIK PRIJEVARNOG
FINANCIJSKOG IZVJEŠTAVANJA
SAŽETAK RADA
Prijevarno financijsko izvještavanje odnosi se na namjerna pogrešna prikazivanja, značajne propuste ili objave u financijskim izvještajima sa ciljem obmane
korisnika izvještaja. Učestalost prijevarnog izvještavanja je sve veća, te revizor tijekom revizije mora iskazivati skepticizam, odnosno imati ispitivački um, kritički
pogled na revizijski dokaz i biti oprezan, a naročito kad razmatra i procjenjuje rizik
prijevare, kako bi mogao pružiti razumno uvjerenje da izvještaji ne sadrže značajne pogrešne prikaze nastale uslijed prijevare. Skepticizam ovisi o individualnim
karakteristikama revizora, ali na njega utječu i profesionalno znanje, edukacija i
iskustvo, uz važnu ulogu revizorskog društva u kreiranju i implementaciji politika
i procedura koje promiču važnost skepticizma u reviziji. Revizor nije odgovoran za
sprječavanje i otkrivanje prijevara, već je odgovornost na menadžmentu koji mora
uspostaviti program upravljanja rizicima prijevare. Od revizora se očekuje da sa
stavom skepticizma provede postupke prepoznavanja i procjene rizika prijevare,
reagira na procijenjeni rizik, a naročito prilikom ocjene prikupljenih dokaza te da
komunicira prepoznate rizike i izrazi mišljenje o financijskim izvještajima. Rezultati
istraživanja ukazuju da revizori, iako prepoznaju važnost skepticizma, ne iskazuju
odgovarajuće razine skepticizma kod procjene rizika prijevare. Stoga je potrebna
kontinuirana edukacija o prijevari i isticanje važnosti skepticizma na razini revizorskog društva.

Ključne riječi: profesionalni skepticizam revizora, procjena rizika, revizija,
prijevara, prijevarno financijsko izvještavanje
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DOES CUSTOMER SATISFACTION LEAD TO
CUSTOMER LOYALTY IN BANKING SECTOR?
Hana Šuster Erjavec, PhD;
Faculty of Commercial and Business Sciences, Celje, Slovenia

ABSTRACT

The relationship between customer satisfaction and customer loyalty has been
studied in different industries across various geographical settings. Nevertheless
the results of empirical studies in banking sector seem to be some hove controversial. Therefore the aim of our study was to research whether customer satisfaction
affects customer loyalty in banking sector. The survey was implemented between Slovene users of banking services. Data was analyzed with SPSS.20. The results
show that customer satisfaction leads to customer loyalty. Managerial implications
are introduced at the end of the article as well as limitations of the study stressed in
light of open questions for future research.

Key words: customer satisfaction, customer loyalty, demographic factors,
banking sector, Slovenia.

1. INTRODUCTION
Kotler and Armstrong (2012) emphasize that unfortunately the majority of
marketing literature and approaches is still focused on acquiring new customers rather than on maintaining relationships with existing ones. This is especially true in banking sector in Slovenia. Banks step up efforts to acquire new
customers rather than invest their concern in satisfaction of existing customers. The reason for such a behavior might lie in the fact that researches do not
unambiguously confirm the impact of customer satisfaction on customer loyalty in banking sector. Moreover, the banking sector is reflected in marketing
literature as a classic example of an industry where customer satisfaction and
loyalty are not significantly positively related.
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Therefore, the aim of this study was to research whether customer satisfaction affects customer loyalty in banking sector. Although there are many
studies that established empirical link between customer satisfaction and
customer loyalty (Bennett, R. & Rundle-Tiele, 2004) the link is not yet well researched in banking sector.
The methodological approach in this paper follows the established principles and trends in the field of marketing research. Based on definitions of individual concepts, we developed measurement scales. The literature review focused on existing studies of customer satisfaction, especially those who have
formed the world-famous customer satisfaction indexes. All latent variables
were measured through manifest variables. Manifest variables were created
to cover the most essential features of the different concepts. Data were analyzed with statistical program package SPSS.20. In addition, we have conducted analysis of Cronbach alpha to confirm the reliability of the latent variables
of customer satisfaction and customer loyalty. Further we have implemented Pearson’s coefficient of correlation and the regression analysis to analyze
whether customer satisfaction in banking sector affects customer loyalty.
Several studies have confirmed the positive link between customer satisfaction and customer loyalty in different industries (Eskildsen et al., 2004;
Ciavolino & Dahlgaard, 2007; Türkyılmaz & Özkan, 2007; Faullant et al., 2008,
str. 169); also service ones, but studies that would explore the problem in the
specific field of banking sector give controversial results.
Therefore our empirical study aims to answer the research question: “Does
customer satisfaction affect customer loyalty in the specific field of banking
sector”. The answer to the question would fill the existing gap in marketing
literature in the specific field of banking sector industry.

2. THEORETICAL BACKGROUND
Oliver (1997) defines customer satisfaction as emotional and cognitive
evaluation of the experience with the product or service. Customer satisfaction is an assessment that product or service, or the characteristics of products
or services achieve the level of performance that inspires a pleasant feeling.
The result of comparing expectations with the actual perception may be positive confirmation if actual perception exceeds the expectations, or negative
disconfirmation, if the perception is below expectations.
Martin O’Neill et al. (2008, p. 232) emphasize that it is necessary to measure customer satisfaction as cognitive and emotional aspects in order to better
understand how customers form their customer satisfaction.
Fornell et al. (1996, p. 10) operationalize customer satisfaction with three
manifest variables: customer satisfaction as a whole, as an estimation how ex18
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pectations were fulfilled, and as comparison with the ideal service or product.
They believe this choice is consistent with the orientation of American consumer
satisfaction index (ACSI). We find these operationalizations in many other studies of customer satisfaction (Johnson et al., 2001; Tϋrkyilmaz & Özkan, 2007).
According to literature review we have therefore operationalized Customer Satisfaction with three manifest variables:
• “All in all, I am pleased with this Bank.”
• “This Bank corresponds to the idea of ideal Bank.”
• “This Bank exceeds my expectations.”
Sirdeshmukh and Singh (2000) identified customer loyalty as a marketing
currency of the 21st century. Marketers wish to build relationships with their
customers, but they are aware of difficulties doing it. Customer loyalty is seen
as a deep commitment of customer to certain product that he or she buys
and intends to prefer it in the future, regardless of the marketing efforts of the
competitors (Oliver, 1997).
Customer loyalty is a long-term attitude and a long-term pattern of behavior that is stimulated by a variety of experiences, acquired by the customer
over time (Gee et al., 2008, p. 360).
Despite the diversity of definitions of customer loyalty, two major approaches have been developed over time: behavioral and emotional (Walsh et
al., 2008). Operationalizations may include: “Customer speaks positively about
the company” (Boulding et al., 1993); “Customer recommends company to others” (Parasuraman et al., 1988) or “Customer remains loyal to the company” (LaBarbera & Mazursky, 1983; Rust & Zahorik, 1993).
We have therefore operationalized Customer Loyalty according to literature review with three manifest variables:
• “I speak only positively about this Bank.”
• “I will recommend this Bank to my friends and family.”
• “If I were to choose the Bank again, I would have re-chosen this.”

3. RESEARCH
3.1. DESCRIPTION OF THE SAMPLE
Our sample consists of 643 individual customers, users of services in banking sector. 62.5% of them are women and 37.5% are men. The average age
of our respondent is 38.0 ± 11.44 years. Academic degree completed of our
respondents is elementary school or less (2.6%), secondary school (36.7%),
high school (21.5%), college (14.6%), university degree (11.2%), masters or
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more (3.1%). Given the status the majority is employed (64.2%), followed by
students (12.9%), self-employed (10.0%), unemployed (6.7%) and pensioners
(6.2%). The majority (47.9%) of respondents lives in a small town, a bit less in
rural areas (41.7%), others (10.4%) live in two largest Slovenian cities Ljubljana
and Maribor. Most households (33%) receive income between 1201 and 1800
EUR net, slightly less (27.4%) between 600 EUR and 1200 EUR net and further
(19.8 %) between 1801 EUR and 2400 EUR net per household. Most respondents (32.7%) live in households with four members, slightly less (29.4%) in
households with three members. The average number of household members
is 3.2 ± 1.2.

3.2. DESCRIPTION OF VARIABLLES
First we have calculated descriptive statistics of all measurable variables
separately and after we have calculated the average of all three measurable
variables for each latent variable. Therefore we have calculated the average of
all three measurable variables for customer satisfaction and the average of all
three measurable variables for customer loyalty. This new calculated variables
present the latent variables of customer satisfaction and customer loyalty.
Their descriptive statistics are shown in table 1.
Table 1: Descriptive Statistics of Latent Variables Customer Satisfaction and
Customer Loyalty
Customer Satisfaction
Customer Loyalty
Valid N (listwise)

N
155
154
152

Mean
3.69
4.06

Std. deviation
0.757
0.774

Note: Listwise deletion based on all variables in the procedure.
Source: Customer satisfaction survey, 2014

3.3. RELIABILITY OF MEASUREMENT
Reliability refers to the stability of measurement instrument. If the instrument is used by the same individual in two different occasions, the result
should be the same (Easterby-Smith et al., 2005). We have operationalized constructs of customer satisfaction and customer loyalty with three different variables each. Each of these variables measures a specific aspect of the construct.
Certain consistency must exist among those variables. We measured the consistency by coefficient α (Cronbach’s α), which is the average of the individual
coefficients that are calculated from half of the items. To evaluate the reliability
we will consider the criterion of Ferligoj et al. (1995).
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Table 2: Cronbach’s α reliability coefficient for the concepts
Latent Variable
Customer Satisfaction
Customer Loyalty

Cronbach’s Alpha
,914
,899

Source: Customer satisfaction survey, 2014

Both calculated Cronbach’s α coefficients are higher than 0.80 which is
considered a very high internal consistency. Both latent variables measured
with selected measurable variables point to good reliability of measurement
and we can therefore proceed with analysis.

3.4. RESULTS
First, we have calculated Pearson Correlation Coefficient between the concepts of Customer Satisfaction and Customer Loyalty.
Table 3: Pearson Correlation between Customer Satisfaction and Customer
Loyalty
Customer Satisfaction

Pearson Correlation
Sig.
N

Customer Loyalty
.875**
.000
643

Note: ** Correlation is significant at the 0.01 level.
Source: Customer satisfaction survey, 2014

Correlation between variables was preliminary measured using the Pearson Correlation Coefficient which proved to be statistically significant. Coefficient is very strong.
We have continued with Regression Analysis. The value of F-test regression model for the concept of customer loyalty in banking sector is statistically significant (Sig. = 0.000). The model explains 76.5% of the variance of the
concept of customer loyalty in banking sector and can be written using the
following regression equation:
Customer loyalty in banking sector = 1,025 + 0.896 × customer satisfaction
Customer satisfaction is an important variable in the prediction of customer loyalty in banking sector.
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Table 4:

Results of Regression Analysis

Model

R

1

,875a

R Square

Model Summary
Adjusted R
Std. Error of
Square
the Estimate

,765

,765

Coefficientsa
Unstandardized Coefficients

Model

B
1

1,11545

(Constant)
CUSTOMER
SATISFACTION

1,025

Std. Error
,135

,896

,020

Change Statistics
R Square
F Change
Change
,765
2087,912

Standardized
Coefficients
Beta
,875

t

Sig.

7,613

,000

45,694

,000

Source: Customer satisfaction survey, 2014

4. MANAGERIAL EMPLICATIONS AND FUTURE RESEARCH
The Regression Analysis offers a very good model as it explains as much as
76.5% of the variance of the concept of customer loyalty in banking sector with
only one concept, customer satisfaction. We can answer our research question:
customer satisfaction does significantly affect customer loyalty in the specific
field of banking sector. Managers in banking sector should try to achieve high
customer satisfaction of their existing customers since customer satisfaction
impacts customer loyalty. This answer definitely fills the gap in marketing literature in the specific field of banking sector industry.
The results show that customer satisfaction is an important variable in the
prediction of customer loyalty in banking sector but do not show what is the
strength of the relationship at different levels of customer satisfaction. We can
assume that low customer satisfaction does not automatically lead to customer loyalty. Rather the connection between customer satisfaction and customer
loyalty is established at higher levels.
Another interesting question that arises through our research is whether
demographic factors affect the link between customer satisfaction and customer loyalty. Differences might appear according to gender, age, economic
status and place of residence (urban / rural). Careful examination of demographic characteristics of customers and their impact on customer satisfaction-customer loyalty link should therefore be examined. But since the issue is
beyond the scope of this research it opens a new topic for the future.
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Since academics note that the relationship between customer satisfaction
and customer loyalty is unique and that customer loyalty in service industries
is affected by other factors, such as for example quality of services, image of
the service provider, perceived price or quality of staff, it would be useful in
future to include other factors in research and look for connections between
them in banking sector. This is beyond the scope of this paper and opens further paths of research in this area.
.........
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VODI LI ZADOVOLJSTVO KUPACA LOJALNOSTI KUPACA U
BANKARSKOM SEKTORU?
SAŽETAK RADA
Odnos između zadovoljstva i lojalnosti kupaca proučavan je u različitim industrijskim granama u raznim geografskim područjima. Ipak rezultati empirijskih
istraživanja u bankarskom sektoru pokazuju određene kontroverze.
Cilj je naše studije bilo istražiti utječe li zadovoljstvo kupaca na lojalnost kupaca u bankarskom sektoru. Istraživanje je provedeno među slovenskim korisnicima
bankarskih usluga. Rezultati su analizirani pomoću SPSS.20 alata.
Rezultati pokazuju da zadovoljstvo kupaca izravno utječe na lojalnost kupaca.
Menadžerske implikacije prikazane su na kraju članka kao i ograničenja studije u
svjetlu otvorenih pitanja koja mogu biti podloga za buduća istraživanja.

Ključne riječi: zadovoljstvo kupaca, lojalnost kupaca, istraživanje, bankarski
sektor, Slovenija.
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ABSTRACT

Intangible assets are in some cases identified with the accounting term of the
part of intangible property presented in financial statements.
However, the scope of intangible assets is much wider than the one entered
in business records and financial statements of companies. But even such an incomplete coverage of intangible assets provides the possibility of analyzing the
correlation of business results and the value of intangible assets. The scientific methods of statistical analysis have determined a strong connection between positive
business results of companies and the value of certain forms of intangible assets.

Keywords: intangible assets, business performance, linear regression, correlation, determination

1. INTRODUCTION
This paper deals with a special topic - research of correlation between the
value of intangible assets reported in the balance sheets of companies in Croatia and business results of these companies. Business results analyzed are first
of all reported earnings of these companies and their stochastic correlation
with the reported value of intangible assets.
This kind of research with such data has not been carried out in Croatia
so far, although there have been certain research on intangible assets or their
parts, especially in the field of intellectual capital.
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The aims of the research are: C1 - To determine the value of intangible assets
and the dynamics of property movement in the companies in Croatia and C2 – To
determine the influence and the power of influence of intangible assets on business results of the companies in Croatia.
The research was based on the examples of financial statements over five
years in a row from the companies classified as the biggest trading companies
in 2005 in the first year of selected data. The research was carried out on the
basis of the secondary data, i. e. the public data announced as official and submitted to the Financial Agency for statistics purposes in accordance with Art.
21 §1 of the Accounting Act.
According to the certain aims of the paper hypotheses have been suggested, which will be tested in this research: H1 – Intangible assets in the balance
sheets of trading companies in Croatia demonstrate dynamic growth, H2 – Intangible assets have a significant influence on business results of trading companies.
The research was conducted using a scientific methodology and a number
of scientific methods such as induction and deduction, the method of analysis
and synthesis, description method, empirical-experimental method, method
of statistical analysis of data, with a particular emphasis on the analysis of collected data by linear regression.
This being said, it was assumed that the dependent economic category is
a result of a business performance of trading companies, and the independent
variable are intangible assets.

2. DEFINITION AND CHARACTERISTICS OF INTANGIBLE ASSETS
Intangible assets have no generally accepted meaning in literature, in scientific analysis or in practical statements when it comes to reporting on the
value of these assets.
Intangible assets have no single definition in theory, and in practice this
type of property is not treated in the same way as well. This also applies to the
cases when intangible assets are observed in the given time, but also when
the understanding of this property is observed in the dynamics of relationship
development towards this form of property, as well as the development of human society.
Intangible assets are sometimes defined very broadly, and sometimes very
narrowly, embracing the whole spectrum of different forms of property or only
the most important parts of intangible assets.
The basic characteristic of intangible assets often contains criteria characterized by intangibility, invisibility and immensity.
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Thus, the definition of this property is based on the criteria of immateriality, durability and lack of marketable value, “Intangible (impalpable) assets
(germ. immaterielle Vermögenswerte) is part of the companies’ property (resources), that does not have a (physical) form and belongs to the group of
permanent resources (fixed assets). Impalpable assets usually do not have any
fixed realistic marketable value other property forms have…..”1
Intangible assets are also understood as “the property which is not material by its nature. The following three categories can be included in this group:
1. Intellectual property: patents, trademarks (name, logo), industrial design,
copyright...
2. Relations: among employees, relations with consumers and distributors...
3. Rights: licenses, franchises, certificates, employment contracts, distribution,
financial contracts...2
In this definition of intangible assets only this property, which is not material, is excluded rather imprecisely from the composition of intangible assets. It
is not clear whether the term of financial contracts includes financial property,
receivables and other forms. It only emphasizes the problem of the complexity
of definition of intangible assets.
In a similar way intangible assets are understood as: “…property which is
used in business performance of companies and which doesn’t have physical substance and is not current:”3
The definition of intangible assets according to the International Financial Reporting Standards is the closest to the subject of research. “Intangible
assets are no-monetary assets without physical characteristics, which can be
identified.”4 The most common forms of such intangible assets are found under the following titles: computer software, patents, licenses, copyright, films,
customer lists, mortgage rights, fishing licenses, import quotas, franchises,
relationship with customers and suppliers, customer loyalty, market share
and marketing rights, market knowledge, trademarks, (brands and publishing titles), design, model, process, plan, draft or formula. This property can be
viewed as property based on copyright or industrial property rights, but also
as property created by the work of employees, knowledge and ability of the
company as a single entity.

1

Ekopen. URL: http//www.ekopen.hr/ [June 20th 2009.]
Matijević, N. Infotrend. URL: http//www.infotrend.hr/[June 20th 2009]
3 Meigs & Meigs. (1999) Računovodstvo kao temelj odlučivanja (Hrvatsko izdanje). Zagreb: Mate p. 474.
4 Narodne novine (2009) Međunarodni standardi financijskog izvještavanja. Međunarodni računovodstveni standard 38 Nematerijalna imovina. Zagreb: Narodne novine d.d., (136)
2
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Another problem of understanding of intangible assets is the availability
of data for scientific research. The most valuable source of information are balance sheets of trading companies. However, we should bear in mind the limitations of this source since it does not cover all forms of intangible assets and
the analysis based on such information does not give a complete picture of the
meaning of intangible assets. In fact, balance sheets do not include intellectual
capital, intangible assets created in the society itself, such as trademarks, customer lists, etc., they include only purchased, recorded property with a defined
value.
With the development of science and technology which accelerates every
day, intangible assets gain increasing importance in balance sheets of trading
companies, and their value becomes more significant. Such tendency should
also be considered as a result of the developing forms of trading relations between companies, transfer of technology and copyright, licenses and concessions, as well as development of the accounting sphere and understanding of
the need to include this form of property and its meaning into the accounting
sphere for successful business performance.
Considering intangible assets of trading companies one could distinguish
two conditional forms of intangible assets. In the first place it is the property
recorded in the ledgers of the companies acquired by a single purchase or acquisition or merger of other legal entities, which owned some forms of intangible assets, which can be distinguished from goodwill, as well as the goodwill
itself, which is created in this process. The second part of the company’s intangible assets is the part of property, which is not recorded in the ledgers of the
company, and which in some cases can reach up to 80% of the market value of
the company5.
In this regard the term intellectual property and intellectual capital is being used more and more in theory and in practice. Since the components of
these terms are closely linked with each other, their consideration can not
be ignored. „Intellectual capital is understood as a relatively new, complex economic category, which represents all business factors, which have not been explicitly
expressed in traditional financial statements, but still provide additional value in the
organization and significantly influence the long-term profitability and competitiveness of business“.6

5
6

Matijević, N. op. cit.
Sundać, D. i Švast, N. (2009) Intelektualni kapital temeljni čimbenik konkurentnosti poduzeća. Zagreb: Ministarstvo gospodarstva, rada i poduzetništva, p. 35.
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On the other hand, intellectual property has a slightly different scope, such as

„the entire materialized, codified knowledge: patents, licenses, copyright, franchise, software programs, and all other materialized value human capital“.7
In other words, intellectual property is not included into the financial
statements of trading companies, whereas intellectual property includes recognizable knowledge and is usually put into financial statements if it can be
identified, if it has value, is purchased from others and increases the future
economic benefits of the society.
Today we can observe the emerging phenomenon of companies supporting each other in the growth and development of intellectual property
and competitive advantages, relying not only on their intellectual capital, but
also on the intellectual capital of other companies, organizations and institutions in specialized clusters, micro clusters or areas, where these subjects are
located. This form of intellectual capital is based on the external and collaborative nature, it builds one of the key elements of the network organization
and can be called social capital8, because it emerges in the atmosphere of the
neighborly environment. Social capital and the system of comparison with the
better (benchmarking system) is a management tool that identifies, compares
and uses resources and capacities of social capital.

3. PREVIOUS RESEARCH
In this paper the research will be focused on the part of intangible assets
recorded in the ledgers or balance sheets of companies since their data was
officially published. Another part of intangible assets that some companies
certainly have, such as brand, (trademark,) trade sign, knowledge, hence intellectual capital, but also social capital etc., is not included in this research if it was
created in the society itself. Some of these forms of intellectual capital (brand,
trade sign) can become intellectual property or intangible assets of the company that has acquired them by a single acquisition or by acquisition or merger
of other companies, and in this form it becomes the subject of interest of this
paper. Property acquired in this way is recorded in the ledgers of the acquisitor only if it can be recognized as such and if its value that can be determined.
The central topic of the research in this paper is analysis of the value of
intangible assets recorded in the balance sheets or officially published financial statements of the selected trading companies in the period from 2005 to
7
8

Sundać, D., Švast, N. op. cit. p. 43.
José María Viedma Marti. Social capital benchmarking system: Profiting from social capital when building
network organizations. Journal of intellectual capital Volume: 5 Issue: 3 2004. p. 426 – 442. Available at http://
www.emeraldinsight.com/search.htm?st1=social+capital&ct=jnl&fd1=all&bl2=and&st2=1469-1930&fd2=isn.
[June 12th 2011.]
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2009 and its correlation with business results of these companies, in this case
represented by the profit of this period.
Research on intangible assets can be found in the works of A. Pulić (VAIC™
– an accounting tool for IC management 2000.), B. Lev (Intangibles, Measurement, and Reporting 2001.), T. Gad (4-D Branding – Razbijanje korporacijskog
koda mrežne ekonomije 2001.), J.A. Cohen (Intangible Assets – Valuation and
Economic Benefit 2005.), D. Predovic (Vrednovanje marke 2007.), R. L. Parr, G.V.
Smith (Intellectual property – Valuation, Exploitation and Infringement damages
2009), on the methods of value determination of intangible assets in the works
of R.F. Reilly, R.P. Scheish (Valuing Intangible Assets 1998.) and other works on
the knowledge economy, D. Andriessen (Making Sense of intellectual capital
2004.) and many other works, that dealt with intangible assets in various ways.
In Croatia there are only a few works dedicated to intangible assets. In
this field well-known are the works of K. Jelčić (Priručnik za upravljanje intelektualnim kapitalom u tvrtkama), M. Kolaković (Intelektualni kapital poduzeća
i njegovo mjerenje), N. Knego, D. Hulenić (Poslovna izvrsnost i efikasnost intelektualnog kapitala), D. Kovačić (Intelektualni kapital – temelj konkurentske prednosti – Kako mjeriti vrijednost nematerijalne imovine), A. Pulić i D.Sundać (Intelektualni kapital 1998.), D. Sundać, N. Švast, (Intelektualni kapital
temeljni čimbenik konkurentnosti poduzeća 2009.). Except for N. Knego and D.
Hulenić a few authors deal with the analysis of real data and estimates of the
influence of intangible assets on the value or estimation of the effectiveness of
economic institutions.
On the other hand, we know about value estimations, which practically
use certain methods to create a successfulness list of companies, company
value and similar criteria. One of them is officially known to the public as a
method of determining the value of the company Interbrand, which publishes
a ranking list of the most valuable brands in the world9.
Croatia is also trying to establish a ranking using appropriate methods
and to announce the most famous brands. One of such initiatives is a project
called PGM Product Group Manager, which makes a ranking list of the strongest brands in Croatia.10
According to the published research (R.L. Parr, G.V. Smith 2009), in the last
30 years, in the period from 1975 to 2005, the percentage of intangible assets
in the market value S&P 500’s grew from 16,8 to 79,7%.
The meaning and value increase of intangible assets in the market value
S&P 500 is shown on Figure 1 below.
9
10

URL:http://www.interbrand.com/en/best-global-brands/2013/Best-Global-Brands-2013.aspx. [June, 28th 2014.]
URL:http://http://www.valicon.net/uploads/Obavjest_za_medije_2013_12_20.pdf [April, 28th 2014.]
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Figure 1. Tangible vs. intangible assets 11
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Source: Parr, R.L., Smith G.V.: Intellectual property, p.5.

4. SELECTED DATA FOR THE ANALYSIS
Investigation of possible influence of intangible assets on the successfulness of business performance was carried out on the example of officially
published financial statements of 200 biggest trading companies (business
subjects) in the period from 2005 to 2009. The data were obtained from FINE.
Out of these 200 trading companies (selected group) 78 were formed as
joint stock companies, 120 as limited liability companies, one limited partnership and one branch of a foreign entrepreneur, as shown in the Table 1 below.
Table 1. Organizational forms of the selected companies
Organizational form
Joint stock company
Limited liability company
Limited partnership
Branch of foreign entrepreneur
Total

Number
78
120
1
1
200

Source: Author’s analysis based on the data of financial statements by selected trading companies according to secondary data obtained from FINA, which the institution collects for statistical purposes

The value of intangible assets of this group of business subjects gives interesting information, as shown in Table 2. It is shown that the average value
of intangible assets in selected companies amounts to 31,9 Mio. kuna, whereas
the highest recorded value of intangible assets in some company amounts to
over three billion kuna. On the other hand, there are companies where intan11

Parr, R.L., Smith, G.V. (2009) Intellectual property (valuation, exploatation and infigement demages). New
Jersey: John Wiley & Sons, Inc. Haboken. p. 5.
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gible assets are being ignored. From all studied annual financial statements
(1.000 pieces) some form of intangible assets appears in 867. The most common form of intangible assets appears 741 times, the least common - 68 times.
The profit of the period appears 951 times, whereas the loss of the period appears 44 times. This means that in case of selected companies profit appears
regularly, while the loss appears in 4,4% of cases.
The standard deviation indicates a relatively high dispersion of data in the
group, which can also indicate very different activities and different dependence of certain activities on intangible assets.
Table 2. Number of data and the main statistical measures for the analysis of
financial indicators in the period from 2005 to 2009.
Financial indicator
Noncurrent assets
Intangible assets
Expenditure for development
Concessions, patents, licenses,
trademarks and service marks,
software and other rights
Goodwill
Advance payments for purchase
of intangible assets
Intangible assets under
construction
Other intangible assets
Tangible assets
Total assets
Profit of the period
Loss of the period

Standard
Number
Average value Minimum
Maximum
deviation
of data
994
672.243.282
130.015 21.894.237.832 2.012.704.848
867
31.904.125
46 3.092.855.306
165.695.783
97
12.697.816
400
182.747.475
30.191.966
741
21.317.673
42 3.092.855.306
155.420.292
68
68

37.363.407
31.539.915

2.750
7.306

417.501.662
702.653.963

96.085.316
122.936.176

102

9.110.678

4.941

203.273.667

29.365.241

249
20.152.923
149
934.138.259
103.181.067
989
380.666.534
85.577 14.637.815.977 1.032.745.505
995 1.089.059.637 31.685.370 27.122.231.483 2.547.129.682
951
61.646.588
80.742 2.420.651.857
182.365.815
44
47.644.218
34.517
259.391.794
67.114.906

Source: Author’s analysis based on the data of financial statements by selected trading companies according to secondary data obtained from FINA, which the institution collects for statistical purposes

Large enterprises, for example, are chosen because of business continuity, due to the better organization of accounting functions, based on routine
accounting policies. Large enterprises with better and deeper organizational
structures give more attention to the recording of intangible assets. Business
policy of these companies is not facing short-term goals. Indeed, due to their
size, constant activity and business continuity in this segment, it is difficult to
organize business operations on short-term principles.
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On-site explorative research also stated that intangible assets are significant in the property structure of certain large trading companies12, and business results of these companies are among the leaders, i.e. according to research exactly these entrepreneurs are listed among the top 10 of 500 most
successful13, so a logical question was put, what brings this result to these
subjects.
In order to come to realistic and objective results, as well as the possible
application of mathematical methods in the analysis of data, the period of five
years was chosen. This way 995 financial statements with numerous data were
analyzed, and when one takes into account the total analysis, this means the
analysis of more than 15.000 data, of which the independent variable (business result – profit) makes less than 951 data. In fact, the profit of trading companies was recorded in financial statements 951 times (95,6%), whereas the
loss was recorded only in 44 cases or in 4,4%.
The total value of intangible assets of the selected entrepreneurs increases constantly, (in 2006 8,8% compared to the previous year, in 2007 18,3%
compared to the previous year, in 2008 63,5%, and in 2009 only 13,0%), so that
in the given period it increased more than twice, i.e. 2,38 times. In the same period the group of intangible assets Concessions, patents, licenses, trademarks
and service marks, software and other rights increased 2,7 times. Goodwill
also increased in the given period, except for 2006, when a drop in the value
of goodwill was recorded, in the end goodwill increased 8,9 times. It is also
significant that in 2008 and 2009 cases of prepared intangible assets appear,
which were not recorded as a specific form in the last three years, which can
be attributed as a result of balance contents regulation. These data show that
hypothesis H1 was confirmed, i.e. that intangible assets in the balance sheets
of trading companies in Croatia are recorded to increase dynamically. Thus the
first aim of the research was achieved, i.e. the value of intangible assets and
the dynamics of property movement in trading companies in Croatia was confirmed based on financial statements of selected trading companies.

12

In 2009 T-Mobile Hrvatska d.o.o. has 580,3 Mio. intangible assets from the total long-term assets of 1.780,9 Mio.
At the same time HT d.d. has 425,2 Mio. intangible assets from 7.987,2 Mio. long-term assets , Vipnet has 272,9
Mio. intangible assets from 1.788,6 Mio. long-term assets etc.
13 Večernji list, FINA. Večernji list special issue May, 27th 2010. 500 najvećih i najuspješnijih. Zagreb
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All of 200 entrepreneurs mentioned are big ones according to the criteria
of the Accounting Act. According to the data of financial statements for the
year 2009, the company with the most employees is Zagrebački holding d.o.o.
12.108, followed by Konzum d.d. 12.053, and Hrvatska pošta d.d. 11.393, Hrvatske šume d.o.o. with 9.172 employees, whereas the entrepreneur with the least
employees is (4) ENI Croatia BV, a subsidiary in Croatia, whose activity is the
extraction of natural gas. In addition to the above mentioned entrepreneurs
with more than 10.000 employees, there are also 35 companies with over 1000
employees.
According to the data of financial statements, the number of employees in
the total example of companies is 164.509 on December, 31st 2009, while in all
the companies for which the data were collected that year (91.320 companies)
in the same period 889.396 people were employed. That year 436 entrepreneurs which are classified as big with a total number of 302.161 employees,
according to the data by FINA, have submitted financial statements for statistical purposes.
Table 3.

Total intangible assets of selected trading companies

Concessions,
patents,
Total
Expenditure
licenses,
Year
intangible
for
trademarks and
assets
development service marks,
software and
other rights
2005 3.521.635.618 235.761.659 1.919.544.169

Goodwill

109.629.607

Advance
payment for Prepared
the purchase intangible
of intangible
assets
assets
533.957.703

Other
intangible
assets
722.742.480

2006 3.830.613.172

292.497.352

2.036.068.307

96.743.184

729.742.516

675.561.813

2007 4.530.008.997

441.262.743

2.072.729.156

459.979.520

547.074.540

1.008.979.520

2008 7.407.078.713

130.149.999

4.516.822.608

894.417.773

116.958.991 469.194.583 1.279.534.759

2009 8.371.539.810

132.016.396

5.251.231.104

979.941.594

216.980.436 460.094.601 1.331.275.679

Total 27.660.876.310 1.231.688.149 15.796.395.344 2.540.711.678 2.144.714.186 929.289.184 5.018.094.251
part
100
4,45
57,11
9,18
7,75
3,37
18,14

Source: Author’s analysis based on the data of financial statements by selected trading companies according to secondary data obtained from FINA, which the institution collects for statistical purposes

It turned out that in the structure of intangible assets a varied group concessions, patents and other rights has the highest percentage i. e. over 57%,
whereas the percentage of goodwill is under 10% of intangible assets, and expenditure for development includes under 5% of the total value of intangible
assets. Looking at the total absolute increase in the value of certain forms of
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intangible assets, one can see that the group of intangible assets concessions,
patents, software and other rights also has the second fastest growth in the
given period (after goodwill).

5. R
 ESEARCH RESULTS - CORRELATION BETWEEN BUSINESS
RESULTS AND INTANGIBLE ASSETS
The research results first of all show growth dynamics of the value of intangible assets (Figure 2), and then a comparative growth overview of some
economic variables, recorded in financial statements of trading companies
(Figure 3.)
Figure 2. Analysis of growth dynamics of intangible assets in the period from
2005 to 2009.
Average value of financial parameters
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40000000.000
30000000.000
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10000000.000
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Source: Author’s analysis based on the data of financial statements by selected trading companies in the period from 2005 to 2009. – Data source FINA

Legend: 2 - Intangible assets – total, 3 - Expenditure for development, 4
- Concessions, patents, licenses, trademarks and service marks, software and
other right, 5 – Goodwill, 6 - Advance payment for the purchase of intangible
assets, 7 - Prepared intangible assets, 8 - Other intangible assets)
The figure shows almost adjusted growth of financial value of intangible
assets, goodwill, concessions, patents, licenses, service marks, software and
other rights from the scope of intangible assets, while the advance payment
for the purchase of intangible assets, as well as investments in intangible assets, are very unstable.
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Figure 3 shows growth analysis of basic economic values of trading companies.
Figure 3. Analysis of dynamics of property, profit and loss in the period from 2005 to
2009.
Average value of financial parameters
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Source: Author’s analysis based on the data of financial statements by selected trading companies in the period from 2005 to 2009. – Data source FINA

Legend: 1 – Long-term assets, 9 – Tangible assets, 10 – Total assets, 11 – Profit of
the period, 12 – Loss of the period (absolute number)
The figure clearly shows that intangible assets, long-term assets and total assets of trading companies have a definite growth in the given period. At
the same time the profit of the selected group of trading companies in the
same period records a growth of (2006.) 7,0%, (2007.) 14,8%, (2008.) 1,0%, and
(2009.) falling of 4,3%. In the given period the profit of the selected group of
trading companies grew 4,9% (2009/2005), and the percentage of growth in
2008 compared to 2005 was 22,4%.
Correlation between the total value of intangible assets and the profit of
trading companies in the given period (Figure 4).
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Figure 4. Results of linear regression of the period’s profit and intangible assets
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Source: Author’s analysis based on the data of financial statements by selected trading companies. – Data source FINA

Profit of the period and the value of total intangible assets have a correlation coefficient of 0,3058, also proven by factor r2 of 0,0935 as easy connection.
Since a good part of trading companies record intangible assets in the
amount which is less than one billion kuna, (most points concentrated in the
2,600,000,000
lower left
corner of the chart), it was necessary
to examine this part of the
r2= 0,3684; r = 0,6070; p = 0,0000
2,400,000,000
property and its correlation with profit earning, the results of the research are
shown 2,200,000,000
in Figure 5.
2,000,000,000
1,800,000,000
1,600,000,000
1,400,000,000
1,200,000,000
1,000,000,000
800,000,000
600,000,000
400,000,000
200,000,000
PROFIT OF
THE PERIOD

0

0

200,000,000

400,000,000

600,000,000
INTANGIBLE ASSETS

800,000,000

1,000,000,000

37

Journal of Accounting and Management

Figure 5. Results of linear regression of period’s profit and intangible assets with
a value under 1.000.000.000 kn
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Source: Author’s analysis based on the data of financial statements by selected trading companies. – Data source FINA

Such analysis of the results of linear regression demonstrated on the data
of trading companies having intangible assets with a value of less than one
billion kuna shows even stronger positive correlation between business results
and the value of intangible assets, which is particularly proven by the correlation coefficient r = 0,607, which can be considered to be a really positive
significant correlation, or determination coefficient r2 = 0,3684, which proves
there is a connection of a medium strength, meaning that the given independent variable (intangible assets) and dependent variable (profit of the period) together have 37% of common elements. Thus the second aim of the
research was achieved, i. e. the influence and power of influence of intangible
assets on business results of trading companies in Croatia were tested.
The results of linear regression can be summarized in the following conclusion: There is a statistically significant positive correlation between the
profit of the period and intangible assets (p<0,05). This confirmed the hypothesis H2 that intangible assets have a significant influence on business
results of trading companies.
It can be concluded that the profit of the period is significantly statistically associated with intangible assets.
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6. CONCLUSION
Financial statements of trading companies display intangible assets which
fulfill the criteria for expression (one can reliably determine their value, they
bring future economic benefits to the society), while certain part of intangible
assets is not recorded in financial statements.
With the analysis of the data on the value of long-term intangible assets recorded in financial statements of the 200 biggest trading companies in Croatia
in the period from 2005 to 2009 and their business results, with linear regression analysis, correlation coefficient and determination coefficient, as well as
the analysis of the trend, intended aims of the paper C1 and C2 were attained.
The results of the analysis confirm the initial hypothesis. Confirmed was H1
that intangible assets become more and more significant in the balance structure
of trading companies in Croatia. Initial hypothesis H2 was also confirmed – intangible assets have a significant influence on business results of trading companies.
The conclusion about the correlation of these economic categories is being made based on correlation coefficient of 0,607 for trading companies with
the value of intangible assets under one billion kuna. Determination coefficient in this case was recorded at 0,3684, and the value of p is 0,0000, which
gives us the right to conclude that there is a significant connection between
the tested values.
On the basis of these relations one can make a general conclusion that
there is a significant correlation between the elements of intangible assets and
business results of trading companies.
……
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ANALIZA MEĐUOVISNOSTI NEMATERIJALNE IMOVINE I
USPJEŠNOSTI POSLOVANJA TRGOVAČKIH DRUŠTAVA
SAŽETAK RADA
Nematerijalna se imovina u nekim slučajevima identificira s knjigovodstvenim
pojmom onog dijela nedodirljive imovine koja se iskazuje u financijskim. Međutim,
nematerijalna imovina ima veći opseg od onoga koji se iskazuje u poslovnim knjigama odnosno financijskim izvješćima trgovačkih društava.
No i takav nepotpun obuhvat nematerijalne imovine daje mogućnost analize
međuovisnosti poslovnih rezultata i vrijednosti te nematerijalne imovine.
Metodama statističke analize utvrđena je laka do stvarno značajna povezanost pozitivnih poslovnih rezultata trgovačkih društava i vrijednosti pojedinih oblika nematerijalne imovine.

Ključne riječi: nematerijalna

imovina, uspješnost poslovanja, linearna regresija, korelacija, determinacija
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ABSTRACT

The application of the corresponding accounting policies, especially the selection of the allowed alternative procedures in accordance with the Croatian Financial
Reporting Standards may have a significant effect on valuation of assets, liabilities
and capital and consequently on the financial position of small and middle-sized
companies. The results of the research have shown that the accounting policy on
amortization and revaluation of long term tangible assets may have a considerable
effect on the financial position of small and medium-sized enterprises. However,
the policies regarding long term intangible assets, reserves and deferred items are
also of great importance. The effect of accounting policies on the financial position of enterprises becomes more important in the case when the items of assets,
liabilities, income or expenditure which the particular accounting policy refers to
become important, especially in the conditions when it is possible to consciously
affect the value of balance sheet positions - by choosing an alternative procedure.

Key words: financial position of enterprises, accounting policies, CFRS, financial reports, small enterprises, middle sized enterprises.

1. INTRODUCTION
The selection and application of the appropriate accounting policies, particularly the alternative methods in accordance with the Croatian Financial Reporting Standards (CFRS), can have a significant effect on the valuation of assets, liabilities and capital, and thus on the financial position of the enterprise,
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which is based on the data from the financial statements, particularly from the
balance sheet. To confirm this view, a research was conducted on the presence
of certain accounting policies in small and medium-sized enterprises, based
on the data from the annual financial statements on the sample of 180 SMEs
starting with the period of the beginning of the application of CFRS in Croatia.
The research used statistical correlation methods. It starts from the basic premise that the financial position of the enterprise is most significantly affected by
those accounting policies that allow the use of alternative methods and are related to the evaluation of significant items in the balance sheet. Consequently,
based on the connection between the balance sheet and profit and loss account, the effect of these policies is evident on the business performance of
enterprises.

2.	PRESENCE OF ACCOUNTING POLICIES IN SMALL AND
MEDIUM-SIZED ENTERPRISES
The results of researching publicly disclosed financial statements for the
year of 2010 on a random sample of 180 enterprises showed that most commonly present domains of application of accounting policies for income, expenses, long term tangible and intangible assets and inventories. The differences are noticed in the share of enterprises that disclosed the equally ranked
policy. For example, in the observed sample the highest ranked policy on revenue was disclosed by 95.56% of medium-sized and 90% of small enterprises. The research results are expressed through the ranks of meaning and are
shown in the table.
Table 1 .: Rank of presence of accounting policies for small and medium-sized
enterprises according to their publication in the Register of Annual
Financial Statements
No.
1
2
3
4
5
6
7
8
9
10
11
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Medium-sized
enterprises
Long term intangible assets
Rank - 2
94.444%
Long term tangible assets
Rank - 2
94.444%
Investments into real estate
Rank - 9
83.333%
Financial assets
Rank - 5
87.778%
Inventories
Rank - 3
93.333%
Biological assets
Rank - 13
23.333%
Investments in subsidiaries and associates Rank - 11
48.889%
Impairment of assets
Rank - 10
75.556%
Transactions in foreign currency
Rank - 8
84.444%
Reservations
Rank - 6
86.667%
Employee’s income
Rank - 10
75.556%
ACCOUNTING POLICY

Small
Enterprises
Rank - 4
82.222%
Rank - 3
85.556%
Rank - 11 48.889%
Rank - 5
78.889%
Rank - 3
85.556%
Rank - 16
2.222%
Rank - 15 14.444%
Rank - 12 47.778%
Rank - 13 45.556%
Rank - 6
75.556%
Rank - 14 35.556%
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No.
12
13
14
15
16
17
18
19
20
21
22

ACCOUNTING POLICY
Income
Expenses
Leases
Receivables
Liabilities
Accruals
Profit tax
Equity (and reserves)
Adoption of new standards and
amendments to standards
Events after Balance Sheet Date
Discontinued operations

Medium-sized
enterprises
Rank - 1
95.556%
Rank - 4
92.222%
Rank - 7
85.556%
Rank - 5
87.778%
Rank - 8
84.444%
Rank - 9
83.333%
Rank - 8
84.444%
Rank - 6
86.667%

Small
Enterprises
Rank - 1
90.000%
Rank - 2
88.889%
Rank - 7
71.111%
Rank - 4
82.222%
Rank - 5
78.889%
Rank - 9
66.667%
Rank - 10 56.667%
Rank - 8
67.778%

Rank - 12

25.556%

Rank - 16

2.222%

Rank - 14
Rank - 15

17.778%
8.889%

Rank - 16
-

2.222%
0.000%

Source: Author, results of research

The results of the research show that in the sample there is almost an insignificant presence of disclosing extraordinary revenues and expenses within the accounting policies which apply to them. They were disclosed by only
3.57% of medium-sized and 4.65% of small enterprises. On the level of SMEs
the policy on long term tangible assets is highly ranked. It is present in 94.44%
of medium-sized and 85.56% of small enterprises, despite being the thirdranked accounting policy in small enterprises. The research has proved that
the reason for that are small enterprises included in the sample according to
the criterion of being the enterprises that have achieved the lowest positive
financial results (or loss) and have a very low share of long term tangible assets
in the balance sheet structure and expressed a strong correlation between the
disclosed accounting policies and balance sheet items.
After observing almost even results of the highest ranked accounting policies, the differences in the presence of certain policies among SMEs are beginning to show. Thus, for example, the rank 5 was assigned to the policy on transactions in foreign currencies in medium-sized enterprises with their relatively
high presence (84.44%), while the rank 10 was assigned to the same policy
in small enterprises, whereby it is evident that its application was disclosed
by 45.55% of small enterprises from the sample. The lowest ranked accounting policy refers to terminated business operations - it was disclosed by only
8.89% medium-sized enterprises, while it was not present in small enterprises
from the sample.
Based on the research on the presence of accounting policies in small
enterprises it can be concluded that the lowest-ranking policies comprise biological assets, the events after the balance sheet date and the adoption of
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new standards and amendments to the standards. Each of these policies was
disclosed by only 2.22% of small enterprises. The policy of investing into subsidiaries and associates is also scarce (14.44%). The cause of the poor presence
of the policy referring to the events after the date of the balance sheet should
be sought in the traditional approach to accounting by small business owners whose decisions are closer to the tax regulations rather than accounting
regulations. For example, the events after the balance sheet date in these enterprises are presented in the profit and loss account and not directly on the
account of increase or decrease of equity.
The comparison of the disclosed accounting policies of each enterprise
with the data from their balance sheet, income statement and the information
presented in the notes to the financial statements, leads to the conclusion that
enterprises mostly publish the policies they apply due to the nature of their
business. This particularly refers to small enterprises. Medium-sized enterprises have a significantly greater presence of the disclosed accounting policies.
The qualitative analysis of their content leads to the conclusion that they cover
almost all the areas of activity which the enterprise can perform with regard
to its formal legal form. Accordingly, they represent only an accounting framework in one part and not the actual implementation of all the disclosed policies. The presence of discrepancies between the proclaimed and the applied
accounting policies has been observed in one part.
The research has confirmed that the sample of small enterprises also
comprises those which have not disclosed their accounting policies or whose
policies have formally been declared but are not applied or are not applied
consistently. In such cases there is no possibility to compare the financial statements from the previous periods and the data presented in such statements
are regarded as unreliable for external users, regardless of whether they use
them to estimate the enterprise, its goodwill, for statistical purposes or scientific research.
Based on the qualitative analysis which includes the method of comparison of disclosed accounting policies and their actual application apparent
from the notes to the individual positions of the balance sheet and income
statement, it has been realized that the relation of businesses to the accounting policies led to the definition of three basic modalities resulting in:
a) lack of accounting policies in terms of organization of the complete set
of principles, rules and procedures to be applied in accounting transactions and in the preparation and presentation of financial statements,
b) disclosure of accounting policies and their consistent application, taking into account the changes determined by the CFRS, and
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c) disclosure of accounting policies from the formal point of view, while
applying significantly different procedures to achieve the objectives
defined by the management or the owner of the enterprise, usually
with the aim of maximizing profit.
In the case of medium-sized enterprises the process of adopting accounting policies is much more complex compared to small enterprises due to the
fact that it involves a larger number of experts in the fields of accounting and
management, in order to include accounting policies in the system of the overall business policy. Furthermore, a large number of them subject to the auditing procedure, which in a certain way establishes the quality standards in
the adoption and application of accounting policies in accordance with the requirements of the CFRS.Nevertheless, the research has shown some imperfections in these companies, which may affect the reliability of the information in
the financial statements. For example, in view of the policy on inventories, the
notes sometimes do not state the reasons for value adjustment of inventories,
which could provide the traceability of the consistency of applying this policy
through several periods. Similar is the policy on receivables, where a very small
number of enterprises have disclosed the criteria on performing value adjustment, partial or complete write-off of receivables. Accordingly, such a situation
leads to the dilemma whether this is a tax or accounting policy.
In view of the effect of accounting policies on the financial position of enterprises, the accounting policies that allow the use of alternative procedures
are especially important. Such policies comprise long term intangible (CFRS
5) and tangible assets (CFRS 6), investments into real estate (CFRS 7), financial
assets (CFRS 9) and deferred items (CFRS 14) which include the deferred taxes
that are, in some cases, recorded as a part of the policy on income tax. As for
small enterprises, the policy on deferred items mostly relates to prepaid expenses and accrued collection of income, as well as calculated expenses and
deferred income (89.06%), while only 10.94% of small enterprises included deferred taxes in this policy. The selection of the appropriate alternative procedure may affect the results of their operations.

3.	ASSESSMENT OF SIGNIFICANCE OF EFFECT OF ACCOUNTING
POLICIES ON FINANCIAL POSITION OF ENTERPRISE
Based on the presence of certain accounting policies, choices of alternative procedures and balance sheet items whose valuation they affect, the
research comprised the accounting policies related to long term tangible
and intangible assets, investment in real estate, inventories, receivables and
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accruals.1Using the weighting procedure, each accounting policy acqired a
corresponding importance in terms of its effect on the financial position, i.e.
valuation of an enterprise. In addition to the above stated basic criteria, the
degree of importance was determined by the parameters that are pre-set by
the requirements of individual CFRS which determine the implementation of a
certain accounting policy.
In the policy on long term intangible assets, the importance factor is determined on the basis of the share of these assets in the total value of long
term assets of each unit of the sample, the quality of the initial valuation of
the assets, the subsequent measu rements using the method of depreciation
expense , taking into consideration the estimates of useful lives, the applied
depreciation rates and the frequency and intensity of their changes and impairment losses of these assets, which has a direct effect on the value of these
assets in the balance sheet.
The accounting policy on long term tangible assets is divided into the policy on depreciation and the policy on revaluation. These policies are important
due to the fact that the alternative procedures are most common upon their
application, which has been proven in the previous research. These assets do
not include long term tangible assets which are classified as investments in real
estate. In the policy on depreciation the factor of importance is determined according to the initial evaluation, which defines the basis for depreciation, the
treatment of borrowing costs acceptable for capitalization, the estimates of
the useful life, the choice of depreciation method and its rate, the consistency
of their application i.e. the frequency and intensity of their changes, based on
the ratio of gross and net book value i.e. the amount of the value adjustment
and the value of these assets in use. In the policy on revaluation the factor
of importance is determined according to the subject of the revaluation, the
frequency of revaluation and increases or decreases in book value arising from
the revaluation. The importance factor of revaluation policy applies to all prior
periods (from the beginning of implementation of the policy), according to the
data presented in the notes.
In the policy on investments in real estate the factor of importance is assigned on the basis of subsequent evaluation in terms of choosing the cost
method or the fair value method, in correlation with the primary purpose of
this investment (preservation of the value or rent). The importance factor of
the policy on inventories is determined on the basis of the share of these as1

Based on the previously conducted research on presence of certain accounting policies in small and mediumsized enterprises, from the sample of 180 enterprises, 36 (20.00%) were eliminated due to incomplete financial
statements. Sixty-two enterprises (43.06%) were selected randomlyfrom the remaining sample, including
equally small and medium-sized enterprises. The number of units in the sample is considered statistically
significant.
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sets in the total value of the short term assets at each unit in the sample depending on their activities, the quality of recognition of purchase costs and the
subsequent evaluation according to the estimated net realizable value and its
effect on the cost of operations, presenting the fair value of inventories and the
effect on the recognition of deferred tax assets. In the policy on receivables the
importance factor is determined according to the quality of the subsequent
measurement of receivables as at the balance sheet date in terms of value adjustments and impairment losses with the existence of the objective evidence
of impairment or the targets for tax evasion. The factor of importance assigned
to the policy on accruals and deferred items is determined by the quality of the
implementation of accruals with preference of prepayment of expenses, which
points to the fair reporting, based on the quality of the implementation of deferred items with the special assessment of deferred income and qualitative
and quantitative relationship of accruals and deferred items for the current
and the prior period. The policy on deferred items includes deferred taxes that
are the subject of a special investigation.
The correlation analysis proves the connection between the individual accounting policies (independent variable) and the financial position of the enterprise (the dependent variable). From the viewpoint of the individual enterprise,
the importance of accounting policies is measured by the size of the weights
with an independent variable, and therefore, according to the assumption of the
model, the closer the sum of the weights is to 1, the greater is the importance of
these policies. The results of the research are shown in Table 2.

Enterprise

1
2
3
4
5
6
7
8
9

M1
M2
M3
M4
M5
M6
M7
M8
M9

Accounting policy
Long term tangible
Investments
Deferred
Long term
assets(CFRS 6) (0.40)
into real
Inventory Receivables
items
intangible
estate
(CFRS 10) (CFRS 11)
(CFRS 14)
assets (CFRS 5) depreciation revaluation
(CFRS
7)
policy
policy
0.150
0.200
0.200
0.150
0.100
0.100
0.100
0.000
0.040
0.000
0.000
0.001
0.001
0.010
0.100
0.180
0.000
0.100
0.035
0.010
0.000
0.000
0.040
0.000
0.000
0.085
0.050
0.000
0.050
0.200
0.200
0.000
0.085
0.010
0.030
0.120
0.200
0.000
0.000
0.000
0.050
0.030
0.075
0.200
0.000
0.000
0.095
0.060
0.000
0.000
0.060
0.000
0.000
0.035
0.020
0.000
0.075
0.125
0.000
0.000
0.020
0.065
0.030
0.050
0.180
0.180
0.000
0.000
0.030
0.030
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Total

No.

Table 2 .: Assessment of significance of influence of accounting policies on
financial position of enterprise

1.000
0.051
0.425
0.175
0.575
0.400
0.430
0.115
0.315
0.470

No.

Enterprise

Accounting policy
Long term tangible
Investments
Deferred
Long term
assets(CFRS 6) (0.40)
into real
Inventory Receivables
items
intangible
estate
(CFRS 10) (CFRS 11)
(CFRS 14)
assets (CFRS 5) depreciation revaluation
(CFRS 7)
policy
policy

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

M10
M11
M12
M13
M14
M15
M16
M17
M18
M19
M20
M21
M22
M23
M24
M25
M26
M27
M28
M29
M30
M31
S1
S2
S3
S4
S5
S6
S7
S8
S9
S10
S11
S12
S13
S14
S15
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0.150
0.140
0.130
0.075
0.100
0.095
0.100
0.090
0.000
0.130
0.020
0.080
0.000
0.100
0.075
0.000
0.075
0.000
0.000
0.000
0.000
0.100
0.050
0.075
0.000
0.060
0.120
0.130
0.000
0.120
0.150
0.000
0.100
0.075
0.150
0.130
0.000
0.150

0.200
0.190
0.180
0.190
0.150
0.190
0.180
0.190
0.160
0.150
0.120
0.150
0.190
0.200
0.120
0.000
0.010
0.000
0.150
0.200
0.075
0.200
0.090
0.100
0.125
0.150
0.180
0.200
0.150
0.200
0.180
0.200
0.200
0.200
0.200
0.190
0.180
0.200

0.200
0.190
0.000
0.000
0.000
0.190
0.000
0.000
0.000
0.000
0.000
0.100
0.000
0.200
0.000
0.000
0.000
0.000
0.150
0.000
0.000
0.000
0.000
0.095
0.150
0.000
0.000
0.000
0.000
0.200
0.000
0.200
0.000
0.200
0.200
0.200
0.000
0.000

0.150
0.000
0.000
0.100
0.120
0.120
0.000
0.000
0.100
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.000
0.150
0.000
0.000
0.120
0.000
0.150
0.000
0.000
0.150
0.000
0.100
0.000

0.100
0.080
0.050
0.030
0.000
0.100
0.090
0.000
0.000
0.000
0.000
0.000
0.070
0.090
0.080
0.000
0.060
0.020
0.040
0.000
0.000
0.000
0.030
0.050
0.100
0.055
0.000
0.085
0.090
0.035
0.100
0.100
0.035
0.080
0.100
0.090
0.060
0.090

0.100
0.050
0.030
0.045
0.040
0.080
0.030
0.020
0.090
0.020
0.020
0.050
0.030
0.050
0.030
0.040
0.010
0.010
0.010
0.000
0.000
0.090
0.030
0.000
0.080
0.010
0.100
0.040
0.090
0.050
0.090
0.100
0.090
0.080
0.040
0.040
0.080
0.060

0.100
0.000
0.060
0.030
0.050
0.000
0.020
0.040
0.050
0.010
0.000
0.010
0.080
0.060
0.000
0.000
0.010
0.000
0.000
0.000
0.000
0.040
0.000
0.095
0.050
0.030
0.100
0.080
0.080
0.050
0.050
0.070
0.080
0.070
0.095
0.050
0.040
0.070

Total
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1.000
0.650
0.450
0.470
0.460
0.775
0.420
0.340
0.400
0.310
0.160
0.390
0.370
0.700
0.305
0.040
0.165
0.030
0.350
0.200
0.075
0.430
0.200
0.415
0.505
0.305
0.650
0.535
0.410
0.775
0.570
0.820
0.505
0.705
0.935
0.700
0.460
0.570

47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62

S16
S17
S18
S19
S20
S21
S22
S23
S24
S25
S26
S27
S28
S29
S30
S31
r
R2
p

Accounting policy
Long term tangible
Investments
Deferred
Long term
assets(CFRS 6) (0.40)
into real
Inventory Receivables
items
intangible
estate
(CFRS 10) (CFRS 11)
(CFRS 14)
assets (CFRS 5) depreciation revaluation
(CFRS 7)
policy
policy
0.150
0.150
0.100
0.000
0.120
0.130
0.050
0.150
0.000
0.120
0.075
0.120
0.000
0.120
0.120
0.100
0.120
0.593300212
0.352005141
p<0.01

0.200
0.200
0.150
0.100
0.100
0.100
0.190
0.200
0.150
0.020
0.020
0.020
0.180
0.000
0.000
0.035
0.050
0.100
0.200
0.200
0.000
0.100
0.060
0.080
0.190
0.000
0.000
0.100
0.060
0.050
0.200
0.200
0.120
0.085
0.040
0.070
0.100
0.000
0.000
0.000
0.000
0.100
0.200
0.200
0.120
0.090
0.080
0.040
0.180
0.200
0.000
0.020
0.020
0.010
0.200
0.200
0.000
0.090
0.040
0.095
0.200
0.200
0.000
0.090
0.060
0.050
0.040
0.000
0.000
0.010
0.040
0.050
0.019
0.190
0.000
0.080
0.050
0.000
0.190
0.000
0.000
0.100
0.030
0.050
0.190
0.190
0.000
0.060
0.040
0.050
0.100
0.100
0.000
0.000
0.090
0.050
0.180
0.000
0.000
0.080
0.070
0.060
0.752530493 0.693955199 0.529487612 0.515516338 0.509948796 0.524872
0.566302142 0.481573819 0.280357131 0.265757095 0.260047775 0.275491
p<0.01
p<0.01
p<0.01
p<0.01
p<0.01
p<0.01

Source: Author. Research results
Note: M = Small enterprise; S = Medium-sized enterprise

3.1.	ANALYSIS OF RESULTS OF RESEARCH ON EFFECT OF
ACCOUNTING POLICIES ON FINANCIAL POSITION OF
ENTERPRISE
A statistically significant effect of the observed accounting policies on the
financial position of the enterprise (p <0.05) has been determined on the selected sample included in the research. From the viewpoint of the selected
sample, 35.20% of the variance of the financial position of the enterprise is
conditioned by the accounting policy on long term intangible assets. The explanation of this is in the structure of long term intangible assets and the related policy on depreciation. In addition to the fact that all enterprises in the
sample applied a straight-line method of depreciation and the annual rates
according to the corresponding tax regulations, in those where the structure
of long term intangible assets are mostly computer programs (software), often
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1.000
0.750
0.465
0.640
0.520
0.845
0.250
0.880
0.430
0.745
0.675
0.260
0.339
0.490
0.650
0.440
0.510
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used an accelerated depreciation rate, which means that the policy on depreciation is strongly influenced by tax regulations which determine their book
value, and not the period in which the benefits from such assets are expected.
From the viewpoint of the selected sample, 56.63% of the variance of the
financial position of an enterprise is conditioned by the accounting policy on
depreciation of long term tangible assets. Based on the analysis of the use of
policy on depreciation explained in the entrepreneurs’ notes presented in the
sample the following conclusions have been drawn:
a) The capitalisation of borrowing costs of long term tangible assets that
is in the process of construction according to the CFRS 6 and CFRS
16 was observed only in two companies while in other ones, whose
investments are financed from loans, borrowing costs are directly included in the expenses of the period, and thus affect the decrease of financial results during the period of investment. Accordingly, the value
of these “investments in progress” is undervalued in the balance sheet.
This freedom of choice in respect of borrowing costs in the period of investment until asset is ready for use, confirmed the non-compliance between
CFRS and IFRS, since the enterprises that apply IFRS are obliged to capitalize
these costs;
b) Despite the fact that CFRS 6 allows the use of linear, digressive and
functional method of depreciation, all enterprises apply the linear
method regardless of the group of assets, which negatively affects the
financial position. For example, the functional method would be more
appropriate for means of transportation or the regressive method
would be better to use for investing in used equipment due to the expected increase in maintenance costs in future periods, which affects
equal debiting of overall expenditures for individual periods.
c) Entrepreneurs determine depreciation rates according to their own estimates ranging up to the highest tax deductible rate. In a number of
small enterprises the notes show the change of depreciation rate for
the same group of assets compared to the previous period, indicating the intention of tax evasion. This is the proof that the estimates of
useful life and consequently depreciation rates affect the valuation of
assets and thus the financial position of the enterprise. Therefore in
the process of assessing these values it is necessary to compare these
values with market prices for the same or similar items.
The selected sample has proven that 48.16% of the variance of the enterprise’s financial position is conditioned by the accounting policy on revaluation of tangible assets. Revaluation is applied to land and buildings. The re52
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search has shown disregard for the requirements of the CFRS 6 (Section. 6.38)
on cancelling revaluation reserves on the account of retained earnings. It has
been determined that 8% of enterprises (M9; M46; S3; S15; S24; S26) record
the decrease of revaluation reserve on the profit and loss account and in the
case of the realized revaluation reserve directly recognize revenue. This substantially deteriorates the structure of liabilities as well as the reliability of financial statements. The policy on revaluation is significantly more common in
medium-sized enterprises.
The policy on investment in real estate is rather new. Its implementation
in small and medium-sized enterprises began the introduction of the CFRS.
Its significance to the financial position of the enterprise lies in the fact that
by choosing the method of fair value of real estate on the balance sheet date
shows the book value that is equal to fair value. In view of the selected sample,
28.03% of the variance of the financial position is conditioned by the accounting policy on investment in real estate. All investments are related to investments in buildings. The fair value method was chosen by 42.85% of mediumsized enterprises, while others apply the method of depreciation. Based on
the insight into the structure of income, which shows the lease income, the
correct choice of this method has been confirmed, due to the fact that in these
circumstances the depreciation expenses match with the lease income. The
depreciation method applied to investment in real estate is linear and the rates
are set by the tax regulation which results in the underestimated value of such
property items in the balance sheet. The research has proved that the policy on
investment in real estate affects the valuation of these assets and accordingly
its financial position.
The research results show that 26.57% of the variance of the financial position of the enterprise is conditioned by the accounting policy on inventories. Especially a high-quality policy on inventories is led by manufacturers,
medium-sized enterprises, where the notes show their structure, the use, the
effect on the cost of production and the cost of the period and the implementation of the policy on value adjustment. The research results on the basis of
the available data presented in the notes prove equal frequency of using the
FIFO method and the method of weighted average prices. Although the research demonstrated the presence of statistical significance, the importance
of this policy is lower in comparison to the above stated policies.
The selected sample has proven that 26.00% of the variance of the enterprise’s financial position is conditioned by the accounting policy on receivables. Similar to the application of the previous policy and its effect on the financial position of enterprises, the policy on receivables, despite the presence
of statistical significance, does not have such a strong effect on the financial
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position, compared to the policy on revaluation. The research leads to the conclusion that the policy on receivables is aimed at determining the policy on
income i.e. the definition of the tax base. Upon the analysis of the causes and
the criteria of value adjustment of short-term receivables from the available
sources it could not be concluded whether the requirements of CFRS 11 were
met. Those requirements determine that the impairment of receivables is used
if there is objective evidence about it. In this case the loss is measured as the
difference between the book value and the estimated future cash flows and is
recognized in the profit and loss account.
From the viewpoint of the selected sample, 27.55% of the variance of the
enterprise’s financial position is conditioned by the accounting policy on accruals and deferred items. Based on the research results of applying these heterogeneous accounting policies on the selected sample, the following can be
concluded:
a) Within the framework of recognized accruals, 77.78% refers to prepaid
expenses and represents a “quasi-asset” that should be neutralized in
the process of assessing the net book value of the enterprise because
it is a cost that will in the future affect the reduction of the financial
results, while in the current period it had a characteristic of the concentric balance sheet changes. The calculated income on the account
of accruals was recognized by 22.22% of the sample as an asset item
that will in the future be transformed into a receivable and then result
in a cash flow i.e. the receipt of cash or cash equivalents. This part of accruals and deferred items should be included in the ‘assets’ item when
estimating the value of the enterprise. However, if the notes are not
well prepared, the estimate may be incorrect.
b) In view of deferred items, in the sample data from the balance sheet, the
deferred income refers to 21.95% of accruals and deferred items and
is a part of the liabilities which, when determining the net book value
of the enterprise, should be neutralized from the liabilities, because in
the future periods this will directly affect the increase of income. Other
deferred items (78.05%) in the sample are related to accrued expenses
and represent a kind of obligation resulting in the recognition of expenses in the current period and directly affecting the financial result.
They directly affect the financial position of the enterprise.
c) Deferred taxes relate to deferred tax assets (40.32%) which were recognized on the basis of temporary differences and tax losses. A deferred
tax liability based on the revaluation reserve of long term tangible assets was recognized by 16.13% enterprises.
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This is to prove that the policy on accruals and deferred items has an effect
on the financial position of the enterprise by direct influence on the increase
(or decrease) in assets through accruals and through deferred tax assets and
the increase (or decrease) in liabilities through deferred items and deferred tax
liabilities.

3.2.	ASSESSMENT OF SIGNIFICANCE OF INFLUENCE OF
ACCOUNTING POLICIES BY ACCOUNTING EXPERTS
As a part of a comprehensive approach to the research on the effect of
accounting policies on the financial position of the enterprise, after analyzing
the results of the research conducted on secondary sources of data (financial
statements), the research also involved the primary sources of information by
interviewing accounting experts.2 The qualitative analysis of the results seen
in the synergy, provided the quality conclusions on the significance of the effect of certain accounting policies on the financial position of the enterprise,
which is based on the data from the financial statements.
Based on the results obtained from the survey, the respondents (experts)
determined the importance of the effect of accounting policies on long term
intangible and tangible assets, inventories, financial performance and finally
expressed their view. It should be noted that every expert evaluated the importance of the effect from the viewpoint of accounting policies applied in
the enterprise involved in the representative research sample through survey.
The results of this research were presented by the ranks of significance and are
shown in Table 3.

2

The selected approach to evaluation of knowledge of experts is known in the field of descriptive i.e. creative
models of decision making. It is well known that the expert systems, aimed at solving specific problems in
different areas of activity, use a special expertise and experience of experts, in order to solve various problems
(Brajdić, I .: Models of Decision-Making, University of Rijeka, Faculty of Hotel Management Opatija, Opatija,
1998, p. 291). To simulate experts in decision-making, expert systems, through their knowledge base, have to
incorporate the expertise of professionals who have a vast amount of knowledge, information and less-known
facts that they use (along with their own, through experience developed rules of rational reasoning) for
analyzing and solving problems in the particular area (Sikavica, P .: Business Decision Making, II. ed., Informator, Zagreb, 1999, p. 314). The stated facts were aimed at indicating the need to appreciate the knowledge of
experts in the field of accounting and thus within the research, directly involve chartered accountants who
acquired the title according to the program of the “Croatian Accountant”, so that the results of this research,
based on the opinions and estimates of experts in the field of Accounting, would be considered relevant.
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Table 3: Ranks of significance of effect of accounting policies in SMEs
EFFECT OF ACCOUNTING POLICY
valuation of long term intangible
assets

valuation of long term
tangible assets

inventory valuation

financial result
(profit / loss)
effect of application of different
accounting policies on financial
position of enterprise

in small
enterprises

in medium-sized
enterprises

TOTAL
in SMEs

Rank 1 – 2.94 %
Rank 2 – 70.59%
Rank 3 – 14.71%
Rank 4 – 11.76%

Rank 1 – 5.36%
Rank 2 – 73.21%
Rank 3 – 21.43%
Rank 4 – 0.00%

Rank 1 – 4.03%
Rank 2 – 71.77%
Rank 3 – 17.74%
Rank 4 - 6.45%

Rank 1 – 80.88%
Rank 2 – 14.71%
Rank 3 – 2.94%
Rank 4 - 1.47%
Rank 1 – 7.35%
Rank 2 – 27.94%
Rank 3 – 35.29%
Rank 4 – 29.41%
Rank 1 – 82.35%
Rank 2 – 16.48%
Rank 3 – 1.47%
Rank 4 - 0.00%
Rank 1 – 85.29%
Rank 2 – 10.29%
Rank 3 – 0.00%
Rank 4 – 4.41%

Rank 1 – 87.50%
Rank 2 – 12.50%
Rank 3 - 0.00%
Rank 4 - 0.00%
Rank 1 – 12.50%
Rank 2 – 51.79%
Rank 3 – 32.14%
Rank 4 – 3.57%
Rank 1 – 83.93%
Rank 2 – 16.07%
Rank 3 – 0.00%
Rank 4 – 0.00%
Rank 1 – 87.50%
Rank 2 – 7.14%
Rank 3 – 1.79%
Rank 4 - 0.00%

Rank 1 – 83.87%
Rank 2 – 13.71%
Rank 3 – 1.61%
Rank 4 – 0.81%
Rank 1 – 9.68%
Rank 2 - 38.71%
Rank 3 – 33.87%
Rank 4 – 17.74%
Rank 1 – 83.06%
Rank 2 – 16.13%
Rank 3 – 0.81%
Rank 4 - 0.00%
Rank 1 – 86.29%
Rank 2 – 8.87%
Rank 3 – 0.81%
Rank 4 – 2.42%

Source: Author, research results based on survey
Meaning of ranks: Significant = Rank 1; Low = Rank 2, Insignificant = Rank 3 and No effect = Rank 4

The highest ranked importance of the effect of accounting policies by accounting experts on the level of the entire sample that represents small and
medium-sized enterprises is the effect of accounting policies on valuation of
long term tangible assets and their effect on the financial performance of the
enterprise. Out of the total sample 83.87% of respondents believe that the effect of accounting policies on the evaluation of long term assets is significant,
and 83.06% consider that accounting policies can have a significant effect on
the financial result. Such a result can be explained as follows: in the enterprises
in whose balance sheets the property items make up the largest part of long
term tangible assets, particularly real estate, using the revaluation method can
directly increase the value of assets and capital (through revaluation reserves)
without additional investments and thus bring these properties to the level of
fair value. Furthermore, the use of the appropriate assessment method which
defines the annual depreciation rates for the straight-line method (which is
present in the whole sample), creates the possibility of the effect of depreciation expense on the “shaping” of the financial results, despite the fact that
frequent changes of depreciation rates should not be an instrument of adjustment of the financial results with the aim of tax evasion.
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The effect of accounting policies on inventories is not highly ranked. Only
9.68% of the sample believes that they have a significant effect on the valuation of inventories, while 38.71% think that their influence is weak. It is particularly significant that 29.41% of small business owners think that the effect does
not exist. 71.77% of respondents rated the effect of accounting policy on long
term intangible assets as weak.
The survey results did not absolutely confirm the results of the research
from the secondary sources of data related to the financial statements of the
selected sample. However, it depends on the interpretation of the obtained
results. The previous research has proved that long term intangible assets are
depreciated using the straight line method at the rates set by the tax legislation and assumes for this type of property a life span of only two years. The previous research demonstrated the importance of accounting policies on long
term intangible assets. Such an importance exists but in the way that the policy on depreciation underestimates its book and fair value in the balance sheet.
A different policy on depreciation would improve the financial position of the
enterprise, which represents the field in which should be acted in the future.
Therefore, such a survey result confirms the results of the previous research.
The effect of applying the appropriate accounting policies on the financial
position of the enterprise, based on financial statements, was considered significant by 86.29% of the sample. The above stated opinions are almost equally
present in small and medium-sized enterprises.

4. CONCLUSION
The application of the appropriate accounting policies, in particular the
choice of the allowed alternative procedures may have a significant effect on
the valuation of assets and liabilities as well as the financial result, resulting in
the increasing value of equity i.e. the yield on equity. Based on the results, the
research on the effect of significant accounting policies on the financial position of enterprises by means of the correlation method, has demonstrated a
statistically significant effect of certain observed accounting policies on the
financial position, including the assessment of their importance. The results of
the correlation analysis and the use of the empirical-inductive method have
proved that the accounting policy of depreciation of long term tangible assets
has the most important effect on the financial position of an enterprise, and
consequently on its financial results. However, other important policies are
also those related to the amortization and revaluation of long term tangible
assets. Last but not least, important are also the policies regarding long term
intangible assets, inventories and deferred items. It has been concluded that
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the more significant the assets, liabilities, revenues and expenses are, which
a certain accounting policy refers to, the more significant is the effect of accounting policies on the financial position of an enterprise. This is especially
the case when it is possible to affect the value of the specific balance sheet
positions by means of an alternative procedure.
.........
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UTJECAJ RAČUNOVODSTVENIH POLITIKA NA FINANCIJSKI
POLOŽAJ MALIH I SREDNJIH PODUZETNIKA
SAŽETAK RADA
Primjena odgovarajućih računovodstvenih politika, posebice izbor dopuštenih alternativnih postupaka prema Hrvatskim standardima financijskog izvještavanja (HSFI), može imati značajan utjecaj na vrednovanje imovine, obveza i kapitala,
a time i na financijski položaj malih i srednje velikih poduzetnika. Rezultati istraživanja ukazuju kako u malom i srednjem poduzetništvu značajni utjecaj na financijski položaj poduzetnika ima računovodstvena politika amortizacije i revalorizacije
dugotrajne materijalne imovine. Međutim, važnost je prisutna i kod politika u vezi
s dugotrajnom nematerijalnom imovinom, zalihama i politikom vremenskih razgraničenja. Utjecaj računovodstvenih politika na financijski položaj poduzetnika
značajniji je što je značajnija stavka imovine, obveza, prihoda ili rashoda na koju
se računovodstvena politika odnosi, posebice u uvjetima kada je moguće izborom
alternativnog postupka svjesno utjecati na vrijednost pojedinih bilančnih pozicija.

Ključne riječi:  financijski položaj poduzetnika, računovodstvene politike, HSFI,
financijski izvještaji, mali poduzetnici, srednje veliki poduzetnici
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