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Summary

»Objectives of General-Purpose Financial Reporting
»Review of Financial Statements and Perception Survey through ROSC 

A&A
»Possible challenges
»Conclusions
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Specific Characteristics of EU general purpose financial reporting vs 
IFRS

» are to prepare financial 
statements

» are to publish their 
financial statements 

Limited Liability Companies 

»  to monitor the health of their 
business for the companies and 
the third parties who they may 
contract with

»  and provide  a true and fair 
view of their financial 
performance and financial 
position

» But the purpose of access to 
finance not mentioned

EU Accounting Directive IFRS Conceptual 
Framework

» is to provide financial 
information 

» useful to existing and 
potential investors, 
lenders and other 
creditors

»  in making decisions 
relating to providing 
resources to the entity
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ROSC Accounting and Auditing 

»ROSC A&A informs 
the modernizing of 
financial reporting :  
A key to the 
development a 
sustainable private 
sector
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The 3 Modules of the ROSC  
A&A 

» ROSC A&A is Clear lens for providing a 
snapshot of the essential aspects of A&A 

» ROSC A&A evaluates (A) the adequacy of 
FR requirements; (B) the capacity to 
implement standards and codes; and (C) 
the effectiveness of enforcement 
mechanisms

This Report on the Observance of Standards and codes contains a module 
on Accounting and Auditing on reporting practices and perceptions
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The banks are at the top of the hierarchy of perceived and observed 
quality of financial statements, and SMEs at the bottom

Banks

Listed 
Companies and 

Big

SOEs

SMEs

» Central Bank a stronger regulator, with a 
better sanction regime

» SMEs have less resources and are their FS 
are not well perceived by banks 

» SMEs financial statements are not very 
informative

» Some exception of SMEs as subsidiaries of 
foreign groups

Perception collected
Financial Reporting Quality 
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Pervasive issues found in the financial statements of SMEs

»Incomplete financial statements, missing key statements or all notes
»Boiler plate language in the areas of accounting policies 
»Few disclosures unless mandatory
»Some disaggregation, little narrative 
»Accounting for amortization of assets competing with tax laws
»Little information on related part transactions 
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Possible Challenges : Definition of SMEs with thresholds that are 
not consistent across regions and not always in line with EU 
candidate countries 

»Not all Weba countries are aligned with EU thresholds for SMEs :  
Albania, BiH, North Macedonia (with substantially lower thresholds)

»Other aligned with the EU thresholds (to the exception of the latest 
update 

»Micro regime exception of the EU directive not implemented
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Possible Challenges : Co-existence of several accounting 
frameworks ... Even if only one is mandatory

»In EU candidate countries, IFRS standards and the IFRS for SMEs 
accounting standard are generally coexisting with an accounting law 
that in the Weba jurisdictions implements partially  the accounting 
directive.
»IFRS for SMEs is generally an option, with IFRS mandatory 

» Not always understood to be different than full IFRS
» Perceived as IFRS with less disclosures

»Or IFRS sometimes can be an option taken over IFRS for SMEs
»Attempt to comply with the disclosure regime of the Accounting 

Directive although not always mandatory
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Possible Challenges : Competing incentives may impede the quality 
of financial reporting for SMEs

» Different objectives from different reporting requirements : tax vs access to 
finance vs financial stability (disclosing elements related to companies’ health)

» In some countries SME incentives are to produce reporting for tax – for example 
tax amortization of assets is competing with the accounting amortization 

» SMEs have the choice of competing standards: IFRS, IFRS for SMEs (often and 
option), elements and options of the accounting directive
» Disclosure regimes in the 2013 Accounting Directive
» IFRS for SMEs often referred as IFRS with less disclosures
» Use of accounting firms’ templates that are not customized

» Also issues about late translation or adoption or standards issued by the IASB
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Key takeaways

» In all countries reviewed the quality of financial reporting of SMEs needs 
improvement 
» Is that linked to lack of capacity of preparers?
» Is that a problem of clarity of the accounting frameworks?
» Should incentives for reporting under different objectives be better aligned?

»Better quality of financial statements found in SME subsidiaries of foreign 
groups
»Overall,  the quality of financial reporting of SMEs requires greater 

improvements
»Banks have little confidence in SMEs financials and ‘cash-flow lending is 

reserved to bigger clients. Collateral of owners still required for small 
companies.  
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