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Abstract. Accounting forms a significant part of information on any enterprise and plays the most important role in different levels of
enterprise’ management as well as in country’s. Accounting information is used by various information users, whose decisions may
influence various spheres: from performance of enterprises to proceeding the state policy. Its role increased recently under conditions of
modern global and competitive market economy, and will be increasing in the future. Importance of accounting information usage
highlights the need of appropriate formation of such information. And accounting regulation plays the main role in the process of formation
and presentation of accounting information as it determines requirements for accounting methodology, information performed in the single
set of financial statements or consolidated financial statements. The purpose of the research is to evaluate evolution of accounting
regulation for the period 1990 — 2017 and distinguish accounting regulation evolution phases and factors, which influenced development of
the phases. Six countries, which are members of the European Union — the Republic of Croatia, the Czech Republic, the Republic of
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Estonia, the Republic of Latvia, the Republic of Lithuania and the Slovak Republic - were chosen for the evaluation of accounting
evolution. For the research were used legislation analysis, systematisation, inductive and deductive, comparison and summary of
information methods. Research results show, that evolution of accounting regulation in analysed countries may be distinguished in four
general phases. The period of evolution started at the beginning of nineties (1990-1992) when the countries transformed from a central
planned economy to market economy, this phase was followed by other phases (1993-2001-2005), when laws on accounting and
additional legislation were issued. Accounting regulation evolution phase for alignment accounting legislation with Fourth and Seventh EU
Directives started from 2002/2006 and the phase of the compliance with requirements of Directive 2013/34/EU of the European Parliament
and of the Council of 26 June 2013, which started in all analysed countries in 2016, except Slovakia — in 2014, completes the accounting
regulation evolution period till present.

Keywords: accounting; development of accounting; accounting regulation; the Republic of Croatia; the Czech Republic; the Republic of
Estonia, the Republic of Latvia; the Republic of Lithuania; the Slovak Republic
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1. Introduction

Accounting forms a significant part of information on any enterprise and plays the most important role in different
levels of enterprise’ management as well as in country’s. Accounting information is used by various information
users, whose decisions may influence various spheres: from performance of enterprises to proceeding the state
policy. Its role increased recently under conditions of modern global and competitive market economy, and will
be increasing in the future (Strichko, 2013; Pasekova et al., 2018, Kunitsyna et al., 2018). Importance of
accounting information usage highlights the need of appropriate formation of such information. And accounting
regulation plays the main role in the process of formation and presentation of accounting information as it
determines requirements for accounting methodology, information performed in the single set of financial
statements or consolidated financial statements.

The purpose of the research is to evaluate evolution of accounting regulation for the period 1990 — 2017 and
distinguish accounting regulation evolution phases and factors, which influenced development of the phases. Six
countries, which are members of the European Union — the Republic of Croatia, the Czech Republic, the Republic
of Estonia, the Republic of Latvia, the Republic of Lithuania and the Slovak Republic — were chosen for the
evolution of accounting evolution. For the research all available countries, which joined European Union from
1the of May, 2004 and The Republic of Croatia, which became a member of EU at latest terms, were selected. For
the research were used legislation analysis, inductive and deductive, information’s systematisation, comparison
and summary methods.

2. Research methodology

The research methodology of evaluation of accounting regulation evolution is presented in the Figure 1.
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Fig. 1. Research methodology

As Figure 1 shows the research methodology consists of several stages. Research period includes 1990-2017
years. For the research object were chosen six countries: The Republic of Croatia, the Czech Republic, The
Republic of Estonia, the Republic of Latvia, the Republic of Lithuania, the Slovak Republic. The Republic of
Estonia, the Republic of Latvia, the Republic of Lithuania were chosen for the research as these countries have
quite similar economic, political and culture background, and started their development at the same conditions.
The same reasons were applied for the Czech Republic and the Slovak Republic. All mentioned countries are
members of the European Union from 1 May 2004. The Republic of Croatia joined the European Union on 1 July
2013 and was chosen for research purpose as indicator of hypothesis approvement. Under the research phases of
accounting regulation evolution by accounting spheres are distinguished, factors, which made impact for
development of phases, are analysed, hypothesis, that newly formed, independent European countries accounting
development depends on accession to the European Union was raised, and comparison and systematisation of
research results are presented.

3. Evolution of accounting regulation in Croatia

Since Croatia gained its independence in 1991 (October 8th), a reform of ownership and economy has started.
Reform processes required significant changes of legal and institutional framework in order to satisfy the
transition from social (state) to a private ownership, and for the purpose of development of democracy and free
market economy system. In that new business environment most social (state) business entities turned into join-
stock companies in a private ownership. Furthermore, many new small and medium-sized companies were
established in that period. Inherited institutional infrastructure couldn’t satisfy requirements for conducting a
business in that new business environment and it required significant changes and modifications. In whole
institutional infrastructure, significant part concern to the accounting regulation. New accounting regulation has to
be adjusted to a private ownership and financial markets.
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First phase of accounting regulations includes the period from gaining the independency till the end of 1992. In
that period accounting was regulated by the Law on Accounting (1991). Actually, this law was the last Law on
Accounting enacted and implemented in former Yugoslavia in 1989. Key characteristic of the accounting system
in that period was the singular system of financial reporting (Gulin et al., 2003). That means that financial
statements of all business entities have to be submitted to the state institution Social bookkeeping service (Sluzba
drustvenog knjigovodstva) which has the role of proprietary authorities and oversight. The evidence of business
transactions was based on double-entry bookkeeping and on prescribed chart of accounts. Such requirements
ensured unified financial statements, and the indicator of business success was profit which was determined as a
difference between total revenues and total expenses. Business entities submitted their financial statements into
court register. This phase of accounting regulations is marked with insufficient legislation in order to establish
guality accounting system, and the comprehensive framework for transition from social to market economy was
not developed.

Second phase of accounting regulations started in 1993 with the implementation of first Law on Accounting
(1992) that has been prepared and adopted in independent Croatia (see Table 1). This Law on Accounting didn’t
prescribed chart of accounts, and it permitted each business entity to develop its own chart of accounts in
accordance with its specific needs. The content (elements) of financial statements (only balance sheet and profit
and loss account) for all business entities (for entrepreneurs, banks and other financial institutions, insurance
companies) was prescribed and it was aligned with the Fourth (78/660/EEC) EU directive. The aim of financial
reporting was to present faithful and relevant information for all users of financial statements. Crucial change that
was implemented through this Law on Accounting includes the implementation of International Accounting
Standards for all (listed and non-listed) entities. Furthermore, this Law introduced the implementation of dual
system of financial reporting (Gulin et al., 2003). That means, business entities prepared one set of financial
statements for external users (such as shareholders, creditors), and the other set of financial statements for state
institutions (such as tax authorities). The obligation to prepare the consolidated financial statements was
prescribed by this Law on Accounting. Comparing the previous accounting system and procedures with this one it
can be seen significant switch in order to strengthen the quality of financial reporting and use of accounting
information for all users. Furthermore, by this Law has been established the Croatian Board for Accounting and
Accounting Standards. The purpose of this Board was to monitor, coordinate and explain the implementation of
International Accounting Standards. This phase of accounting regulations ended at the end of 2005. It is important
to highlight that during this phase the Company Law (1993) was enacted (and it is valid till today, but it was
amended 12 times). In Company Law was included the provisions on responsibility for conduction of financial
books, for preparation of financial statements and for decision making on profit use. The Law on registry of
annual financial statements (2003) prescribed the obligation for all business entities that have to pay profit tax to
submit their financial statements into Registry which is conducted by Financial agency.

Next phase of accounting regulations is developed in accordance with the integration processes of Croatia into the
European Union. This phase started with the implementation of second Law on Accounting (2005). The main
changes that were implemented by this Law include the new classification of business entities (small, medium and
large), new (longer) deadlines for keeping the financial books and bookkeeping documents, and the new set of
annual financial statements. Oversight authorities for business entities (entrepreneurs, banks, insurance companies
etc.) are authorized to prescribe the content and structure of financial statements for certain type of business
entity. The content and structure of financial statements for entrepreneurs are defined in Ordinance on the
structure and content of annual financial statements (2008). Since 1 January 2006, large companies and all listed
companies have to apply International Financial Reporting Standards (IFRS). All other companies (small and
medium) can apply International Financial Reporting Standards or they can apply new national accounting
standards which are called Croatian Financial Reporting Standards (CFRS). The Board for Financial Reporting
Standards was established by this Law on Accounting. This Board was accredited for development of CFRS.
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Also, with the implementation of this Law on Accounting the Croatian Board for Accounting and Accounting
Standards has ceased to exist. This accounting regulation was based on EU directives (Fourth and Seventh) and
on IFRS, and it was aligned with the accounting regulation of other developed EU countries at that time.

New step in this phase can be determined with the implementation of Croatian Financial Reporting Standards (1
January, 2008). Also, on 1 January 2008 started the application of new Law on Accounting (2007). The CFRS are
developed by the Board for Financial Reporting Standards and till today are developed 17 CFRS. The main
criticism of CFRS was the fact that they have to be in accordance with IFRS which are too complicated for small
and medium sized companies. In that Law on accounting were defined the groups of entrepreneurs, accounting
procedures, the obligation for preparation of annual financial statements and consolidated financial statements as
well as the obligation to prepare annual report for certain types of entrepreneurs. Furthermore, the obligation for
public announcement of annual financial statements and consolidated financial statements has been prescribed in
this Law on Accounting as well as the submission of statistical data to Financial agency.

Significant impact on changes in accounting regulation in Croatia has the Directive 2013/34/EU which main aim
was to simplify the accounting regulation for micro entities. In accordance with this new Directive and new
requirements, the accounting regulation in Croatia has been changed again, and the new Law on Accounting
(2015) is applying from January 1, 2016. In this Law on Accounting are defined new classification of
entrepreneurs (micro, small, medium and large) and groups of entrepreneurs, accounting organization, set of
financial statements for certain types of entrepreneurs, the obligation for preparation of consolidated financial
statements, preparation of annual report, public announcement and the responsibility for public announcement,
the Registry of financial statements which is carrying on by Financial Agency as well as the oversight over the
accounting affairs in entrepreneurs (Ministry of Finance).

Table 1. Main legal acts for regulation of accounting in Croatia, 1991-2017

Legislation Accounting regulation spheres
Reporting
5 cancel g é g B G ol @ 0 E) §
$ issue | effect . d titl EF E2| g85| 885| €3
date date ation type and title 3= 2c| 222 228 323
date 88| S| 5228 382g8| 8
<5 | <=2 g8l s=Eg| <¢
'U_') 172 o 172
5| 08.10. | 08.10. | 31.12. | Law on Accounting, 1991, Official Gazette, No. 53/91, X X X
S| 1991 1991 1992. | 33/92.
™
§ ?1%322 ' %gg ' 2%352 " | Law on Accounting, 1992, Official Gazette, No. 90/92. X X X X X
Q| 12.12. | 01.01. | 31.12. | Law on Accounting, 2005, Official Gazette, No. X X X X X
& | 2005. 2006. 2007. | 146/05.
x| 24.10. | 01.01. | 31.12. | Law on Accounting, 2007, Official Gazette, No. X X X X X
& | 2007. 2008. 2015. | 109/07, 54/13.
Ordinance on the structure and content of annual
% %gg ) ;%gg ' ?2%)115 | financial statements, 2008, Official Gazette, No. 38/08, X X
: ' " | 12/09, 130/10.
© | 17.07. | 01.01. Law on Accounting, 2015, Official Gazette, No. 78/15, X X X X X
& | 2015. 2016. 134/15, 120/16.
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Source: Composed by authors according to references presented in the Table

During the observed period (1990-2017) significant changes has occurred in the public sector accounting.
Intensive developing processes enclosed the transition from the application of cash basis to the application of
accrual basis of accounting in the public sector accounting. The aim of reform processes was to harmonize
regulatory framework in Croatia with international and European standards of financial and statistical reporting in
order to include Croatia into European financial and economic processes (Hladika, 2013). First years after Croatia
gained its independence the most important changes include the development of new institutional framework.
First phase includes the period from 1991 to 1993, and the regulatory framework was taken from former
Yugoslavia. In 1994, Croatia adopted its first Budget Law (1994). Accounting system in public sector according
to this Budget Law was based on cash basis of accounting, the application of double-entry bookkeeping and
unique chart of accounts for all public sector entities. Furthermore, by this Budget Law the state treasury was
introduced and the classification systems were harmonized significantly with international standards of state
financial statistics (GFS 1986). Next phase of development of public sector accounting started in 2002 when the
cash basis of accounting in public sector accounting has been abandon and the modified accrual basis of
accounting has been introduced. New Budget Law (2003) applied from June 1, 2003. This Budget Law regulated
planning, the preparation of budget, management of assets and debts, management of public debt, budgetary
relationships in public sector, accounting and financial reporting, and internal and budgetary oversight.
International system of financial classification (GFS 2001) has been implemented in budgetary system by this
Budget Law. Some changes were introduced in public sector accounting in following Budget Law (2008).
European system of financial classification (ESA 2010) has been introduced by this Budget Law. Accounting
organization, accounting principles and accounting methodology are defined in Ordinance for public sector
accounting and chart of accounts (2014). The structure and content of financial statements of public sector entities
are defined in Ordinance for financial reporting in public sector accounting (2015).

Till today, in Croatia are not developed national accounting standards for public sector entities but the suggestion
is to apply International Public Sector Accounting Standards (IPSAS). Current state of development of public
sector accounting indicates that in Croatia have to be undertaken many activities in order to introduce full accrual
basis of accounting in the future.

4. Evolution of accounting regulation in the Czech Republic

Before we start dealing with the analysis of accounting regulation in the Czech Republic, it is necessary to put the
development of the Czech Republic into historic context. The Czech Republic was a unified state together with
the Slovak Republic until the end of 1992 (Czechoslovakia). Czechoslovakia was formed in 1918 and it
underwent rather turbulent developments. After the Second World War, the communist party assumed power and
it cast us in a totalitarian regime for more than 40 years. The economic system was corresponding: the
Czechoslovak Socialist Republic (the official name back then) applied a central planned economy, which affected
the relevant accounting regulation and the rules applied. Financial statements — if they were actually compiled —
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had a totally different role than today. Companies presented expenses by nature, finished goods (“changes in
inventories of finished goods” to be precise) were recognized as revenue. The legal framework for keeping the
books was given by an act from 1971 — Act No. 21/1971 Coll., on Uniform System of Social-Economic
Information.

“The Velvet Revolution”, which refers to a period of political changes that resulted in the fall of communism and
transition to democracy, took place in Czechoslovakia in 1989. It was linked with a change toward free-market
economy. This was reflected in many legal industries, including accounting regulation. Technically speaking, the
first (and immediate) action in the sphere of legal regulation of accounting was Decree No. 23/1990 Coll., on
Accounting, issued by the Federal Ministry of Finance on the basis of the above stated act on Uniform System of
Social-Economic Information of 1971 that came to force on 1 March 1990. This Decree defined that books were
to be kept in two accounting systems: double-entry and single-entry systems. Nevertheless, the enactment of the
Decree concerned accounting organization rather than definition of accounting principles and methods.

The actual reform of accounting regulation, which followed the reform of private law (Act No. 513/1991 Coll.,
the Commercial Code, entered in force as of 1 January 1992), occurred in 1991 when Act No. 563/1991 Coll., on
Accounting (hereinafter referred to as the “Act on Accounting”) was approved. The Act on Accounting, before
any amendments, defined two accounting systems: the system of double entry bookkeeping and the system on the
basis of cash receipts and disbursements (single-entry accounting system), and it also defined basic accounting
principles, the duty to compile a single set of financial statements as well as the duty to compile consolidated
financial statements, which was new at the time. It was a new legal regulation that has remained in force in the
Czech Republic up to the present (even after the Czech Republic and the Slovak Republic split on 1 January
1993).

With respect to the fact that the Act on Accounting did not define (and doesn’t define even at present) specific
accounting methods, arrangement of items in annual financial statements or other areas, it anticipated the approval
of implementing regulations by the Ministry of Finance. Therefore, a series of decrees was issued and applied by
the Federal Ministry of Finance, of which the most important one was Decree No. V/20 100/1992 of 15 July 1992
laying down the framework for the chart of accounts and details of the accounting procedures for entrepreneurs.
Its measures were substituted with new ones in the course of time — see the Table 2 below.

Quite a significant milestone in accounting regulation came in 2002 when the Act on Accounting was amended:
this amendment defined more accurately defined accounting principles and it is referred to as the ,,Big
Amendment (Hules, Jetabek, 2001). Following this amendment, the Ministry of Finance of the Czech Republic
issued a set of accounting regulations for different types of accounting units. These regulations were (in contrast
with the previous ones) issued as subordinate legislation (implementing) statutory instrument and they entered in
force in 2003. See their complete list in the Table 2 below.

The Ministry of Finance of the Czech Republic issued accounting standards describing accounting methods for
different accounting units in more detail. These standards entered in force in 2004. Therefore, we may conclude
by saying that there has been as three-level accounting regulation in the Czech Republic since 2004. The basic
legal regulation is the Act on Accounting that defines, in particular, the scope of accounting units, accounting
principles, accounting organization, requirements for a single set of financial statements and consolidated
financial statements, requirements for auditing and principles of accounting methodology. The Ministry of
Finance of the Czech Republic has also issued decrees for different types of accounting units that have the
function of implementing legal regulation: they describe and define accounting methods in a greater detail and
define how items in financial statements are to be arranged and marked. The third level consists in Czech
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accounting standards (that are not considered a legal regulation) that are issued on the basis of authorization in the
Act on Accounting and they describe accounting methods and processes in a greater detail.

Since 2004, the Act on Accounting has been amended rather greatly and it has brought along a lot of system
changes. These included, in particular, cancellation of the legal regulation of single-entry accounting that could be
maintained by certain natural persons (entrepreneurs) and smaller non-profit entities. A new system has been
created for natural persons. It is similar to single-entry accounting, which is a system on the basis of cash receipts
and disbursements. However, this system is not considered an accounting regulation, but it is regulated by the tax
law and referred to as tax record keeping (this is, in fact, only for the purpose of defining the personal income tax
base). Another intention of the change was to cancel the single-entry accounting system also for legal entities,
with the view of all legal entities switching to double-entry accounting. This wasn’t accomplished, as deadlines
for smaller non-profit entities were by which they were required to switch to double-entry accounting were
postponed many times until 2016 when the Act on Accounting was amended by legal regulation stipulating the
possibility of accounting in a single-entry system.

With respect to the fact that the Czech Republic has been a member of the European Union since 1 May 2004, the
duty to use International Financial Reporting Standards in accordance with Resolution No. 1606/2002 of the
European Parliament and of the Council of 19 July 2002, on the application of the International Financial
Reporting Standards, was introduced as of that date. The Czech Republic has decided to introduce the duty to
apply the IFRS also on the single set of financial statements, whereas there was first the duty to apply the IFRS to
listed companies. As of 1 January 2011, the scope of subjects that may apply IFRS was extended and concerned
also companies whose stocks are not traded on the regulated market and entities that are members of a group of
companies that compile their consolidated financial statements according to the IFRS. Nevertheless, it should be
pointed out that IFRS (obligatory as well as voluntary) cannot be applied for the purpose of determining the
corporate income tax base. In other words, entities using the IFRS have to determine their income tax base from
the profit according to Czech accounting regulations (like in case of entities that use Czech accounting regulations
for financial statements — Skalova, 2017), which is subsequently adjusted by modifying certain items that
significantly affect corporate income tax revenues in the Czech Republic (Mejzlik, Vitek, Roe, 2013). At present,
there are discussions in the Czech Republic, whether the profit according to IFRS could be used as the income tax
base in future (Prochazka, 2013).

Another rather revolutionary change to Czech accounting regulations entered in force in 2010, when “reform in
accounting of state administration” (state administration, state-funded organizations) was introduced. Health
insurance houses and some other organizations introduced similar methodological rules that are applied by
common business entities. The aim was to find out more accurate and relevant information about the financial
position of those accounting units. The top priority was the possibility to compile a (consolidated) financial
statements for the entire Czech Republic. A “consolidation decree” containing accounting methodology for
consolidation was issued for this purpose in 2014.
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Table 2. Main legal acts for regulation of accounting in the Czech Republic, 1990-2017
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§ 20'02' 20'03' provisions of Act No. 563/1991 Coll., on Accounting, X X
as amended, for health insurance companies
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Decree No. 504/2002 Coll. implementing some
~ | 06.11 01.01 provisions of Act No. 563/1991 Sb., on Accounting, as
§ 2602' 2603' amended, for accounting units whose objects clause is X X
not business, providing they use the double-entry
accounting system
Decree No. 506/2002 Coll. implementing some
provisions of Act No. 563/1991 Coll., on Accounting,
% 0266(1)%' 02168;' 3210'(1)5' as amended, for the following accounting units: X X
National Property Fund of the Czech Republic and
National Land Fund of the Czech Republic
Decree No. 507/2002 Coll. implementing some
& | 06.11. | 01.01. | 31.12. | provisions of Act No. 563/1991 Coll., on Accounting, X X
& | 2002 2003 2003 | as amended, for accounting units using the single-entry
system
Decree No. 410/2009 Coll. implementing some
g | 11.11. | 01.01. provisions of Act No. 563/1991 Coll., on Accounting, X X
& | 2009 2010 as amended, for selected accounting units (state
administration)
< | 1112, | o101 Decree No. 312/2014 Coll. on conditions for_ compiling
§ 20'14' 2615' accounting statements for the Czech Republic (the X X
consolidation degree of the state)
Decree No. 325/2015 Coll. implementing some
w | 25.11. | 01.01. provisions of Act No. 563/1991 Coll., on Accounting, X X
& | 2015 2016 as amended, for accounting units using the single-entry
accounting

Source: Composed by authors according to references presented in the Table

As the Table 2 presents, latest important amendment to Czech accounting regulations resulted from the duty to
transpose Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 on the annual
financial statements, consolidated financial statements and related reports of certain types of undertakings, the
purpose of which was to decrease administrative duties for micro and small accounting units (Zarova, 2013).
Thus, a vast amendment to Czech accounting regulations reflecting these changes entered in force on 1 January
2016.

5. Evolution of accounting regulation in the Republic of Estonia

Half a century accounting in Estonia was part of the Soviet accounting system. The first step on the way to change
the situation was made in 1990, while Estonia remained, albeit reluctantly, a constituent republic of the USSR. On
July 6, 1990, the Regulation of Accounting (hereinafter the Regulation) was adopted by the National Government
and came into force on January 1, 1991 (see Table 3). It is of special interest because it was the first measure
adopted in any of the constituent republics of the USSR to mark a departure from the path of the Soviet
accounting evolution. As pointed out by Bailey (Bailey et al., 1995), this event marked the beginning of the
spread of accounting disharmony within the territories comprising the USSR. It was really an “accounting step”
on the transition from command economy to market economy. The declared purpose of the Regulation was to
bring about the organization of accounting in the conditions of a market economy. Real accounting continued to
be perceived as properly subject to centralized prescription and its primary purpose the meeting of the needs of
the central authorities of Estonia (Statistics Bureau, Tax Department) and not, as hitherto, those of the USSR
(Alver J., Alver L., 2008).
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In 1991, the Estonian Accounting Board took the responsibility for the development of accounting in Estonia. The
main tasks of the Board were declared to issue mandatory accounting guidelines and make recommendations
concerning the methods which were to come into force. At that time the Board was independent governmental
unit established by the government of Estonia and operating within the administrative jurisdiction of the Ministry
of Finance. The Regulation was in force until 1995. This document introduced a number of new accounting
concepts and principles, new terms and a new set of annual statements (included the balance sheet, the income
statement and the statement of changes in the financial position and notes). The main characteristic of that period
is that it was mixed from past (some elements of the former Soviet accounting system remained in force), present
(real usage of new methods, principles and financial statements) and future (usage of many new terms of market
economy which really were not represented in the Estonian economy). In accordance to the Regulation each
enterprise was required to prepare a chart of accounts. In 1991 the accounting system was based on a chart of
accounts published by the Ministry of Finance of the USSR. The former Soviet standard chart of accounts was
officially used in Estonia until December 31, 1992. Since January 1, 1993 there is no standard chart of accounts in
Estonia. Every company can introduce its own chart of accounts (Alver J., Alver L., 2008). Although, legally, the
measure was a regulation and not statute (i.e. not approved by a legislative assembly but adopted by the executive
action of the government) it was comparable to a fundamental, or basic, accounting law.

The second step started with the introduction of the first Estonian Accounting Act, which was passed by
Parliament on June 8, 1994 and came into force on January 1, 1995. It was supported by introduction of the
Estonian Commercial Code, which was passed by Parliament on February 15, 1995 and came into force on
September 1, 1995. The Accounting Act did not contain a detailed set of rules and can best be characterized as
constituting a legal framework. The legal framework was general and applied to all legal entities and physical
persons registered as businesses in Estonia (referred to as accounting entities in the Act) with the exception of the
Bank of Estonia (Alver et al., 2001). It was declared to be based on internationally recognized accounting
principles, which were established with the Accounting Act and good accounting practice (Estonian accounting
guidelines, Estonian GAAP). The true and fair view override was declared. The Accounting Act was
supplemented by a number of methodological recommendations (guidelines) on accounting matters issued by the
Estonian Accounting Board. These recommendations related to such accounting areas as accounting principles,
preparation of financial statements, revenue recognition, business combinations and others. All together there
were 16 accounting guidelines, which set up conceptual framework of generally accepted accounting principles,
revenue recognition, business combination, leases, government grants, earning per share, long-term construction
contracts. The only problem was that these guidelines were not for obligatory use. They were only
recommendations and in the case of contradictions with the Accounting Act, requirements of the Accounting Act
had to be followed. The first Accounting Act was in force until 2002 and was changed several times.
Unfortunately, these changes were mostly cosmetic. No attempt was made to enlist the support of accounting
community for changes in accounting practices. There was no publication of drafts of the Accounting Act prior to
their enactment. There has been no general discussion of the purpose or the proper understanding of the required
accounting changes or the manner of their implementation.
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Table 3. Main legal acts for regulation of accounting in the Republic of Estonia, 1990-2017

Legislation Accounting regulation spheres
Reporting
o 5 > ., =2 é
5| . cancel S5 52|y =98 =g =2
@ | issue effect . - E8| €E52|8 S8 SE ES
> lation type and title S22 2C|lowsc =88 33
date date date 85| 85|=2%5528%&f 8=
<5| <95 £§35 €5 <8
g | 06.07. | 01.01. | 31.12. . .
S| 1090 1991 | 1994 The Regulation on Accounting X X X X
S| 0806 | 01.01. | 31.12
= | 1994 1995 | 2002 The Accounting Act X X X
S| 2011 | 01.01. | 31.12. .
S| 2002 2003 2015 The Accounting Act X X X X
v | 10.12. | 01.01. | 31.12. .
S| 2015 2016 2016 Amendments for the Accounting Act X X X X
| 10.12. | 01.01. .
g Y015 2017 Amendments for the Accounting Act X X X X X

Source: Composed by authors according to references presented in the Table

The third step started with the introduction of the new Estonian Accounting Act, which was passed by Parliament
on November 20, 2002 and came into force on January 1, 2003. The new Accounting Act modified the status of
the Estonian Accounting Board, which became an independent commission. The Accounting Act regulated basic
accounting functions in all business entities registered in Estonia. The Accounting Act included separate chapter
for consolidated accounts and for organization of public accounting. In December of 2003, the Minister of
Finance approved the General Rules for Public Sector Accounting which came into force on the 1st of January
2004. A major change was that the public sector accounting rules were brought in line with the basic accounting
principles of the IPSAS (International Public Sector Accounting Standards). The essence of the law is framed in
compliance with IFRSs. The accounting policies and presentation formats used in accounting shall be in line with
the requirements and basic principles provided for in this Act and with at least one of the following two
accounting frameworks: Estonian GAAP and IFRSs. For companies it is optional to select the Estonian GAAP or
IFRSs for annual and consolidated accounts. It is the company’s free choice to choose between IFRSs or Estonian
Accounting Guidelines but if IFRSs selected than there is no need to prepare a second set of accounts in
accordance with local accounting guidelines. Large companies are expected to choose the full IFRSs option (from
2005 the translated text of international standards is also available). Listed companies and financial institutions
are required to prepare their accounts in accordance with IFRS. SMEs are likely to use the revised Estonian
GAAP as their accounting framework.

In 2013 the Estonian Accounting Board decided to switch from the Full IFRS to the IFRS for SMEs. Rightness of
this decision is supported by the data, which testify that only about 0.2% of all annual reports were prepared in
accordance with IFRSs (MFRE, 2015). Until 2013 the Estonian GAAP was based on the Full IFRS and included
17 guidelines, which had in total of about 400 pages. As the volume of the guidelines was considerably lower than
that of the Full IFRS, some accounting areas were covered only very briefly or not at all. In areas, which were not
covered by the regulations the IFRS treatment was recommended, but was not mandatory. Each guideline
included a brief comparison with the respective IFRS/IAS standards. Nevertheless, there were no conceptual
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differences between IFRSs and the guidelines. In some ways, the Estonian GAAP had less disclosure than IFRSs
because it was allowed for SMEs. Therefore, large companies were expected to choose the Full IFRS option while
other companies may use the set of the Estonian accounting guidelines as their accounting framework. Again, the
guidelines had only status of recommendations. The main users of the Full IFRS are listed companies, banks,
credit institutions, insurance companies, financial holding companies, mixed financial holding companies,
investment firms and other large entities (Pacter, 2016). In Estonia about 99% of companies are micro, small, or
medium size entities and on that reason it has been too complicate to use the Full IFRS as a basis for the Estonian
GAAP. The guidelines of the Estonian Accounting Board focus on the accounting areas that are relevant in
Estonia. Because of this, despite the reliance of the IFRS for SMEs, the guidelines do not cover all areas that are
regulated by the IFRS for SMEs, but only those, which are relevant for a large number of entities in Estonia. In
those areas in which the guidelines do not specify a particular accounting policy but which are regulated by the
IFRS for SMEs, it is recommended to use as the basis the accounting policy described in the IFRS for SMEs. The
guidelines of contain references to the specific paragraphs of the IFRS for SMEs. For example, the reference to
13.4 of the IFRS for SMEs refers to paragraph 4 of section 13 “Inventories” of the IFRS for SMEs.

The last changes in accounting legislation took place in 2015 due to the fact that the Member States of the EU
were required by 20 July 2015 to bring into force the laws, regulations and administrative provisions necessary to
comply with the Accounting Directive 2013/34/EU. In 2015 the Accounting Act was amended to be in line with
the new Accounting Directive. The main changes were related to the introduction of differentiation of entities and
changes of the requirements of the content of annual reports depending on the size of companies. In accordance
with the classification of entities large-sized and medium-sized entities must present four main statements
(balance sheet, income statement, cash flow statement and statement of changes in owners’ equity) and notes. The
annual reports of small-sized and micro-sized entities following the Estonian GAAP comprise at least two main
statements (balance sheet and income statement) and notes. Micro-sized entities are allowed to prepare the
abridged annual reports where only classified balance sheet including subcategories of accounts (for example,
current assets, long-term assets, current liabilities and etc.) must be presented. From 2017 the Estonian GAAP
was renamed to the Estonian financial reporting standard.

6. Evolution of accounting regulation in the Republic of Latvia

Noticeable changes in Latvian accounting were possible after adopting the constitutional law of the Republic of
Latvia “On the State Status of the Republic of Latvia” dated 21 August 1991, when Latvian economics started its
movement again from planned economies to free market. After the laws “On Accounting” and “On the Annual
Reports of Undertakings” came into force on 1 January 1993, a rearrangement of Latvian accounting system was
started. Latvian accounting system was arranged in a similar way to the accounting system of Denmark. (Millere
., 2005)

When drafting those laws, the basic provisions of the EU Directives were applied. Accounting rules are outlined
most profoundly in the Fourth Directive; therefore, the law “On Accounting” of the Republic of Latvia (LR) was
based on that Directive. (Briina L., Millere 1., Sneidere R., 2006)

At present, Latvian accounting is regulated by one basic law, “On Accounting” adopted in 1992 with further
amendments applied to all who carry on business, however, business activity according to “Commercial Law” is
any systematic self-dependent activity paid for. According to paragraph 15 of the law “On Accounting”,
Regulation No.585 “Regulation Regarding the Conduct and Organisation of Accounting” was passed by the
Cabinet of Ministers in 2003, and they apply to subjects of the law “On Accounting” and establish basic
requirements for accounting arrangements and organisation. Nevertheless, it should be noted that this is the third
version of the Regulations by the Cabinet of Ministers substituting the regulations adopted in 1995 and 2000, thus
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updating and clarifying the outdated requirements for organizing the accounting process as a whole as well as for
specific issues, for example, composition of the document requisites when drafting electronic documents, etc. The
law “On Accounting” also defines the criteria for keeping simple accounting records for farmers and fishermen
farms, individual entrepreneurs, and individual contractors if the annual turnover does not exceed 300,000 EUR.

Except for those carrying on business activities and entitled to keep single entry accounting record system, all the
others who have double entry accounting record system must submit annual reports according to the rules and
requirements for filing provided in two fundamental laws “On the Annual Reports of Undertakings” and law “On
the Consolidated Annual Reports” as well as other laws and legislative acts. The laws mentioned above do not
apply to the members in financial and capital markets such as banks, insurance companies in the form of joint
stock companies, private pension funds, etc. for whom the structure, scope, and content of annual reports as well
as their preparation, auditing, and submitting procedure is regulated by laws for the activities of members in
financial and capital markets such as “Law on Credit Unions”, “Law on Financial Instrument Market”, “Law on
Insurance Agencies and Their Supervision” and other legislative acts adopted by the regulator, Financial and
Capital Market Committee. The situation changed when pursuant to EU Directive 2013/34/EU of the European
Parliament and of the Council of 26 June 2013 on the annual financial statements, consolidated financial
statements and related reports of certain types of undertakings, a new law “On the Annual Financial Statements
and Consolidated Financial Statements” was adopted in 2015 both by combining the two above mentioned laws
and changing the existing rules for accounting record and content of financial statements significantly according
to the requirements of the Directive.

Assessing the legal requirements of accounting record for the undertakers mentioned above of business activities,
the conclusion is that laws and regulations contain the main accounting requirements and not detailed instructions
for keeping accounting records. On the other hand, the elements for maintaining accounting records in state and
local government agencies define the unified fundamental principle of bookkeeping and even the use of a chart of
accounts in accounting. The requirements for maintaining accounting records in state and local government
agencies are defined in the law “On Budget and Financial Management” adopted in 1994 and regulations on
No.1486 “Procedure for Bookkeeping in Accounting Records in Budget Institutions” (15.12.2009). The
preparation of annual reports in budget institutions is regulated by Regulations of the Cabinet of Ministers
No.1115 “Procedure for Drafting Annual Report” (15.10.2013) which contain detailed procedure of preparing
annual reports in public sector as well as the required forms and requirements for filling them up. The basic of the
laws mentioned above regulating keeping accounting records and the applied accounting system in the Republic
of Latvia have been summarised in Table 4.

Since legislative, regulatory acts in accounting do not give detailed solutions for many bookkeeping and
evaluation issues just at the outset of accounting reforms there appeared a question about the application of
International Accounting Standards (IAS) or working out Latvian Accounting Standards (LAS) as well as
determining the subjects to whom their use is compulsory. The first attempt to work out and implement
accounting standards failed. The law adopted on May 15, 2003 “On Accounting” had amendments stipulating the
establishment of Accounting Council with the purpose to improve the quality of financial statements and
compliance of legislative standards and regulations defining preparation of financial statements, with international
accounting standards. (Millere 1., 2005.)

Latvia made a decision to work out its own national accounting standards based on the traditional international
accounting standards. Overall 11 Latvian accounting standards (LAS) have been adopted whose compulsory
application was stipulated by Cabinet Regulation No. 201 “Regulations on Obligatory Applicable Latvian
Accounting Standards” (27.03.2007) followed by amendments. Latvian accounting standards covered the most
critical accounting areas: LAS 1 Guidelines for Drafting Financial Statement; LAS 2 Cash Flow Report; LAS 3
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Post Balance Sheet Events; LAS 4 Changes in Accounting Policy, Changes in Accounting Estimates and
Historical Errors; LAS 5 Long-term Contracts; LAS 6 Revenue; LAS 7 Property, Plant and Equipment; LAS 8
Accruals, Contingent Liabilities and Contingent Assets; LAS 9 Investment Property; LAS 10 Lease; and LAS 11
Stocks. There was no essential difference between Latvian accounting standards concepts and International
accounting standards (IAS).

Such a procedure was maintained in Latvia until 2011 when the Cabinet of Ministers ruled out the mandatory use
of standards in accounting records of undertakings. Instead of the latter, the Cabinet of Ministers drafted and
adopted Regulations No. 481 “Regulations on the Content and Procedure for Preparing the Cash Flow Report and
Statement of Changes in Equity” and Cabinet Regulation No. 488 “Rules on the Application of the Law on
Annual Accounts”. There was an attempt to integrate the main rules from all pre-existing 11 accounting standards
of Latvia, but their content was much more concentrated and created more problems for applying the
requirements in practice. This Cabinet Regulation was in force until 2016, when Cabinet Regulation No. 775
“Regulations on the Application of the Law on Annual Accounts and Consolidated Annual Accounts” was
approved two months after adopting the law “On Annual Report and Consolidated Annual Report” (22.12.2015),
which together with the new Law were applicable to annual report for 2016. The most significant changes in the
reduction of administrative burden by the Directive were the division of enterprises and groups from companies
into four categories by setting composition and content of its annual report to each class and conditions for
auditing. The changes also affected the presentation and assessment of several balance sheet items. The new order
was assessed ambiguously as the amount of information to be included in the financial statements of micro and
small companies was significantly reduced, although they account for 99% of the total number of enterprises in
Latvia.

If the administrative burden is diminished, it influences the business environment positively, but on the other
hand, there an unfavourable situation for the decision-makers about the volume, content, detailed level, and
guality of available information might occur. If there would be only the minimum of the requirements set in
Directive 2013/34/EU integrated into the national laws and rules for the regulation of accounting, the above-
indicated consequences might be observed not only in Latvia but also in the EU Member States with a small
economy. (Briina, Millere, 2015)

Table 4. Main legal acts for regulation of accounting in the Republic of Latvia, 1992-2017

Legislation Accounting regulation spheres
Reporting
o)) S D, =4 é
S| cancel S5| 52 g =g 8 =9 £2
@ | issue effect . . SSEQ & =EEg = =g 3
> date date lation type and title 55 §§ 2 % 253 % 2 §g
date 2295 £95 &5 <8
S| 12.11. | 01.01. .
S| 1992 1993 The Law On Accounting X X X X
& | 12.11. | 01.01. | 01.01 :
S| 1992 1993 | 2016 The Law On Annual Reports of Undertakings X X X X
24.03. | 26.04. . .
o
=3 1904 1994 The Law On Budget and Financial Management X X X X
Regulations of the Cabinet of Ministers of Latvia No
w | 07.11. | 18.11. | 01.10. | 339 x | x
3| 1995 1995 2000 | Regulation Regarding the Conduct and Organisation of
Accounting of Enterprises
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Legislation Accounting regulation spheres
Reporting o
5 cancel gé = a = o 28
$ | issue | effect | qitl EE| €2 % =52 =5 E3
dat dat ation type and title 2|3 es2gS5c2g 28
Tl %€ date 858 8§ 2°8g2°538 g%
<5|<%95 5§ =g <&
% 31%83' 021683' 2226(1)33' The Law On Consolidated Annual Accounts X X
o | 2110 | 30.10 Regulation of the Cabinet of Ministers of Latvia No 585
§ 20'03' 2603' Regulation Regarding the Conduct and Organisation of X X
Accounting
Regulation of the Cabinet of Ministers of Latvia No 201
§ 1286(1)2' 2220'32' 3210'8";' Regulations on Obligatory Applicable Latvian X X
o~ Accounting Standards
New edition of The Law On Annual Reports of X
s | 1910 | 2211 | o101 Undertakings / new title — Annual Accounts Law «
o
| 2006 2006 2016 New edition of the Law On Consolidated Annual X X
Reports
Regulation of the Cabinet of Ministers of Latvia No 481
= | 21.06. | 01.07. | 01.01. | Regulations on the Content and Procedure for X X
Q| 2011 2011 2016 | Preparing the Cash Flow Report and Statement of
Changes in Equity
= | 21.06. | 01.07. | 0101 Eggulatlons of the Cabinet of Ministers of Latvia No « « «
& | 2011 2011 2016 L
Rules on the Application of the Law on Annual Reports
o | 1510, | 01.11. ?ffglatlons of the Cabinet of Ministers of Latvia No « “
& | 2013 2013 .
Procedure for Drafting Annual Report
0 | 22.10. | 01.01. The Law on the Annual Financial Statements and X X X X
& | 2015 2016 Consolidated Financial Statements
Regulations of the Cabinet of Ministers of Latvia No
0 | 22.10. | 01.01. 775 X X X X
& | 2015 2016 Application Rules of the Law on the Annual Financial
Statements and Consolidated Financial Statements

Source: Composed by authors according to references presented in the Table

In general, when analysing the development of Latvian accounting system at a time when it is significantly
influenced by the processes of globalization, it should be concluded that after the restoration of Latvia’s
independence, it was repeatedly improved by adapting the legislation regulating accounting to the requirements of
EU Directives and International Accounting Standards as much as possible. However, the nature of those changes
indicates that until now, the Ministry of Finance of the Republic of Latvia does not follow a sound and sustainable
accounting policy, although it is responsible for it. The fact that Latvia is both an EU Member State and a member
of many other international organisations (International Monetary Fund, World Bank, World Trade Organization,
OECD, etc.) has a positive impact on the development of accounting, as harmonization with the accounting
systems of other countries is encouraged, but it also creates particular challenges such as selecting an appropriate
accounting and valuation system, ensuring the quality of the annual reports and auditing, thus posing severe tasks
for the future improvement of the Latvian accounting system.
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7. Evolution of accounting regulation in the Republic of Lithuania

Since 11 of March, 1990, when Lithuania regained its independence, the legal system of Lithuania has been
reformed to meet the demands of the vast social and economic changes brought about by a return to democracy
and a free market economic system. There has been a large scale of complicated changes faced by the national
economy in the process of changeover from a state ownership to a private one. Many new private entities,
especially medium and small-sized were established (Mackeviéius, Zverovich, Kazlauskiené, 2011). Such
situation required new legislation in all spheres as well as accounting. Although, till 1992, accounting used to be
performed as a central planned economy accounting system based on detailed rules and instructions (Lakis,
Subadiené, 2014), several important legislation on regulation of accounting were issued (see Table 5). The
Resolution of the Government of the Republic of Lithuania ,,Due to the Taxation Rates of Amortization
Deductions of Fixed Assets No. 368 (Lietuvos Respublikos, Vyriausybés nutarimas “Dél pagrindiniy..., 2017)
was issued on 14 December, 1990 and was referred for all types and forms enterprises and organizations,
irrespective of their ownership forms. The resolution stated, that all kinds of repairs had to be included into the
sales’ expenses of production (goods, works, services). It was also allowed to form a repair fund, if necessary.
The resolution empowered Ministry of Economics, Ministry of Finance, Ministry of Industry and Department of
Statistics to prepare and approve rules for the application of taxation rates of amortization deductions of fixed
assets, which were widely used for calculation of depreciation and amortization not only for taxation purposes.
Resolution of the Government of the Republic of Lithuania ,,Due to Organization of Accounting and Reporting™
No. 564 (Lietuvos Respublikos Vyriausybés nutarimas ,,Dél buhalterinés..., 2017) was issued on 17 December,
1991. According to this resolution, companies had to organize accounting process in the way to provide timely
and accurate information for state statistics, tax-calculating agencies, owners, creditors, business partners and to
ensure legal framework for economic and commercial transactions (Lakis, Subacien¢, 2014). The resolution
enforced 5 international accounting standards for preparation of financial statements: IAS 1 Presentation of
Financial Statements; IAS 2 Inventories; IAS 3 Consolidated Financial Statements (which was superseded in
1989 by IAS 27 and IAS 28), IAS 5 Information to Be Disclosed in Financial Statements, IAS 7 Statement of
Cash Flows.

Although, during 1990 — 1992 period management of accounting methodology was appointed to the department
of Accounting and reporting at the Department of Statistics and later for similar department at the Finance of
Ministry of the Republic of Lithuania, but appointed functions were not implemented (Mackevicius, Subaciené,
2016a). So, during the accounting reformation from soviet accounting following the requirements of market
economy many mistakes were made: no laws and other regulation documents on accounting were passed, an
institution for accounting methodological management and supervision was not established, the concept for
Lithuanian accounting restructuring and further development was not prepared, etc. (Mackevicius, Subaciené,
2016).

However, new level of accounting regulation started from 01 January, 1993, when the Law on the Principles of
Accounting came into force (Lietuvos Respublikos Buhalterinés apskaitos pagrindy..., 2017). The Law obligated
enterprises to organize their accounting procedures so that tax-accounting authorities, statisticians, creditors, and
commercial partners could receive faithful and relevant information. It defined that accounting should be carried
out in conformity with the provisions of International Accounting Standards and the European Union (formerly
European Economic Community) Directives. This Law transferred accounting regulation from detail instructions
to appliance of Generally Accepted Accounting Principles used in market economies, provided the procedure for
the formalization and signing of documents confirming the execution of transactions, defined the composition and
the procedure for the authorization of financial statements, the methods of assets valuation, stock-taking (Lakis,
Subaciene, 2014).
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The Law on the Principles of Accounting was followed by several lower level legislation, which itemized some
spheres of accounting. The Resolution of the Government of the Republic of Lithuania “Due to Annual Reporting
of Legal Entities”, No. 804 was issued 27 October, 1993 (Lietuvos Respublikos vyriausybés nutarimas “Dél
jmoniy..., 2017). The Resolution provided order for preparation of financial statements, their forms and structure,
types of the sets of financial statements. Additionally, it defined order for recognition and accounting of revenue
and expenditures. At the lowest level accounting was regulated by the letters of the Ministry of Finance of the
Republic of Lithuania. For the period from 1993 to 2000 there were issued: letter “On the Typical Forms of
Annual Reporting and Explanation of the Most Important Items”, No. 83N, 12 November, 1993; letter “On the
Explanatory Note and the Chart of Ledger Accounts”, No. 91N, 16 December, 1993; letter “On Quarterly
Reporting”, No. 24N, 22 March, 1994; letter “On Confirmation of Explanatory Note Forms”, No. 75, 23 May,
1997, letter “On Addition of Recommended Chart of Ledger Accounts”, No. 88, 10 June, 1997; letter “On
Financial Accounting Order for Grants and Subsidies”, No. 65, 16 March, 1999; letter “On Financial Accounting
Order for Leased Assets”, No. 144, 5 June, 2000 and others, which were frequently amended. Although the Law
on the Principles of Accounting started new phase of accounting regulation, but more significant practical
importance has The Resolution of the Government of the Republic of Lithuania “Due to Annual Reporting of
Legal Entities”, No. 804 and other letters issued by the Ministry of Finance of the Republic of Lithuania
(Mackevicius, 2005).

Important role in the process of development of accounting regulation had establishment of the Institute of Audit
and Accounting by letter of the Ministry of Finance of the Republic of Lithuania “Due to Establishment of the
Institute of Audit and Accounting”, No. 71, 29 June, 1995. On 21 December 1998 the Institute was renamed to
the Institute of Audit, Accounting and Property Valuation of the Republic of Lithuania and subsequently in 2002
— to the Institute of Accounting (Mackevicius, Zverovich, Kazlauskiené, 2011).

Yet the approval of the Law on the Principles of Accounting and related legislation was a substantial step toward
the reorganization of accounting in Lithuania. However, regulation of accounting in Lithuania was incoherent and
unsystematic, different spheres of accounting were regulated by various legislation of different significance: laws,
resolutions, orders, letters (Subaciene, Macerinskiene, Budrionyte, 2012). Before 2001 Lithuanian enterprises had
used tax laws for carrying out accounting process. However, some larger enterprises applied international
accounting standards (Lakis, Subaciené, 2014).

New phase of accounting regulation development started in 2001, when three significant laws were issued: the
Law on Accounting (Lietuvos Respublikos Buhalterinés apskaitos..., 2017), the Law on Financial Statements
(Lietuvos Respublikos Imoniy finansinés atskaitomybés..., 2017), and the Law on Consolidated Financial
Statements (Lietuvos Respublikos Jmoniy grupiy..., 2017). The preparation process of the Law on Accounting
lasted almost 3 years and has been started from 1998. During the process of preparation of the Law on
Accounting, were prepared laws on Financial Statements and Consolidated Financial Statements (Mackevicius,
2005). Regardless of long laws’ preparation process, it has to be highlighted, that these laws were complied with
the Fourth (78/660/EEC) and Seventh (83/349/EEC) EU directives and started new phase of accounting
regulation — integration to European accounting system (bByxranrepckwuii yuet, 2007).

The Law on Accounting defines, that the general methodological management of accounting in accordance with
the legislation of the Republic of Lithuania, in compliance with International Financial Reporting Standards and
European Union law, is performed by the Ministry of Finance of the Republic of Lithuania. This Law regulates
the arrangement of accounting. It also defines general requirements for the handling of accounting, the
legalization and keeping of accounting documents and accounting registers, and the responsibility for the
arrangement of accounting and safekeeping of documents. It specifies that legal entities have to apply provisions
of the national accounting standards (Business Accounting Standards — in Lithuania), which regulate financial
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accounting of non-listed companies. Legal entities, whose securities are traded on a regulated market, have to
apply international financial reporting standards (Lakis, Subaciené, 2014). The Law on Financial Statements
(Lietuvos Respublikos Imoniy finansinés atskaitomybés..., 2017) defines the general accounting principles, the
general requirements for the preparation of financial statements, financial period, confirmation and publishing of
financial statements, the composition and description of financial statements, their types, the evaluation of assets
and liabilities, responsibility for financial statements’ preparation and keeping. It states, that financial statements
are prepared in accordance with the general accounting principles and the Business Accounting Standards, too.
The Law on Consolidated Financial Statements (Lietuvos Respublikos Jmoniy grupiy..., 2017) specifies the terms
and exceptions for the preparation of consolidated financial statements, composition and requirements for
consolidated financial statements, requirements for consolidated financial statements’ audit, confirmation and
publishing. This law also refers, that consolidated financial statements are prepared according to the Law on
Accounting, the Law on Financial Statements and Business Accounting Standards.

For regulation of different spheres and methodology of accounting were issued national accounting standards,
which were called Business Accounting Standards. The adoption and revision of Business Accounting Standards
was assigned to the Institute of Accounting (Lakis, Subaciené, 2014). On 18 December 2002, the Board of the
Institute Of Accounting of the Republic of Lithuania approved first 17 Business Accounting Standards, which
came into force from 01 January 2004 by the Law on Accounting. Since 2002 forty-two Business Accounting
Standards have been developed. From September 2008 the Accounting Institute was renamed to the Audit and
Accounting Authority (Mackevi¢ius, Zverovich, Kazlauskiené, 2011) and from 2016 the Audit and Accounting
Authority was reorganized into the Authority of Audit, Accounting, Property Valuation and Insolvency
Management.

Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 on the annual financial
statements, consolidated financial statements and related reports of certain types of undertakings, amending
Directive 2006/43/EC of the European Parliament and of the Council and repealing Council Directives
78/660/EEC and 83/349/EEC (Directive 2013/34/EU..., 2017) made a significant impact on changes of
accounting regulation in Lithuania. The main aim of Directive to reduce the administrative burdens for micro
enterprises, to prepare the framework for regulation of highest quality information, which should be prepared by
enterprises. This Directive takes into account the Commission's better regulation programme, and, in particular,
the Commission Communication entitled "Smart Regulation in the European Union", which aims at designing and
delivering regulation of the highest quality whilst respecting the principles of subsidiarity and proportionality and
ensuring that the administrative burdens are proportionate to the benefits they bring. The main provisions were
transferred into Lithuanian legislation. The Law on Accounting, the Law on Financial Statements, the Law on
Consolidated Financial Statements, Business Accounting Standards and other legislation were amended in 2015.
Amendments came into effect since 2016 (Mackevicius, Subaciené, 2016). However, all types of legislation
including laws (the Law on Accounting was amended 31 times; the Law on Financial Statements — 14 times; the
Law on Consolidated Financial Statements — 12 times), resolutions, accounting standards (Business Accounting
Standards were amended from 2 to 14 times) were amended since their issue, but amendments proceeded in 2015
were significant and made the biggest impact in arrangement of accounting for micro-enterprises. Moreover
micro-enterprises makes around 80 % of total number of enterprises in Lithuania (Mackevicius, Subaciené,
2016a). 2016 maybe distinguished as new evolution of accounting regulation phase.

Additionally has to be mentioned evolution of public sector accounting. Before 2005, public sectors subjects
arranged accounting process under public delegated functions by modified monetary principle, monetary or
accrual based principle. All transactions were recorded by received appropriations (inflows) and their usage
(outflows). Under the Law on Accounting they had to apply standards for budget institutions, which were not
issued yet. So, public sector subjects applied different types of legislation (Bikiene, 2011).
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Public sector accounting reform in Lithuania was conducted in accordance with the plan of modernization of
financial management in the European Union and was initiated by the Resolution of the Government of the
Republic of Lithuania “Due to the Conceptual Framework of the Public Sector Accounting and Financial
Reporting System Reform and the Formation of a Commission for the Coordination and Monitoring of the
Reform”, which were issued on 29 June, 2005 (Lietuvos Respublikos Vyriausybés nutarimas “Dél vieSojo
sektoriaus..., 2017). The first step in this direction was the application of accrual based accounting principle.
According to the plan of the European Commission, in January 2005, a new accounting system came into effect
and new rules for accounting, based on International Public Sector Accounting Standards (IPSAS) were set.
(Lakis, Subaciené, 2014). On 26 June, 2007 the Law on Public Sector Financial Statements in the Republic of
Lithuania was passed and came into force from 01 January 2008. The Law (Lietuvos Respublikos Vie$ojo...,
2017) defines generally accepted accounting principles, composition of public sector financial statements,
general, official registration’s and additional requirements for public sector financial statements, requirements for
consolidated financial statements, evaluation of assets, funding and liabilities, responsibility for preparation,
signing, publication and keeping of public sector financial statements. Until the end of 2008 twenty six Public
Sector Accounting Standards, general chart of ledger accounts for public sector, manuals for different public
sector institutions, consolidation manual, recommendations for different groups of public sector subjects were
prepared and confirmed, amended related legislation (Mackevicius, Subaéiené, 2016a). Since public sector
accounting reform twenty-eight Public Sector Accounting Standards have been developed.

Table 5. Main legal acts for regulation of accounting in the Republic of Lithuania, 1990-2017

Legislation Accounting regulation spheres
Reporting
N 25 | 23| % o_,| 28
S| issue | effect | CANC! . £% | €=| 328 528 28
> ation type and title S = 36| T2 =22 373
date date date 85| 85| 255 825| 8%
g EZ
<5 | 27| EEE §TE| <&
Resolution of Government of Republic of Lithuania
% 1149;5 114933 Ollégi' ,,Due to the Taxation Rates of Amortization Deductions X
of Fixed Assets* No. 368
o | 1712 | 1712, | 1102 Resolution of Government of Republic of Lithuania
% 1991 1991 2005 ,,Due to Organization of Accounting and Reporting* X X X X
No. 564
% 1189'82' Ollg'gé' 02168%' The Law on the Principles of Accounting No. 1-2654 X X X X
Resolution of the Government of the Republic of
% 2179'33 0119'8‘11' 121685' Lithuania “Due to Annual Reporting of Legal Entities” X X
No. 804
% 0260'(1)1' 02168%' The Law on Accounting No. IX-574 X X
% 0260'(131' 0210'8;' The Law on Financial Statements No. IX-575 X X
= | 06.11. | 01.01. The Law on Consolidated Financial Statements No. 1X- X
& | 2001 2004 576
<«
§ %%dogf 02168}1' Business Accounting Standards X
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No.718
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& | 2007 | 2008 Republic of Lithuania
Q| 2007- | 01.01. . .
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S| 2015 Amendments for the Law on Accounting X
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& | 2015 2016 X11-1696
0 | 14.05. | 01.01. New edition of The Law on Consolidated Financial X
& | 2015 | 2016 Statements No. X11-1697

Source: Composed by authors according to references presented in the Table

After the accounting reform in public sector, accounting in the Republic of Lithuania is regulated at the three
levels. First level includes the Law on Accounting, second level is based on laws which regulate requirements for
the information provided in the financial statements and preparation of financial statements (the Law on Financial
Statements and the Law on Consolidated Financial Statements for private sector; the Law on Public Sector
Financial Statements for public sector), the third accounting regulation level includes Business Accounting
Standards or International Financial Reporting Standards for private sector and Public Sector Accounting and
Financial Reporting Standards, accordingly (Lakis, Subaciené, 2014).

8. Evolution of accounting regulation in the Slovak Republic

In March 29, 1990 the Czechoslovak Socialistic Republic renamed to the Czech-Slovak Federative Republic
(since April 23, 1990 - Czech and Slovak Federative Republic) with Slovakia as a part of it. Slovakia had the
same cultural, political, legislative and social background as the Czech Republic until the end of 1992. The
changes in these areas were first connected with the Velvet Revolution in 1989 and then following with the
peaceful partition of the Czech and Slovak Federative Republic (CSFR) in 1993. The development in accounting
legislation had assimilated to the changed conditions in the political and economic situation. Until December
1991 the integrated system of social-economic information was implemented and applied as in the central planned
economy. The period between 1989 and 1991 was a kind of transitional period of gradual and progressive change
in accounting system. In this period new legislation was issued with the force from January 1, 1990 and
effectiveness only until December 31, 1991. There were issued: the Act No. 128/1989 Coll. which amended the
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most important act in the central planned economy — Act No. 21/1971 Coll. on integrated system of social-
economic information; the regulation of CSFR’s government No. 136/1989 on information system of
organisations and several ordinances connected with charts of accounts and accounting (Slosar, 2008) and later on
Federal Ministry of Finance adopted Decree No. 23/1990 Coll., on Accounting, that came to force on 1 March
1990.

The transformation from the central planned economy to free market economy system with the private not only
state ownership and need of national and international accounting information comparison requested radical
reform of accounting system. One of the initial stages of this reform was the enactment of the obligation for
accounting entities to maintain their accounts in the Commercial Code No. 513/1991 of 5 November 1991 and
effective since January 1, 1992. The result of this reform was the first act on accounting in modern history - Act
No. 563/1991 Coll. on Accounting approved by the CSFR’s federal assembly on December 12, 1991 and effective
from January 1, 1992. This act introduced more comprehensive accounting information system with a new
methodology in the system on the basis of cash receipts and disbursements and in the system of double entry
bookkeeping and it also introduced for the first time rules for the consolidated financial statements. In accord with
the Act No. 563/1991 Coll. on Accounting several decrees were issued and applied by the Federal Ministry of
Finance e.g. Decree No. V/20100/1992 of 15 July 1992 laying down the framework for the chart of accounts and
details of the accounting procedures for entrepreneurs (see Table 6). Other types of accounting entities (e.g.
banks, insurance companies) were regulated by separate decrees laying down their frameworks for the chart of
accounts, details of the accounting procedures and financial statements.

The Slovak Republic has achieved its independence since January 1, 1993. The Commercial Code No. 513/1991,
Act No. 563/1991 Coll. on Accounting, Decree No. V/20100/1992 of 15 July 1992 laying down the framework
for the chart of accounts and details of the accounting procedures for entrepreneurs, sole traders and decrees for
other types of accounting entities (e.g. municipalities, non-profit organizations, political parties, civic
associations, banks, health insurance companies, insurance companies) have been kept and later several times
amended by the Ministry of Finance of the Slovak Republic. Except for decrees for accounting procedures there
were also single decrees for financial statements for entrepreneurs (Table 6) and for other types of accounting
entities. The rules for consolidated financial statements were provided undetailed in two paragraphs (§22 and 23)
of the Act No. 563/1991 Coll. on Accounting as amended. That is why the Ministry of Finance of the Slovak
Republic issued Decree No. 65/393/1993 of 22 December 1993 on the preparation of the consolidated financial
statements. The Slovak Republic had had an intention to become part of the European integration since its early
establishment that is why the Ministry of Finance incorporated the rules of the Seventh EU directive
(83/349/EEC) and International Accounting Standards. First consolidated financial statements ever were prepared
as of 31 December 1993 in accordance with the topical accounting legislation valid in the Slovak Republic at that
time. In 1994 the Ministry of Finance of the Slovak Republic issued two analogical degrees (Table 6) on the
preparation of the consolidated financial statements of banks and consolidated financial statements of insurance
companies (Farkas, 2013).

A significant change came with the access negotiations of the Slovak Republic to the European Union. The
Slovak legislation needed to be fully harmonized with the regulations of the European Union before its official
membership since May 1, 2004. The Ministry of Finance of the Slovak Republic had developed and issued a new
act on accounting, Act No. 431/2002 Coll. on Accounting which came into force on January 1, 2003 (there was an
exception for “financial year”, this paragraph came into force one year later). The Act No. 431/2002 Coll. on
Accounting as amended (hereafter: Act on Accounting) has the primacy in the Slovak accounting legislation and
cancelled the previous Act No. 563/1991 Coll. on Accounting including all decrees which were published in
accordance with the previous act. It is a general act for all types of accounting entities without setting specifics for
individual types of accounting entities (Slosar, 2008). The obligation for entrepreneurs to maintain their accounts
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is stated in the Commercial Code No. 513/1991 as amended (Chapter IV, Articles 35-40). This obligation is
connected with the fact that every type of business uses accounting and the types of business, including their
features, are also defined in the Commercial Code. (Hladika, MokoSova, Molin, 2017). The new Act on
Accounting was complied with the Fourth EU directive (78/660/EEC), the Seventh EU directive (83/349/EEC),
the Eight EU directive (84/253/EEC), other EU directives which set additional requirements in specific issues
(e.g. individual and consolidated financial statements of banks or insurance companies) and with the some
definitions and concepts of International Accounting Standards. In connection with the new Act on Accounting
several decrees were issued. They contained the rules for maintaining accounts in double entry bookkeeping by
different types of accounting entities, frameworks chart of accounts and financial statements and one degree for
the basis of cash receipts and disbursements. Since 2003 were in force: Decree of the Ministry of Finance of the
Slovak Republic No. 23 054/2002-92 of 16 December 2002, laying down details of the accounting procedures and
the framework for the chart of accounts for entrepreneurs maintaining accounts under the system of double entry
bookkeeping (hereafter: Decree of the MFSR on double entry bookkeeping for entrepreneurs); Decree of the
Ministry of Finance of the Slovak Republic No. 4455/2003-92 of 31 March 2003, laying down details of the
structure, description and content of items of financial statements for an individual entity and the extent of data
contained in these financial statements to be published by entrepreneurs maintaining accounts under the system of
double entry bookkeeping; Decree of the Ministry of Finance of the Slovak Republic No. 23586/2002-92 of 17
December 2002, laying down details of the accounting procedures and details of the structure, description and
content of items of financial statements and the extent of data contained in these financial statements to be
published by entrepreneurs maintaining accounts under the basis of cash receipts and disbursements, doing
business or undertaking other independent earning activities where they report expenses incurred for acquiring,
assuring and maintaining income in order to determine their income tax (hereafter: Decree of the MFSR on single
entry bookkeeping for entrepreneurs). In 2002 — 2003 new decrees on accounting procedures, framework for the
chart of accounts and financial statements for other types of accounting entities (e.g. the Slovak National Bank,
health insurance companies, state funds) were issued by the Ministry of Finance of the Slovak Republic.

In connection with the new Act on Accounting next three decrees on the preparation of consolidated financial
statements (separately for entrepreneurs, banks and insurance companies) were issued by the Ministry of Finance
of the Slovak Republic. These three decrees had been effective only for two years 2003-2004, because the Slovak
Republic implemented Regulation (EC) No. 1606/2002 of the European Parliament and of the Council of 19 July
2002 on the application of international accounting standards and in this respect amended the Act on Accounting
(PariSova, 2010). This amendment caused the repeal not only above mentioned three decrees on consolidated
financial statements, but also decrees on maintaining accounts and framework charts of accounts for banks,
insurance companies and large companies. The Slovak Republic had enforced the Article 4 and 5 of Regulation
(EC) No. 1606/2002 and applied the IFRS as adopted by the EU for preparation of all consolidated financial
statements (with the exception of consolidated financial statements of public administration accounting entities)
since 2005 and individual financial statements of banks, insurance companies and large companies since 2006.
The obligation to prepare the consolidated financial statements remains in the amended Act on Accounting and if
accounting entities meets the requirements, then they have to prepare the consolidated financial statements in
accordance with IFRS as adopted by the EU (Farkas, 2013).

The guiding principle “think small first” implemented by the European Commission in its last accounting
directive (Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013 on the annual
financial statements, consolidated financial statements and related reports of certain types of undertakings as
amended) in order to further simplify the requirements for SMEs has significantly impacted the Slovak
accounting regulation. First of all the Act on Accounting was amended and the size criteria for classification of
entrepreneurs were harmonized with the Directive 2013/34/EU. Accounting entities are classified into micro,
small, large accounting entities and public interest entities in accordance with the Act on Accounting (Article 2
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(5) to (12)) which amendment came into force on January 1, 2015. This amendment of Act on Accounting caused
the repeal of the Decree of the Ministry of Finance of the Slovak Republic No. 4455/2003-92 laying down details
of the structure, description and content of items of financial statements for an individual entity and the extent of
data contained in these financial statements to be published by entrepreneurs maintaining accounts under the
system of double entry bookkeeping and the implementation of two new decrees: Decree of the Ministry of
Finance of the Slovak Republic No. MF/23377/2014-74 of 3 December 2014 laying down details of the structure,
description and content of items of individual financial statements for large accounting entities and public interest
entities, as amended and Decree of the Ministry of Finance of the Slovak Republic No. MF/23378/2014-74 of 3
December 2014 laying down details of the structure, description and content of items of individual financial
statements for small accounting entities, as amended with the effectiveness of amendments on January 1, 2016.
Both of these new decrees have been amended once since their force on January 1, 2015. The decree for micro
accounting entities was issued one year earlier as Decree of the Ministry of Finance of the Slovak Republic No.
MF/15464/2013-74 of 11 December 2013 laying down details of the structure, description and content of items of
individual financial statements for micro accounting entities, as amended (amended once since January 1, 2014).
The amendments of Act on Accounting, Decree of the MFSR on double entry bookkeeping for entrepreneurs and
new decrees for financial statements applied certain simplifications of accounting procedures and preparation of
financial statements for micro and small accounting entities.

Topical version of the Act on Accounting consists of nine parts and except for the accounting systems it also
defines other principal accounting issues such as accounting documents, accounting entries, accounting books,
framework for the chart of accounts and accounting entity’s chart of accounts, financial statements, audit of
financial statements by an auditor, annual report, consolidated financial statements, register, valuation methods,
reconciliation procedures, accounting documentation (Hladika, Mokosova, Molin, 2017). Since 2002 the Act on
Accounting has been amended 25 times and Decree of the MFSR on double entry bookkeeping for entrepreneurs
has been amended 14 times. Decree of the MFSR on single entry bookkeeping for entrepreneurs (new decree from
2007) has been amended 8 times.

Table 6. Main legal accounting regulation for entrepreneurs in the Slovak Republic, 1993-2017

Legislation Accounting regulation spheres
Reporting
- 25| 24 28
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accounting procedures for entrepreneurs
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double entry bookkeeping
Decree N0.16680/2003-92 of 11 November 2003 laying down
§ 1210'(%' 0216(1)3' 3216(1)2' details of the methods and accounting procedures of X X
o consolidation and consolidated financial statements
Decree No. MF/27076/2007-74 of 13 December 2007, laying
down details of the accounting procedures and details of the
structure, description and content of items of financial
statements and the extent of data contained in these financial
5| 13.12. | 01.01. statements to be published by entrepreneurs maintaining X X
& | 2007 2008 accounts under the basis of a cash receipts and disbursements,
doing business or undertaking other independent earning
activities where they report expenses incurred for acquiring,
assuring and maintaining income in order to determine their
income tax
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Legislation Accounting regulation spheres
o > Reporting >3
5| . cancel EE | E8|g =48 =494 £S5
| lssue | effect | o type and title SS| S§|2,_ S92 _£54§ 58
date date yp o 'c o2 Lo 295D cg g9
date S8 | SE|2 234224 S3g
<5 | <%|p 48 =¢§ <¢
o | 11.12 01.01 Decree No. MF/15464/2013-74 of 11 December 2013 laying
a o . down details of the structure, description and content of items X X
« | 2013 2014 of individual financial statements for micro accounting entities
Decree No. MF/23377/2014-74 of 3 December 2014 laying
S | 03.12. | 01.01. down details of the structure, description and content of items X X
Q| 2014 2015 of individual financial statements for large accounting entities
and public interest entities
< | 03.12 01.01 Decree No. MF/23378/2014-74 of 3 December 2014 laying
a 2614' 20'15' down details of the structure, description and content of items X X
D of individual financial statements for small accounting entities

Source: Composed by authors according to references presented in the Table

In the meanwhile, the Ministry of Finance of the Slovak Republic accepted a proposal of two acts amending the
Act on Accounting with effectiveness as of 1 January 2018. These two acts amend a delivery of documents to the
tax authority or the electronic mailroom and the valuation of assets and liabilities by the European company,
European cooperative or European economic interest group. One of the changes is connected with the more
effective control of the observance of accounting legislation; the preservation of the accounting documentation
will be prolonged from 5 years to 10 years. Besides it should be implemented the status of administrative offence
having been committed repeatedly including the sanction for it. These proposals should assign some objectives of
the Governmental Action Plan against Tax Fraud 2012-2016 (MokoSova, Subaéiené, Hladika, Molin, 2017).

At the present time except for the accounting legislation for entrepreneurs there are valid accounting decrees
connected with Act on Accounting for banks; budgetary organizations, subsidized organizations, municipalities,
state funds and institutions that are financed from the state budget; non-entrepreneurs (i.e. non-profit
organizations, political parties, civic associations and other similar bodies); health insurance companies; the
Social Insurance Company; the Export-Import Bank of the Slovak Republic; security traders; mutual funds,
pension funds and supplementary pension funds and Deposit Guarantee Fund, Guarantee Fund for Investment and
electronic money institutions. Accounting regulation in the public sector consists from several decrees which
amendments were partially influenced by IPSASs (KordoSova, 2008).

9. Research findings

Comeparison of research results is presented in the Appendix 1 and generalized accounting evolution division on
phases - in Figure 2.
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Fig. 2. Accounting regulation evolution division on phases

Source: Composed by authors

Research results show, that accounting regulation evolution phases are related with issue or amendments of Law
(or Act) on Accounting and evolution of accounting regulation in analysed countries may be distinguished in four
general phases. The period of evolution started at the beginning of nineties (1990-1993) when the countries
transformed from a central planned economy to market economy, accounting performed as a central planned
economy. Accounting system was reformed and substituted by completely new accounting regulation. Common
factors influencing the development of the first phase are gaining the independence, transition from a central
planned economy to market economy, social and economic changes, and emergence of new entrepreneurial
entities. Common factors, which made impact for development of second phase (1992 — 2007), when laws on
accounting and additional legislation were issued and accounting regulating laws were aligned with Fourth and
Seventh EU Directives, are such as need for approving a comprehensive regulation of accounting, creation of an
accounting system accessing the EU, stronger impact of globalization, beginning of the development of national
accounting standards. Third phase (2003-2015) was devoted for further improvement of financial statement
structure, implementation of IFRS and national accounting standards and were influenced by such common
factors as necessity of improvement of influence of an economic crisis, issue of the new laws regulating
accounting, the new setting of the application of a national accounting standards. Fourth phase (2012—present)
express a significant influence on accounting regulatory acts of requirements of Directive 2013/34/EU of the
European Parliament and Council and was influenced by factors of implementation of requirements of Directive
2013/34/EU into national Laws regarding accounting and diversification of composition and content of financial
reports for different categories of companies.

Differences of analysed countries may be distinguished by several aspects (see Figure 3). Accounting system is
regulated by one law in Croatia (Law on Accounting), The Czech Republic, The Slovak Republic, The Republic
of Estonia (Accounting Act), but it is supplemented by many ordinances and decrees regarding accounting
procedures, content and structure of financial statements, and by several laws in Latvia (Law on Accounting,
Law on the Annual Financial Statements and Consolidated Financial Statements), in Lithuania (Law on
Accounting; Law on Financial Statements; Law on Consolidated Financial Statements). The basic legal acts
define the scope of accounting units, accounting principles, accounting organization, requirements for a single set
of financial statements and consolidated financial statements, requirements for auditing and principles of
accounting methodology. Significant problems (incoherent and unsystematic regulation of an accounting,
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different areas regulation by various legislation, does not exist sustainable accounting policy) caused many
amendments of legal acts in all countries.

LA/AA FCA IFRS NAS IAAS PSR PSIAS PSNAS

1990
1991 | CZ EE, SK LT EE
1992 CZ, SK
1993 | HR, LV, LT HR, LV HR
1994 LT
1995 LT

2002 HR
2003 EE EE

2004 cz CZ LT
2005 SK LT
2006 LT
2007 LV
2008 HR SK
2009
2010 cz

2017

Fig. 3. Chronological map of accounting regulation evolution main elements
Abbreviations:
LA/AA — Law on Accounting/ Act on Accounting; FCA — Framework of Chart of Accounts; IFRS — International Financial Reporting standards; NAS —
National Accounting Standards; IAAS — Organization for Accounting and/or Accounting Standards; PSR — Public Sector Reform; PSNAS — Public Sector
National Accounting Standards; PSIAS — Public Sector International Accounting Standards.

Source: Composed by authors

Application of the IFRS is a common feature in the countries under study because they all are the member states
of the EU, however in Croatia and Estonia there is a possibility to apply IFRS or local Financial Reporting
Standards for micro, small and medium companies as well. It was concluded that national accounting standards
were introduced in Croatia, Czech Republic, Lithuania and Latvia, however in Latvia the Cabinet of Ministers
ruled out the mandatory use of standards in accounting records of undertakings from 2011.

Although Croatia entered the European Union only in 2013, its accounting system’s development stages,
regulatory measures and requirements are similar to other countries involved in the study, so the hypothesis that
newly formed, independent European countries accounting development depends on accession to the European
Union should be rejected.

Reform of public sector accounting was performed in The Republic of Croatia, The Republic of Lithuania, and
the Slovak Republic, when the cash basis of accounting in public sector accounting transferred to accrual basis of
accounting or modified accrual basis of accounting (the Republic of Croatia). In the Czech Republic before 2010
public sector entities kept accrual based accounting (not cash based accounting) but with limited methods.
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National public sector accounting and financial reporting standards were issued only in Lithuania. In the Slovak
Republic public sector accounting regulation consists from several decrees which amendments were partially
influenced by IPSASs.
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Appendix 1. Evaluation of accounting regulation evolution

Phases of accounting
regulation evolution

Factors influencing development of phases

Peculiarities of phases

The Republic of Croatia

gaining the independence;
transition from social (state) ownership to a

all business entities are in state ownership and accounting
is performed as a central planned economy;

1991-1992 - . accounting system is based on detailed rules and
private one; : .9
. . instructions;
social and economic changes - . . .
singular system of financial reporting
abandon of accounting system that is based on detailed
the first Law on Accounting in independent rt;les ar;d |nstruct|_ons; —
Croatia is issued: chart of accounts is not prescrl_bed,
1993-2005 establishment of’the Croatian Board for dual system of financial reporting;
Accounting and Accounting Standards application of International Accounting Standards for all
9 9 business entities regardless their size;
establishment of Registry of financial statements
changes in accounting regulations are in ECL(J:ODUEESS Vr:gulatmn is aligned with Fourth and Seventh
2006-2015 accordance with Croatia’s accession to the EU; development and application of Croatian Financial

establishment of the Board for Financial
Reporting Standards

Reporting Standards;
new structure and content of financial statements

2016—present

Implementation of requirements of Directive
2013/34/EU into Croatia Law on Accounting

significant changes in the accounting regulation for micro
entities (simplification of legislation)

The Czech Republic

a shift from a central planned economy to market

approval of the decrees on accounting implementing the

1990-1991 economy; occurrence of new entrepreneurial act of 1971 on uniform system of social-economic
entities information
approval of the New Commercial Code and need | of th A . dimol .
1992-2002 for approving a comprehensive regulation of approval of the new cton gccountlng and imp eme”t”?g
. decrees of the Ministry of Finance of the Czech Republic
accounting
the original decrees were replaced with new decrees
approved as a legal regulation; Czech accounting
need for a comprehensive regulation of standards were issued, defining particular accounting
2003-2009 accounting through a legal regulation and for procedures; legal regulation of single-entry accounting
detailed definition of accounting methods for was cancelled and replaced with tax record keeping (for
different types of accounting units natural persons) and intended introduction of double-
entry accounting (for legal entities); application of the
IFRS was first compulsory, later voluntary
effort to make the information reported by state “reform in accounting of state administration” was
administration more efficient and effort to applied _through a new decree for state adml_nl_stratlon and
2010-2015 accounting methods used by accounting entities were

compile consolidated financial statements for the
Czech Republic

applied and decree on consolidation rules for state
administration was approved

2016—present

requirements of Directive 2013/34/EU of the
European Parliament and of the Council of 26
June 2013 and need to introduce further
legislative changes

approval of an extensive amendment to Czech accounting
regulations

The Republic of Estonia

Restoration of the independence. Movement from

Regulation of Accounting was adopted. It was an
introduction of a fundamentally different accounting

1990-1994 : - .
planned economy to free market. system in comparison with the planned economy.
Establishment of Estonian Accounting Board.
First Accounting Act was came into force. Accounting
1995-2002 Formation of accounting system Act was supplemented by 16 guidelines which were

called as Estonian GAAP. True and Fair View override
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Phases of accounting
regulation evolution

Factors influencing development of phases

Peculiarities of phases

was declared.

New Estonian Accounting Act. The essence of the law is
framed in compliance with IFRSs. Two accounting

2003-2012 Changes in accounting system frameworks: Estonian GAAP and IFRSs. Estonian GAAP
is based to the IFRSs
20132015 Changes in Estonian GAAP: switch from the Full | Estonian GAAP (17 guidelines) is based to the IFRS for

IFRS to the IFRS for SMEs

SMEs

2016—present

Requirements of Directive 2013/34/EU of the
European Parliament and of the Council of 26
June 2013.

Changes in the Accounting Act: diversification of entities
and changes of requirements of the content of annual
reports depending on the size of companies. From 2017
the Estonian GAAP was renamed to the Estonian
financial reporting standard.

The Republic of Latvia

restoration of the independence; movement from

the introduction of a fundamentally different accounting
system in comparison with the planned economy; the

1991-1992 planned economy to free market; obligation of companies to submit financial statements
significant changes of economics and social life and disclosure the information
accounting regulating laws alignment with Fourth and
creation of an accounting system; Seventh EU Directives; unified fundamental principle of
1993-2006 accessing the EU; stronger impact of bookkeeping in public sector; special regulations of
globalization; beginning of the development of Cabinet of Ministers for the accounting organisation;
national accounting standards establishment of Methodological Council of an
Accounting
necessity of imorovement of the rules regardin development of national accounting standards instead
yorimp o 9 g adaption the international accounting standards; changes
20072011 the accounting regulations; influence of an ) ? -
Y of the content of balance sheet; specified evaluation
economic crisis o ST
methods; different audit criteria
stabilization policy of economics; replacement of the national standards with the Cabinet of
2012-2015 the new setting of the application of a national Ministers regulations; improvement of the public sector

accounting standards

accounting in a post -crisis period

2016—present

requirements of Directive 2013/34/EU of the
European Parliament and of the Council of 26
June 2013;

adoption of the law “On Annual Report and Consolidated
Annual Report”; diversification of composition and
content of financial reports for different categories of
companies

The Republic of Lithuania

the restoration of independence;

accounting performed as a central planned economy

1990-1992 changeover from a state ownership to a private accounting system based on detailed rules and
one; social and economic changes instructions
accounting regulation started to develop from detail
instructions to appliance of principles;
issue of the Law on the Principles of Accounting; | regulation of accounting was not consistent, different
1993-2001 establishment of the Institute of Audit and accounting’ spheres were regulated by different level of
Accounting legislation;
enterprises proceeded accounting on tax laws
requirements
issue of the Law on Accounting, the Law on the Law on Accounting, the La\_/v on Fir}ancia_l
A . . Statements, the Law on Consolidated Financial
Financial Statements, the Law on Consolidated Statements were complied with the Fourth (78/660/EEC)
20022015 Financial Statements; changes related with the

Lithuania‘s accession to the EU;
issue of Business Accounting Standards

and Seventh (83/349/EEC) EU directives;
Business Accounting Standards were based on
International Financial Reporting Standards

2016—present

requirements of Directive 2013/34/EU of the
European Parliament and of the Council of 26
June 2013;

changes, related with this phase made the biggest impact
in arrangement of accounting for micro-enterprises
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Phases of accounting
regulation evolution

Factors influencing development of phases

Peculiarities of phases

amended legislation related with regulation of
accounting

The Slovak Republ

ic

changeover from a state ownership to a private

accounting performed as a central planned economy

1990-1992 . - .
(CSFR) one; accounting system was reformed and substituted by

social and economic changes completely new accounting regulation

1993-2002 the restoration of independence continuing with implemented CSFR’s accounting

regulation with later amendments

new set of Slovak accounting requlation issued: implementation of Fourth EU directive (78/660/EEC), the
Act on Accounting Decreesgon gccouming " | Seventh EU directive (83/349/EEC), the Eight EU

2003-2013 procedures and decrees on financial statements directive (84/253/EEC), other EU directives which set

was published because of entrance negotiations of
the SR to the EU

additional requirements in specific issues (e.g. individual
and consolidated financial statements of banks or
insurance companies) and partially IAS/IFRS

2014—present

requirements of Directive 2013/34/EU of the
European Parliament and of the Council of 26
June 2013 implemented

changes, related with this phase made an impact in
arrangement of accounting and financial statements for
micro and small enterprises, Act on Accounting was
amended and new degrees on individual financial
statements were published

Source: Composed by authors
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