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Abstract 

This study investigates the problems with the implementation process of the International Financial Reporting 
Standards for Small &Medium Enterprises in Federation of Bosnia & Herzegovina. The factor analyses method is 
used over the two hundred and fifty seven survey responses obtained from companies operating in Sarajevo. 
Empirical findings indicate that; (a) Small and Medium Enterprises have positive perception on International 
Financial Reporting Standards, (b) the companies don’t have enough information about International Financial 
Reporting Standards and, (c) conversion process of financial reporting system is complicated.  
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1. Introduction 

The International Financial Reporting Standards (IFRS) are a set of financial reporting principles which aim to create 
a single, world-wide reporting language for the financial sector. Globalization and economic unions encourage 
companies to use the same financial reporting standards in order to ease bilateral trade relations. The differences 
among countries’ financial reporting methods have a negative impact and make it difficult for investors to evaluate 
each company’s performance. The IFRS provide a more reliable form of financial reporting for companies operating 
all over the world and makes it possible for companies to lower the costs of preparing different financial statement 
tables for each different country. Still, each company that operates internationally has to prepare its financial 
statements in compliance with the countries with which it has business deals. 

In Federation of Bosnia and Herzegovina (FBiH), international accounting standards (IAS) started to be used on the 
1st of January, 1995. The priority of this implementation included the preparation and introduction of balance sheets 
for private institutions. Both public and international experts had a role in the process of perfectly introducing IAS to 
the public. Additionally, higher education institutions added new financial courses related to the accounting reforms 
to their curriculum. In 1997, the Federal Agency for Accounting and Auditing was established with the main goal of 
achieving the shared unity for its improvement and function in Bosnian society: A Codex was made of accountancy 
principles and standards in FBiH, as well as seventeen accounting standards along with classification accounts for 
firms, which were announced in the first book of the Institute for Accountancy and Revision of FBiH. Since 2005, 
accounting policy has been determined by a law that includes the implementation of the international accounting 
system. Afterwards, companies started to convert their system to the international one.  

The responsible institutions, such as the Agency for Accounting and Audits, the Federal Law on Accounting and the 
Federal Association of Professional Accountants, studied all the standards in an effort to harmonize the Bosnian 
financial reporting system with the international reporting system. Those standards were published in the official 
papers 50/98 of FBiH. In the first phase of application, the Agency for Accounting and Audits revealed the factors 
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that had had negative effects on the implementation of the international standards such as lack of documents, fraud 
and errors, and weakness of internal control.  

A framework is developed to gauge the real situation of the IFRS on SME and adaptation process in FBiH. The data 
is obtained through face to face surveys and evaluated by using factor analysis in SPSS. The study reveals the real 
perceptions of SME companies regarding the IFRS in FBiH and investigates the perceptions of companies in order to 
understand the problems occurred in the adaptation process to the IFRS. The remainder of this paper is organized as 
follows: Section 1 includes a review of the literature on global IFRS applications. Section 2 describes the data and 
methodology used in this research. Section 3 presents the empirical results and Section 4 reports the conclusion and 
implications. 

2. Literature Review  

Prior studies explain the early adoption of the IFRS according to firm-specific benefits (Renders & Gaeremynck, 
2007), in particular, the implementing of the IFRS to increase quality and reliability as well as reduce the cost of 
adopting them for the firms mentioned by Daske (2006) and Daske and Gebhardt (2006). However, some researchers, 
such as Schadewitz & Vieru (2009), believed that changing the legal system to the IFRS increased auditing costs. 
They stress that audit costs are likely to increase in order to guide employees and clients in implementing the new 
accounting policies. 

Most countries in the European Union have already implemented the International Financial Reporting System 
(IFRS). By 2005, every listed European Union country was required to produce its group financial statements in full 
accordance with the International Accounting Standards and International Financial Reporting Standards (Alexander 
et.al, 2003). 

Some researchers believe that it is more beneficial to require companies to implement the system (IFRS) rather than 
letting the switch be voluntarily. According to these researchers, the change was more efficient for the firms who 
implemented the IFRS on a compulsorily basis than for those that adapted to the IFRS system voluntarily. However, 
there are some studies written on the impact of the adoption of the IFRS focusing on the characteristics of the firms 
that voluntarily adopted the standards, such as Murphy (1999), El-Gazzar et al. (1999) and Ashbaugh (2001).  

Coffee (1984), Dye (1990), Lambert et al. (2007) stress that the IFRS applications improve comparisons across firms 
and reduces estimation risk and conversion to the IFRS provides positive externalities on other firms, and mandating 
the IFRS would be one way to capture them. On the other hand, some researchers believe that the IFRS system has a 
negative impact on firms. Botosan (1997), Botosan & Plumlee (2002), Francis et al. (2004), and Hail & Leuz (2006) 
show that more extensive financial disclosures and higher quality reporting are negatively related to firms’ cost of 
equity capital. 

Additionally, some studies, such as Judge et al.(2010), seek to understand why some economies have quickly 
embraced the IFRS while others only partially adopt the IFRS and still others continue to resist. Their findings show 
that the institutional pressures within an economy are the key drivers in the adoption of the IFRS. Christensen, et al. 
(2009) explains that the mandatory adoption of the IFS has an impact on debt contracting. 

Chen, et al. (2010) studied the effect of the IFRS on accounting quality and the difficulties in controlling the 
confounding factors on accounting quality and stated that the quality of financial reporting increases with the 
implementation of the IFRS. Ball et.al (2003) question the quality of the financial statements prepared under the 
IFRS standards, particularly in the presence of weak enforcement mechanisms and adverse reporting incentives. In 
addition, some authors such as Chen & Cheng (2007) believe that using the International Financial Reporting 
Standards offers no contribution to the companies. They indicate the lack of significant contribution to the 
harmonization process to reform corporate governance. 

Finally, it can be stated that the studies focus on the impact of the IFRS and that the IFRS give companies the 
opportunity to compare their financial statements with others.  

3. Methodology 

The data is obtained through face to face surveys with two hundred and fifty seven companies from different 
industries operating in Sarajevo. Sixty-four of the responses were omitted in order to increase the reliability of the 
sample. Survey responses were analyzed using the factor analysis method in SPSS. The survey is also designed 
based on the objective of the paper and fourteen questions were included. Each question was followed by a five-point 
Likert scales ranging from strongly disagree to strongly agree.  
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The origin of factor analysis is generally ascribed to Charles Spearman (Harman, 1976). The essential purpose of 
factor analysis has been well expressed by Kelley (1940, p.120):` The statistical package for social sciences (SPSS) 
is used to analyze the results obtained from the questionnaire (Leng et al., 2008). It is also used to analyze the results 
of this survey. 

Factor analysis is a statistical method used to describe variability among observed variables in terms of a potentially 
lower number of unobserved variables called factors. Factor analysis searches for such joint variations in response to 
unobserved latent variables. The observed variables are modeled as linear combinations of the potential factors, plus 
error terms. Factor analysis originated in psychometrics and is used in the other applied sciences to deal with large 
quantities of data. 

4. Empirical Results 

In the first step, survey results are analyzed and in the second step responses were scrutinized for patterns through 
factor analytic methods using the SPSS software program in all procedures reported in the study. The Principal Axis 
Factor was used as the default setting and to determine the factor loadings greater than 0.30. After the verification of 
the Kaiser-Meyer Olkin measure of sampling adequacy (must be over 0.60) and determining the number of factors, it 
is proceeded in this study to rotate the matrix of loadings to obtain orthogonal factors using varimax rotation (Kaiser, 
1958). The component loading results are reported in Table below. In the third step, Kaiser Strategy (1960) is one 
method to use and dropped all components with eigenvalues smaller than 1.0 then repeated the procedures setting the 
loading size cut-off value at 0.60 to obtain a rotated second matrix of loading. In the last step, factors were identified 
and compared with the results obtained from the two approaches. 

A principal component analysis with a Varimax orthogonal rotation of the 5 scale questions from the survey 
questionnaire is conducted on the survey data gathered from 257 participants and define the three topic factors 
loadings as follows; 

The table 1 indicates three factors which has items loaded on each. Seven items are loaded in Factor 1 which are; 
whether the companies are agree or not to make the standards mandatorily, whether to be adapted to the IFRS is 
important for companies or not, do the companies agree or not IFRS makes investments efficient or not, whether the 
companies believe or not at least a quarter of all Bosnian firms will be using IFRS the next five years, do companies 
agree or not using of IFRS-1 and IAS-1 by other European countries will provide major contribution of 
harmonization process of IFRS in  and do the companies agree or not using IFRS will accelerate economic growth 
of Bosnia. 

Three items are loaded in Factor 2 which are; lack of knowledge about IFRS, lack of educated staff and language 
problem. This factor shows that there is lack of knowledge about IFRS. This factor is labeled as “lack of 
knowledge”. 

The items loaded in Factor 3 are; differences about the level of education of accountant, complexity of conversion, 
dissonance of internal reporting and external reporting, lack of consistent IFRS application globally. This Factor is 
labeled as “complexity of adaptation”. 

5. Conclusion 

This paper investigates the perception of SMEs regarding the International Financial Reporting Standards 
implementation in the Federation of Bosnia and Herzegovina. The data is obtained through a face to face survey 
study of two hundred and fifty-seven companies operating in Sarajevo. Factor analyses were performed using the 
SPPS package. 

The analysis results indicate that; (a) the SME companies have positive perception about using International 
Financial Reporting Standards (IFRS), (b) the companies don’t have enough information about International 
Financial Reporting Standards, (c) conversion process related to financial reporting system is complicated. This 
complexity is perceived as a difficulty in front of companies to implement this financial reporting system.  This 
study has important implications regarding the application of the IFRS on SME in FBiH and provides beneficial 
information for the policy makers who are responsible for the implementation process. Also, this study sheds light on 
the real situation of the International Financial Reporting Standards in Bosnia & Herzegovina. 
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Table 1. Rotated Component Matrixa 
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