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ABSTRACT

The aim of this paper is to assess the quality of financial
statements of government-owned enterprises in Bosnia
and Herzegovina based on the information contained in
the audit reports of the supreme audit institutions. The
research was conducted on a sample of 135 audit reports
related to the reporting periods from 2018 to 2022. The
method of content analysis was used to collect data. The
results of the research show that in over 80% of cases
the auditors gave a modified audit opinion indicating
that the quality of the financial statements is not at the
satisfactory level. Most of the reasons for modifying the
audit opinion relate to noncompliance with the provisions
of IAS 1, IFRS 9, IAS 36, IAS 16, IAS 37 and IAS 2.
In most cases, irregularities in the financial statements
of government-owned enterprises are the result of not
performing an assessment of the impairment of fixed and
current assets and reducing the value of these assets to
a recoverable amount. Because of this, the value of the
assets is overestimated, the expenses are underestimated
and the financial result is overestimated.

© 2024 ACE. All rights reserved

1. INTRODUCTION

Government-owned enterprises represent enterprises that perform activities of
public interest and in whose equity capital the state or some part of it directly
or indirectly has majority ownership. These enterprises are formed to provide
electricity production and supply services, water supply services, waste collection
and disposal services, rail transport services, etc. Through the establishment of
government-owned enterprises, the state strives to improve the quality of life of
its citizens and at the same time stimulate economic development and protect
strategic resources. In many countries, government-owned enterprises have great
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economic and political importance. They play an important role in improving the
performance of the economy because they significantly contribute to the increase
of the gross domestic product (GDP) and total employment and influence the
operations and financial performance of private enterprises (Malini¢, 2015).

However, the results of numerous studies have shown that government-owned
enterprises do not fulfil their function as expected and that they are less successful
than private enterprises (Wang & Shailer, 2018). Often, government-owned
enterprises use resources inefficiently, realise large losses and face problems
of insolvency. These are the consequences of inadequate management of these
enterprises, insufficient transparency of their operations and lack of adequate
supervision over their operations (Malini¢, 2015). Managers of government-
owned enterprises, especially in developing countries, are usually under the
influence and protection of political structures, which allows them to behave
very ofthandedly, even in conditions when enterprises achieve bad results. They
do not bear the consequences for poor management and poor performance of
the enterprises. Due to the fact that they perform activities of public interest,
government-owned enterprises are considered socially necessary. Therefore,
their losses and financial recovery are financed from the state budget, with
the aim of avoiding their bankruptcy (Malini¢, 2015). This gives managers the
assurance that government-owned enterprises will survive, and they will retain
managerial positions, despite poor performance. Therefore, they do not have
to make excessive efforts to improve the quality of management and business
efficiency.

Government-owned enterprises in Bosnia and Herzegovina have a great
influence on the country’s economy. Cegar & Parodi (2019) determined that
this impact is mostly negative due to their low profitability, high leverage and
low liquidity. Namely, government-owned enterprises affect the labour market,
fiscal sustainability and competitiveness of the economy. Of the total number
of employees in Bosnia and Herzegovina, 11% are employed in government-
owned enterprises. Labour productivity in these enterprises is lower than in
private enterprises, but average salaries are 40% higher. Government-owned
enterprises own 40% of all fixed assets in the economy, but these enterprises are
responsible for only 10% of total turnover. The total debts of government-owned
enterprises amount to about 26% of GDP. A significant part of the outstanding
obligations refers to obligations for taxes and social contributions. This has a
negative impact on the collection of tax revenues and the functioning of the
public pension and health insurance system. Almost half of government-owned
enterprises are insolvent and rely on government support to survive. There are
no official policies that condition government support for government-owned

146 https://ae.ef.unibl.org


http://www.ae.ef.unibl.org/

(ACE) Acta Economica, Vol. XXII, No. 40, 2024 145160

enterprises. Direct subsidies and loan guarantees are granted to government-
owned enterprises without explicit obligations of these enterprises. Government-
owned enterprises in Bosnia and Herzegovina do not contribute enough to the
development of infrastructure, which calls into question the justification of their
existence. All this indicates that it is necessary to reform government-owned
enterprises.

Defining and implementing reform activities requires that government-owned
enterprises have quality financial statements. Financial statements that give
a true and objective view of the financial position and performance of these
enterprises are needed. Only on the basis of such financial statements it is
possible to objectively assess the current situation, assess the risks government-
owned enterprises face and define adequate policies and strategies for future
action. Financial statements that do not contain true and objective information
can mislead the state as owner, prevent effective business decision-making and
increase the risk of making wrong decisions.

Unfortunately, there are numerous examples of fraudulent financial reporting
by government-owned enterprises (Malini¢, 2015). Poor financial performance
is in itself a threat to the integrity of financial reporting. Government-owned
enterprises are constantly exposed to criticism for achieving poor results,
insufficient operational efficiency, excessive spending of resources, etc
(Milojevi¢, 2018). Because of this, managers feel the pressure to show in the
financial statements that the financial condition and the achieved results are
better than they are. They seek and find all possible ways to avoid showing the
real situation (Milojevié, 2018).

Auditing plays a significant role in improving the quality of financial statements.
It contributes to the strengthening of accounting discipline and the responsibility
of those who prepare financial statements (Pordevi¢ & Spasi¢, 2022). An
audit opinion based on objective evidence indicates the quality of the financial
information contained in the financial statements. An unmodified audit opinion
indicates that the financial statements are true and objective, while a modified
audit opinion indicates the poor quality of the financial statements. By issuing a
modified audit opinion, the auditor tries to limit the opportunistic behaviour of
managers.

The quality of financial statements can be viewed in different ways. There is no
single methodology for assessing the quality of financial statements. Researchers
use different methods to assess the quality of financial statements such as, for
example, the earnings management method, the accounting conservatism
method, and accrual-based models (Rudzioniené¢ & Guptor, 2019). The
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quality of financial statements can also be evaluated based on the information
contained in audit reports (Aljinovic Barac, Vuko, & Sodan, 2017; Vuckovié
Milutinovi¢, 2019). In most cases, a modified audit opinion is a consequence of
the auditor’s disagreement with management regarding the appropriateness of
selected accounting policies, the application of selected accounting policies, or
the appropriateness of disclosures in the financial statements. This means that
a modified audit opinion usually indicates that, to a greater or lesser extent, the
financial statements are not true and objective.

The aim of'this paper is to assess the quality of financial statements of government-
owned enterprises in Bosnia and Herzegovina based on the information contained
in the audit reports of the supreme audit institutions. Based on the type of audit
opinion, it will be determined how often the auditors indicate that the financial
statements of government-owned enterprises are true and objective and how
often they indicate that the financial statements are not of satisfactory quality. In
this way, the scope of irregularities in the financial statements of government-
owned enterprises in Bosnia and Herzegovina will be assessed. Also, based on
the reasons for modifying the audit opinion that the auditors state in their audit
reports, it will be determined which International Accounting Standards (IAS)
and International Financial Reporting Standards (IFRS), i.e. which provisions of
these standards, are most often violated.

The remainder of the paper is structured as follows. The second section provides
an overview of previous research. The third section describes the research design.
Empirical results are presented and discussed in the fourth section. Concluding
remarks are given in the fifth section.

2. LITERATURE REVIEW

In recent years, issues of quality of financial statements, quality of accounting
information, quality of disclosure, etc. have attracted more attention from
researchers, but the number of studies that have been done on this topic is still
insufficient (Aljinovic Barac, Vuko & Sodan, 2017; Chaney, Faccio & Parsley,
2011; Gaynor, Kelton, Mercer & Yohn, 2016; Herath & Albarqi, 2017; Hope,
Thomas & Vyas, 2013; Liu & Lu, 2003; Rudzioniené & Guptor, 2019; Tang,
Chen & Lin, 2016). Most of the research was done on a sample of private
enterprises or listed companies, regardless of their ownership (Aguguom &
Ebun, 2021; Aljinovic Barac, Vuko & Sodan, 2017; Demir & Bahadir, 2014;
Herath & Albarqi, 2017; Hope, Thomas & Vyas, 2013; Mbawuni, 2019; Robu &
Istrate, 2015; Tang, Chen & Lin, 2016; Vuckovi¢ Milutinovi¢, 2019). Although
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the quality of financial statements of government-owned enterprises is equally
important, fewer researchers have dealt with this topic (Chaney, Faccio & Parsley,
2011; Pordevi¢ & Spasi¢, 2022; Istrate, 2018, Rudzioniené & Guptor, 2019).

There is a widespread opinion in the literature that government-owned enterprises
are the root of operational inefficiency that affects the level of quality of
accounting information (Wang & Yung, 2011). It is believed that state ownership
of enterprises is associated with lower quality of accounting information and that
there are several reasons leading to this (Chaney, Faccio & Parsley, 2011). Thanks
to political connections, government-owned enterprises often receive certain
benefits. Their managers try to hide these benefits in the financial statements.
There is no manager’s responsibility for poor financial reporting. They are not
penalised for the low quality of accounting information and therefore do not feel
the need and pressure to improve the quality of accounting information. Also,
due to political connections, government-owned enterprises do not face the rise
in debt prices due to the reporting of poor quality accounting information, which
is the case with other enterprises.

Despite strong arguments in favour of the negative impact of state ownership
on the quality of financial statements, the results of empirical research give
conflicting results. Chaney, Faccio & Parsley (2011) examined the quality of
accounting information reported by politically connected enterprises, which
include government-owned enterprises. They measured the quality of accounting
information by the quality of earnings. The authors found that the presence of
political connections is associated with a lower quality of accounting information.
Research done by Liu & Lu (2003) and Wang, Aharony & Yuan (2010) also
showed that state ownership is related to earnings management.

However, Wang & Yung (2011) found a lower level of earnings for management
among state-owned enterprises than among privately-owned enterprises. They
found that the difference in the quality of earnings between state-owned and
privately-owned enterprises becomes less apparent as the economy becomes more
market-driven. Ding, Zhang & Zhang (2007) also found that privately-owned
companies manage earnings more than state-owned companies. One possible
explanation for these surprising results is that the government’s protection of
state-owned enterprises may have reduced the pressure on managers to manipulate
information contained in financial statements (Wang & Yung, 2011). It should be
borne in mind that both of these studies were conducted on a sample of Chinese
companies and that the obtained results may reflect the specifics of the Chinese
capital market. Chinese privately-owned companies are still in a weaker position
due to specific political and historical factors and are therefore under pressure to
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present financial results better than the real ones in order to convince the market
(Ding, Zhang & Zhang). Conflicting results in existing research suggest that a
better understanding of the relationship between state ownership and earnings
management is needed.

Comparative analyses of the quality of financial reporting in different countries
show that the quality of financial reporting in developed countries is at a higher
level compared to developing countries (Tang, Chen & Lin, 2016). Economically
developed countries have a developed capital market with established investor
protection mechanisms, an efficient legal system, a lower degree of corruption and
developed accounting and auditing practice. They have developed mechanisms
that oblige managers of state-owned enterprises to operate more transparently
and responsibly. Bearing this in mind, it is expected that the quality of financial
statements of state-owned enterprises in developed countries is at a higher level
than in developing countries. This is confirmed by research. For example, Olmo
Vera & Brusca Alijarde (2021) found that 96% of the considered state-owned
enterprises in Spain received an unqualified audit opinion, while in only 4% of
cases the auditors gave a modified audit opinion indicating insufficient quality
of financial statements.

Studies conducted on a sample of state-owned enterprises in Serbia, Romania
and Kenya show that the quality of financial statements of state-owned
enterprises in developing countries is at an extremely low level. Pordevi¢ &
Spasi¢ (2022) determined that 36% of the considered state-owned enterprises
in Serbia manipulated information on realised revenues in order to overestimate
or underestimate the financial result of the enterprise. By reviewing the audit
reports issued by the State Audit Institution, they determined that 83% of state-
owned enterprises that made up the sample received a modified audit opinion.
Istrate (2018) found that in 78% of the audit reports of the sampled Romanian
state-owned enterprises, the auditors expressed a modified audit opinion on the
financial statements, indicating that the financial statements contain material
misstatements or that they were unable to gather sufficient evidence to express an
audit opinion on the truth and objectivity of a particular position of the financial
statement or the entire financial statements. Istrate (2018) also determined that
the most common materially significant misstatements in financial statements
relate to the recognition of certain assets and liabilities, the assessment of
provisions, the determination of depreciation of fixed assets, the recognition of
potential liabilities in connection with court cases, etc. Oruke, Iraya, Omoro and
Otieno (2021) found that in 68% of the analysed audit reports of state-owned
enterprises in Kenya, the auditors issued a modified audit opinion on the financial
statements of these enterprises. The results of these studies show that the quality
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of financial reporting in most state-owned enterprises in developing countries
is not at a satisfactory level. Given that Bosnia and Herzegovina belongs to the
group of developing countries, it could be expected that the quality of financial
statements of government-owned enterprises in Bosnia and Herzegovina is also
at a very low level.

3. RESEARCH DESIGN

The aim of this research is to assess the quality of financial statements of
government-owned enterprises in Bosnia and Herzegovina based on audit
opinions and other information contained in audit reports. The research was
conducted on a sample of 135 audit reports on the financial statements of
government-owned enterprises in Bosnia and Herzegovina. The research covered
the period from 2018 to 2022.

Defining the sample was accompanied by numerous difficulties due to the
unavailability of information on the operations of government-owned enterprises.
Data on the exact number of government-owned enterprises in Bosnia and
Herzegovina is not publicly available. There is no single register of government-
owned enterprises. There are registers of government-owned enterprises that are
owned by certain parts of the state, but they are not updated regularly. Some
of them have not been updated for years, so the reliability of the information
they offer is highly questionable. In order to raise the level of transparency of
the operations of government-owned enterprises in Bosnia and Herzegovina,
certain non-governmental organisations strive to collect and publish as much
information as possible about the operations of these enterprises. These
organisations determined that there are 582 government-owned enterprises in
Bosnia and Herzegovina (Transparency International Bosna i Hercegovina,
2024). Although all government-owned enterprises are obliged to submit to the
competent institution the audit reports together with the financial statements that
were the subject of the audit no later than the end of June of the current year for
the previous year, a significant number of government-owned enterprises, more
than 100 of them, do not submit their financial statements and audit reports.
Competent institutions to which government-owned enterprises submit financial
statements and audit reports have not made these reports publicly available.

Financial statements of government-owned enterprises in Bosnia and Herzegovina
are subject to audit by the supreme audit institution, but in years when they are
not included in the audit plan of the supreme audit institution, they are required
to hire an external audit firm to audit their financial statements. Audit reports on
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the financial statements of government-owned enterprises, which were prepared
by independent external auditors, are not usually available to the public. In most
cases, only audit reports related to listed government-owned enterprises are
publicly available. However, the analysis of the audit reports of these enterprises
would not give a real insight into the quality of the financial statements of
all government-owned enterprises in Bosnia and Herzegovina, because listed
companies, including listed government-owned enterprises, usually have a
higher level of quality of financial statements compared to enterprises whose
securities are not traded on stock exchanges. These companies strive to improve
the quality of financial statements in order to meet the requirements for listing
their securities on the stock exchange, attract potential investors, increase the
turnover of their shares, etc. In this regard, the subject of analysis in this research
are the audit reports prepared by the supreme audit institutions.

The supreme audit in Bosnia and Herzegovina is under the jurisdiction of
entities (Republic of Srpska and Federation of Bosnia and Herzegovina) and
Brcéko District. Although the supreme audit offices at the entity level and at the
district level have a legal obligation to conduct audits of the financial statements
of all government-owned enterprises, audits are conducted only sporadically,
due to limited capacity. In this regard, the Audit Office of the Institutions in the
Federation of Bosnia and Herzegovina conducted a total of 95 audits of financial
statements of government-owned enterprises for the reporting periods from 2018
to 2022. The Supreme Audit Office of the Republic of Srpska, Public Sector
and the Office for the Audit of Public Administration and Institutions in the
Brcko District each performed 20 audits of financial statements of government-
owned enterprises for the same period. This means that for the reporting periods
from 2018 to 2022, a total of 135 audits of financial statements of government-
owned enterprises were performed in Bosnia and Herzegovina by competent
supreme audit institutions. In the considered period, on average, 27 audits of
financial statements of government-owned enterprises were performed annually.
This means that the financial statements of less than 5% of government-owned
enterprises in Bosnia and Herzegovina are audited annually. Only the Office for
the Audit of Public Administration and Institutions in the Br¢ko District audited
the financial statements of all 4 government-owned enterprises operating in the
Brcko District every year. All completed audit reports are included in the sample.

The collected audit reports were subjected to content analysis. Content analysis
was performed to determine the type of audit opinion contained in the audit
report and the reasons for issuing a modified audit opinion.
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4. RESULTS

Table 1 shows the frequency of certain types of audit opinions on the financial
statements of government-owned enterprises in Bosnia and Herzegovina in the
period from 2018 to 2022. In only 18.5% of audit reports, auditors expressed
an unmodified audit opinion, while in as many as 81.5% of audit reports they
expressed one of the modified audit opinions. In the largest number of audit
reports (52.6%), the auditors expressed a qualified opinion. A negative audit
opinion was expressed in 28.1% of audit reports, while in only one audit report
the auditor gave a disclaimer of opinion.

Table 1: Distribution of different types of audit opinions in the period from 2018 to 2022

Type of audit 2018 2019 2020 2021 2022 Total
opinion No. % No. % No. % No. % No. % No. %
Unmodified 6 240 7 259 4 138 3 120 5 172 25 185
OplIllOIl

Modified 19 760 20 741 25 862 22 880 24 828 110 815
opinion

Qualified 7 280 15 556 17 586 14 560 18 621 71 52,6
Oplnl()n

Adverse 12 480 5 185 7 241 8 320 6 207 38 281
oplmon

Disclaimer of

5 0 00 0 00 1 35 0 00 0 00 1 07
opinion

Total 25 100.0 27 100.0 29 100.0 25 100.0 29 100.0 135 100.0

Source: Author’s calculation

The presented data show that the financial statements of a relatively small
number of government-owned enterprises give a true and objective view of their
profitability and financial position. In an extremely large number of financial
statements of these enterprises, there are materially significant misrepresentations
that distort the picture of the financial performance of enterprise and make the
financial statements an unreliable basis for decision-making. The fact that the
auditors issued an adverse opinion in 28% of cases is particularly worrying. An
adverse opinion indicates that materially significant misstatements pervade the
entire financial statements, which is why the financial statements do not give a
true and objective view of the achieved results and are not usable for decision-
making.

In the audit report in which the modified audit opinion is expressed, the auditor
is obliged to describe the reasons for the modification of the audit opinion.
The auditor may have one or more reasons for modifying the audit opinion.
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The reasons for the modification of the audit opinion may be the existence of a
material misstatement in the financial statements or the impossibility to gather
enough adequate audit evidence. In this research, attention is focused on the
reasons for modifying the auditor’s opinion related to the existence of materially
significant misstatements, i.e. violations of the provisions of IAS and IFRS.

Table 2 shows the number and percentage of violations of certain accounting
standards in the financial statements of government-owned enterprises in the
period from 2018 to 2022. Given that auditors in their audit reports usually state
several reasons for modifying the audit opinion, the number of violations of
accounting standards is greater than the number of audit reports that contain a
modified audit opinion. The average number of violated accounting standards
per modified audit report is 1.96 for the considered period.

Table 2: Reported number (percentage) of violations of accounting standards in
financial statements of government-owned enterprises in the period from 2018 to 2022

IAS/IFRS 2018 2019 2020 2021 2022 Total
IAS 1 13(26.5)  4(10.0) 7(12.7) 9(16.1)  18(27.7)  51(19.2)
IAS 2 6(12.2) 2(5.0) 5(9.1) 6 (10.7) 2(3.1) 21 (7.9)
IAS 7 1(2.0) 1(2.5) 2(3.6) 0 (0.0) 4(62) 8 (3.0)
IAS 8 0 (0.0) 0 (0.0) 3(5.5) 0 (0.0) 4(62) 7(2.6)
IAS 16 6(12,2) 5(12.5) 6 (10.9) 9 (16.1) 7(108)  33(12.5)
IAS 18 0 (0.0) 0 (0.0) 1(1.8) 0 (0.0) 0 (0.0) 1(0.4)
IAS 20 2 (4.1) 12.5) 1(1.8) 0 (0.0) 0 (0.0) 4(1.5)
IAS 21 0 (0.0) 0 (0.0) 0 (0.0) 0 (0.0) 1(1.5) 1(0.4)
IAS 36 4(8.2) 5(12.5) 9(16.5)  15(26.7)  12(184)  45(17.0)
IAS 37 7(14.4) 4 (10.0) 2(3.6) 7(12.5) 6(9.2) 26 (9.8)
IAS 38 1(2.0) 2 (5.0) 3(5.5) 1(1.8) 0 (0.0) 7(2.6)
IAS 39 1(2.0) 0 (0.0) 0 (0.0) 0 (0.0) 0 (0.0) 1(0.4)
IAS 40 0 (0.0) 0 (0.0) 2(3.6) 0 (0.0) 1(1.5) 3(1.1)
IFRS 5 0 (0.0) 2(5.0) 0 (0.0) 1(1.8) 0 (0.0) 3(1.1)
IFRS 9 7(144)  12(30.0) 13(23.6)  7(12.5)  10(154) 49 (18.6)
IFRS 15 1(2.0) 1(2.5) 1(1.8) 1(1.8) 0 (0.0) 4(1.5)
IFRS 16 0 (0.0) 1(2.5) 0 (0.0) 0 (0.0) 0 (0.0) 1(0.4)
Total 49(100)  40(100)  55(100)  56(100)  65(100) 265 (100)

Source: Author’s calculation

As can be seen from Table 2, noncompliance with IAS 1 is the most frequently
reported reason for modifying the audit opinion (19.2%). A detailed analysis of the
reasons for this noncompliance shows that the disagreement between managers
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and auditors in almost half of the cases is related to the fact that the enterprise did
not make an assessment, nor did it disclose a significant uncertainty regarding the
ability of the enterprise to operate as a going concern. Other audit qualifications
related to the provisions of IAS 1 relate to the fact that certain assets, liabilities,
capital, income or expenses are not recognised in accordance with the accrual
basis of accounting, that the disclosures required by this standard are missing
and that the appropriate classification of certain liabilities into short-term and
long-term and certain assets into fixed and current has not been carried out.

The second most frequently reported reason for modifying the audit opinion
refers to noncompliance with IFRS 9 (18.6%). Most of the qualifications refer
to the fact that the enterprises did not perform an assessment of expected credit
losses for receivables older than one year and, therefore, did not perform a value
adjustment of these receivables. One part of the qualifications refers to the fact
that enterprises have not written off receivables that they have determined to be
uncollectible. The aforementioned violations of the provisions of IFRS 9 result
in expenses being understated, and assets (receivables) and the financial result
being overstated.

A large number of audit reports state a violation of IAS 36 (17.0%). In almost
half of the cases related to the violation of the provisions of this standard, the
auditors state that the enterprise did not evaluate whether there are any indicators
that the value of an asset is impaired, without specifying the type of assets.
Obviously, this relates to all assets that the enterprise owns, which the provisions
of this standard apply to. In a smaller number of cases, the auditors state that
the enterprise did not assess whether there are any indicators that the value of a
certain group of assets is impaired (property, plant and equipment; only property,
plant and equipment under construction; or investments in subsidiaries).

The next most frequently reported reason for modifying the audit opinion
refers to the violation of the provisions of IAS 16 (12.5%). A more detailed
analysis revealed that the auditors state the violation of numerous provisions
of this standard. The auditors state in their audit reports that a certain number
of enterprises did not recognise all property, plant and equipment, they did not
activate property, plant and equipment under construction that were completed,
they did not calculate depreciation on all property, plant and equipment, they
did not apply the appropriate depreciation method, they did not write off certain
assets even though the conditions for that were met, they did not provide all the
necessary disclosures, etc.

The auditors also indicate frequent violations of the provisions of IAS 37 (9.8%)
and IAS 2 (7.9%). Noncompliance with the provisions of IAS 37 in most cases
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refers to the fact that the enterprises did not recognise provisions for court cases
against the enterprises and for land restoration. As a result, expenses and liabilities
are underestimated, and the financial result is overestimated. Other violations of
this standard refer to failure to assess the value of provisions, failure to cancel
long-term provisions even though the conditions for this have been met, failure
to make necessary disclosures, etc. Inconsistencies with the provisions of IAS
2 mostly relate to the fact that enterprises did not determine the net recoverable
value of inventories on the balance sheet date and, therefore, did not perform
inventory value adjustments. Other violations of this standard refer to the fact
that enterprises do not determine conversion costs of inventory that are necessary
to determine the balance sheet value of finished goods inventory and work-in-
progress inventory. Violations of the provisions of other IAS and IFRS are less
often mentioned in audit reports.

5. CONCLUSIONS

This research has shown that the quality of financial statements of government-
owned enterprises in Bosnia and Herzegovina is at an extremely low level.
The data show that the financial statements of over 80% of government-owned
enterprises in Bosnia and Herzegovina do not provide a true and objective view
of the financial position and profitability of these enterprises. This means that
the financial statements of the vast majority of government-owned enterprises
are not a reliable basis for decision-making. The state, as the owner of these
enterprises, does not have at its disposal a reliable instrument for assessing the
current situation, assessing risks and defining policies and strategies for future
actions that should pull government-owned enterprises out of the financial hole
where they find themselves.

Providing data on IAS and IFRS that are most often violated, i.e. about the
provisions of these standards that are most often violated, this research allows
us to see the ways in which the picture of the achieved financial performance of
government-owned enterprises is distorted. In a large number of audit reports,
violations of the provisions of IFRS 9, IAS 2 and IAS 36 related to the value
adjustments of receivables, inventories and fixed assets were reported. A large
number of government-owned enterprises do not assess the impairment of fixed
and current assets and do not reduce the value of these assets to a recoverable
amount. Because of this, the asset value is overestimated, the expenses are
underestimated and the financial result is overestimated. In addition, auditors
report a frequent violation of the provisions of IAS 37, which refer to the
recognition of provisions for certain categories of expenses. Due to the non-
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recognition of provisions, liabilities and expenses are understated and the
financial result is additionally overstated. It shows that the financial performance
of many government-owned enterprises is much worse than their financial
statements show.

In their audit reports, the auditors point to frequent violations of IAS 1, i.e.
provisions related to the assessment of the ability of the enterprise to operate as
a going concern. Managers of government-owned enterprises are aware of the
fact that, despite poor performance, the survival of these enterprises will not be
questioned. They will receive financial resources from the budget in order to
continue its operations. Because of this, managers probably feel that it is not
necessary to assess the ability of the enterprise to continue operating as a going
concern because it will not be called into question. Therefore, they probably feel
that there is no need to disclose anything about it in the financial statements.

The results of this research could be useful to the state as the owner of
government-owned enterprises and the regulatory bodies in charge of designing
and implementing initiatives to improve the quality of financial statements. In
order to create preconditions for improving the quality of financial statements of
government-owned enterprises, it is necessary to increase the capacity of supreme
audit institutions in Bosnia and Herzegovina. If audits of the financial statements
of less than 5% of government-owned enterprises are carried out annually, this
means that up to 20 years can pass between two audits of the financial statements
of a government-owned enterprise. An audit of financial statements that is done
every 5, 10 or 20 years cannot contribute to strengthening accounting discipline
and the responsibility of those who prepare financial statements. Increasing the
capacity of supreme audit institutions is necessary, but not sufficient to increase
the quality of financial statements of government-owned enterprises. It is crucial
to make government-owned enterprise managers accountable for the quality of
financial statements and the overall performance of the enterprise. Managers
have to bear the consequences for low-quality financial reporting, but also for
poor enterprise performance. Only then will they be interested in improving all
aspects of the operations of government-owned enterprises, including financial
reporting.

When interpreting the results of this research, the limitations that existed in the
research should be taken into account. The research was conducted on a relatively
small sample. This limitation is of an objective nature and is the consequence of
the number of financial audits performed by the supreme audit institutions in
Bosnia and Herzegovina in the period covered by the research. However, there
is a possibility that the sample is not sufficiently representative and this should
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be taken into account when generalizing the results. Also, it should be borne
in mind that the type of audit opinion and the reasons for modifying the audit
opinion do not only depend on the quality of the financial statements, but also on
the quality of the audit. Audit quality is reflected in auditors’ ability to identify
material misstatements in financial statements and their willingness to disclose
information about identified material misstatements in their audit reports.

Finally, there is considerable scope for further empirical research. It would be
interesting to determine the reasons for the low quality of financial statements
of government-owned enterprises in Bosnia and Herzegovina, to compare the
quality of financial statements of government-owned enterprises and enterprises
that are privately owned, and to determine whether ownership affects the quality
of financial reporting. Also, it would be useful to assess the quality of the financial
audit that is being conducted in Bosnia and Herzegovina.
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OIJEHA KBAJIMTETA ®PUHAHCUJCKUX U3BJELITAJA
JABHUX IPEAY3ERA Y BOCHU U XEPIIET'OBUHH

1 Ammupa [To6puh, Yausepsuter y Mcrounom CapajeBy, Exonomcku dakynrer bpuko,
BbochHa u Xepueropruna

CAKETAK

Lusbs oBor paja je na ce OIMjeH! KBAJUTET (PUHAHCHjCKUX M3BjEIlTaja jaBHUX
npeny3eha y Bochu u XeplieroBuHu Ha OCHOBY HMH(poOpMaluja caapikaHux
Yy PEBU3OPCKUM H3BjelITajuMa BPXOBHHX PEBU30PCKUX HWHCTUTYIH]A.
UctpaxuBame je cripoBeieHO Ha y30pKY 135 peBU30pCKUX M3BjelITaja KOjU ce
omHoce Ha m3Bjemrajae nepuoae ox 2018. mo 2022. rogmre. 3a MPUKYIIHAHE
nojataka KopuiiheH je MeToji aHaju3e cajapkaja. Pesynraru HcTpakuBamba
nmokasyjy na cy y mpeko 80% ciydajeBa PEeBH30pPH Jaid MOAUGUKOBAHO
PEBH30PCKO MHIIIbEHHE YKa3yjyhul Ha TO Jla KBaJuTeT (PMHAHCH]CKHUX M3BjelITaja
HUje Ha 33/10BoJbaBajyhem HuBoy. Belinna pasiiora 3a Mmogudukaimjy peBU30pCKor
MUIIJBEHA CE OTHOCH Ha HeyckiaheHoct ca ogpendama MPC 1, MCDU 9, MPC
36, MPC 16, MPC 37 u MPC 2. ¥V najsehiem Opojy ciydajeBa HENpaBUIIHOCTH
y (DMHAHCHjCKMM H3BjelITajuMa jaBHHUX Tpeay3eha cy mocsbeamiia Tora mrTo ce
He BpIIM TpoljeHa oOe3BpujeheHocTH cranHe u Tekyhe WMOBHHE U CBOhEHE
BPHjeIHOCTH OBE MMOBHHE Ha HaJOKHaIMB u3HOC. Kao pe3ynrar rora, BpujefHOCT
MMOBHHE j€ MPelrjeheHa, TPOIIKOBH Cy OTIH]eHhEeHN U (PMHAHCH]CKH Pe3yJITaT
j€ TpeLujemheH.

Kibyune pujeum: xearumem ¢punancujckux uszejewmaja, jasna npedyseha,
PEeBU3OPCKU U36JeUMA], 8PXOBHA PEGU3OPCKA UHCIMUMYYUjd, Kpuiere 00pedou
MPC u MCDHU.
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