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Abstract

The aim of the research is to achieve a conclusion what is the level of the reporting
practice on intangible assets in two countries - in the Republic of Serbia and in the
Republic of Slovenia trough a comparative descriptive statistics. Consolidated financial
statementsof listed companies in these two countries were used from the Belgrade Stock
Exchange (Serbia) and the Ljubljana Stock Exchange (Slovenia). The reason for the use of
consolidated financial statements lies in the fact that they can contain unconsolidated
intangible assets already recognized in the separate financial statements of the companies
included in the group, as well as internally generated intangible assets that meet the
conditions for recognition in a business combination (including Goodwill). The general
assessment is that the survey results indicate a very low level of reporting practice of
intangible assets in Serbia and relatively satisfactory level of reporting practice in Slovenia.
Individual results are given in the fourth part of the paper.

Key words: Intangible assets, IFRS, Consolidated financial statements, Impaimment
test.

HEMATEPUJAJIHA UMOBHHA Y KOHCOJIMAOBAHUM
OUHAHCUJCKUM U3BEII TAJUMA CPIICKHUX
N CJJOBEHAYKHUX KOTUPAHUX KOMIIAHHUJA:
HNPEJIUMHUHAPHU NPEIJIEJL IPAKCHU U3BELLI TABABA

AncrpakT

L{nsb oBOT MCTp @XKMBaKHa je 1a ce Kp 03 KOMIap aTUBHY JIECKP MIITHBHY aHaIN3y Johe
JI0 3aKJbY YaKa Ha KOM je HUBOY Mpakca M3BelITaBamba 0 HeMaTep HjalHOj IMOBHHH Y 1BE
nocMatpane apikaBe —y Pemy 6mmm CpOuju u Peny 6 CnoBennju. Kop mrhenu cy
KOHCOJIMIOBAHH () MHAHCH]CKH U3BEILTAjH JIUCTUP aHUX KOMITIaHU]a Y OBE [IBE AP IKaBe, U TO
ca Beorpancke 6ep3e (Cpouja) u JbyOsmancke 6ep3e (Crnosenuja). Pasior kop vihema
KOHCOJIMJIOBAaHUX (DMHAHCH]CKHX M3BELITAja JISKH Y YNH-CHULIM [ Ce Yy HhHUMa Mojke Hahu
(HEeKOHCONHMIOBAHA) HeMaTepHjalHa MMOBHHA Koja je Beh mpusHara y mojenHavYHIM
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(hMHAHCH]CKVM HM3BEIITajuUMa KOMITaHHja KOje YHHE TPYIy, Kao ¥ MHTepHO IeHepHucaHa
HeMaTepHjajlHA MMOBHHA KOja MWCIyH-aBa YCJIOBE 3a NpH3HABAakHE Y MOCIOBHOJ
koMOMHauyju (YKJpydyjyhu u vy asmn). Omiira je oueHa aa pe3yJiTaTi UCTp aKHUBamba
yKa3zyjy Ha BeOMa HM3aK HHMBO IIpaKce M3BEIITaBamka O HEMaTepHjalHOj NMOBHHH Y
Cp©6uju u penaTuBHO 3310B0JbaBajy hi HUBO m3BemTaBama y CroBenuju. Ilojenunavunn
pe3yJNITaTH aTu Cy Y YETBPTOM JIeNy paja.

Kibyune peun: HemarepujaHa uMoBuHa, M COU, KOHCOMUIOBAaHN (HUHAHCH]CKH
M3BEIITajH, TecT 00e3Bpelema.

INTRODUCTION

Unlike the period of up to several decades ago, when the company
value was based on the value of tangible assets, today’s market shows that
intangible assets have a dominant position in the value of both the largest
and an increasing number of small companies. As a significant potential for
a company’s success, their recognition and proper valuation in financial
statements ensures that users, especially investors, get relevant information
for making investment and other decisions. A special challenge for
accountants is the recognition of internally generated intangible assets,
which, in accordance with the applicable accounting regulations, in most
cases do not meet the conditions for recognition in separate financial
statements. Since this part of intangible assets can be recognized in
financial statements only after their market verification (either through
merger or acquisition of another entity that has related intangible assets),
consolidated financial statements are of particular importance. Specifically,
in group financial statements there can be items of not only intangible
assets previously recognized in separate statements of group members, but
also of internally generated intangible assets of subsidiaries (companies
invested in), for which the investor (parent company) paid additional
amount above the fair value of existing net assets.

Practice of recognition and reporting of intangible assets, shown in
a large number of studies, varies. The aim of this research is to, through a
comparative and descriptive analysis, come to the conclusion on the level
this practice has achieved in two countries — the Republic of Serbia and
the Republic of Slovenia. Until two decades ago, both countries were an
integral part of the common state and have some similarities with regard
to the economic system in general and financial reporting systems, certainly
with some differences related to specific regulatory environment, culture, and
the like. The subject of the analysis focuses on consolidated financial
statements disclosed by parent companies whose securities are traded on the
Belgrade Stock Exchange (Serbia) and the Ljubljana Stock Exchange
(Slovenia).

Bearing in mind the objective of the paper, the work is divided into
four chapters. In addition to the introduction, the paper first indicates the
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importance of intangible assets and their reporting. Subsequently, the
second part of the paper points to the basic requirements regarding reporting
on intangible assets in accordance with IFRS (applied by the listed
companies both in Serbia and Slovenia), with some specific challenges for
the accounting profession in this regard. The third part presents the research
design, i.e. research questions and sample. The fourth part of the paper gives
the results of the research. Summarized conclusion is given afterwards.

THE IMPORTANCE OF INTANGIBLE ASSETS FOR COMPANY
PERFORMANCE AND CHALLENGES OF FINANCIAL REPORTING

The company’s competitive advantage is not realized only through
its tangible assets, but, more and more, through its intangible resources
(Andriessen, 2004; Greco et al., 2013; Mathur et al., 2007; Roxworthy et
al., 2013). In addition, competitive advantage should not be a short-term
goal, as the company is expected to achieve a sustainable advantage on
the relevant market (Hall, 1993). The same author also emphasizes
Coyne’s opinion (1986), suggesting “that not only do the product and/or
delivery system attributes need to be significant for customers, to be
sustainable they also need to be the result of a capability differential
which will endure” (Hall 1993, p. 610). These differentiated abilities are
derived from the use of internally generated intangible assets. Intangible
assets are also viewed as a key potential for value creation, “because their
intangible charactermakes replication by competing firms considerably
more difficult” (Roberts & Dowling, 2002, p. 1077). In their study, these
authors emphasize importance of reputation (which is primarily based on
the brand of each company analyzed) for the stability of good business
performance and overall competitive advantage. Specifically, based on
the two models, autoregressive profit model and proportional hazards
regression model, they confirm the hypothesis that companies with more
superior performance have greater chances to maintain such performance
over time if they have a relatively good reputation.

Intangible assets, unlike tangible assets, and, even often, financial
assets, imply a higher risk for investors. Inthat sense, their non-recognition
as part of the assets in the balance sheet, or non-disclosure of adequate
information on their existence in the Notes to financial statements and in
the Management Report, weakens the expressive power of these reports.
On the other hand, the market indirectly verifies their existence, but only in
the case when the company is listed on the stock exchange, through price-
to-book ratio, while for closed-end companies, it is difficult to grasp the
value of internally generated and in financial statements non-recognized
intangible assets.

The challenges of conventional accounting particularly come to the
fore when it comes to the recognition of internally generated intangible
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assets in financial statements. In essential conservative financial reporting,
where rigid criteria for the recognition of some assets or liabilities are
applied, a significant portion of internally generated intangible assets cannot
be found in mandatory general-purpose statements. Therefore, an analysis of
the company performance and its usefulness to decision-makers may be
deficient, precisely because of the failure to take into account the value of
intangible assets that remained outside the financial statements and (non)-
measurement of the effects of use of such assets. This problem is also present
at the macro level, since the national statistics and aggregates derived from it
are based on the financial statements of companies that operate in a particular
branch or economy as a whole. Consequently, the assessment of the
connection, for example, of investment in research and development or other
elements of intangible investment, on the one hand, and economic growth,
productivity, and similar indicators at the national economy level, on the
other hand, has limited use value (van Ark & Hulten, 2007).

Creating value in each company is the result of a large number of
inputs and processes. Particular difficulties arise in the financial reporting
on intellectual capital (Burgman & Roos, 2007; Low et al., 2015; Guthrie
et al., 2004; Sonnier, 2008; Radi¢, 2016). Intellectual capital is one of the
intangible resources that can decisively affect the results whose volatility
in many cases is unpredictable, with reversed interdependence also present.
Specifically, “the inability to predict nonlinear, dynamical outcomes has
another practical implication on related accounting theories and approaches:
there are no certain formulas or principles available on how best to create
intelectual capital“ (Niculita et al., 2012, p. 307). Difficulties regarding the
recognition of intellectual capital also arise from its heterogeneity (human,
structural, and relational capital). Since accounting theory and practice have
not yet provided generally accepted guidelines for the recognition of
intellectual capital in general-purpose financial statements, this paper will not
deal with this category of intangible assets.

SPECIFICS AND IMPLICATIONS OF RECOGNITION AND
VALUATION OF INTERNALLY GENERATED INTANGIBLE ASSETS
ACQUIRED IN BUSINESS COMBINATIONS

Guidelines for resolving the issue of recognition and valuation of
intangible assets are contained in applicable accounting standards, primarily
IAS 38 — Intangible assets and IFRS 3 — Business Combinations, i.e. in
national regulations where IFRS are not applied. Most of the internally
generated intangible assets (except, for example, software, certain R&D
costs) remain outside separate financial statements due to non-compliance
with the recognition requirements. This part of intangible assets can only be
recognized in a business combination when the payment by the acquirer
results in their market verification. The accounting procedure applied in this



171

way is based on the application of the acquisition method in accordance with
IFRS 3.

According to this method, the acquirer should, on the date of
acquisition, allocate the amount of consideration transferred to recognizable
assets, liabilities, and contingent liabilities at fair value through recognition of
goodwill (for the remaining unallocated amount) or a gain from favorable
purchase. Bearing in mind that the realization of each business combination
extends over a longer period of time and that completion of all relevant
information related to acquired assets and liabilities cannot happen until the
moment when the first consolidated financial statement of the acquirer is
made, “PPA — Purchase Price Allocation is globally divided in two phases —
pre-phase and main phase” (Arbeitskreis, 2009, p. 7). In this regard, the entire
methodology of the PPA consists of: (1) defining the PPA strategy, then
(2) analyzing the transactions, followed by (3) implementing the PPA, and
finally, (4) disclosure (Vettiger & Hirzel, 2009, p. 75-108).

Recognition of acquired assets and assumed liabilities and their
measurement on the acquisition date is, for example, of an indicative
character, since IFRS 3 (rev. 2008), in paragraphs 45-50, allows the
acquirer within the next 12 months to retroactively adjust the preliminary
amounts recognized on the date of acquisition and to possibly recognize
additional assets and liabilities if they obtain information about the facts
and circumstances that on the date of acquisition existed as the basis for
their recognition. “Adjusting a pre-recognized amount of assets and
liabilities will result in an increase or decrease in the initially recognized
goodwill” (Spasi¢, 2012, p. 143). Adjustments should be made in accordance
with IAS 8, by retroactively adjusting the initial inclusion of a business
combination on the date of acquisition.

Therefore, the acquirer in the business combination must first identify
the existence of certain internally generated intangible assets of the acquired
company using certain techniques (see: Rogler et al., 2014; Spasi¢, 2012, p.
142-145, etc.), and then determine whether the conditions for recognition in
accordance with 1AS 38 have been met. Pursuant to the said standard, in
order for an intangible asset to be recognized, it must satisfy the separability
criterion or the contractual-legal criterion— the main features of its
recognition. As recognizable intangible assets acquired in a business
combination separate from goodwill, the following can be recognized: brand,
internet domain name, packaging, newspaper masthead (marketing-related
intangible assets), customer lists, outstanding orders, customer contracts and
related customer relationships (customer-related intangible assets),plays,
opera, ballet, books, musical works, paintings (artist-related intangible
assets), franchise agreements, licensing agreements, construction agreements,
use rights (contract-based intangible assets), patented and non-patented
technology, computer software, databases, craft secrets (technology-based
intangible assets), and others (IFRS 3 — Illustrative examples).
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The procedure described above briefly suggests that there are
many areas of this process that can affect the amount of goodwill/gain
from favorable purchase presented, but also the entire consolidated
financial statement. First, the determination of the fair value of not only
consideration transferred, but also the acquired assets and liabilities assumed,
including internally generated intangible assets that meet the conditions for
recognition separately from goodwill in the financial statement of the
acquirer, and the offered options for determining that fair value, give rise to
information in the financial statements no longer being based on the prudence
principle, i.e. reports could be characterized as “imprudent per se” (André et
al., 2015, p. 483). In fact, there is a danger that managers use the PPA-
process for the purpose of managing the result, through a conscious
recognition of a larger amount of goodwill on the basis of underestimating
the fair value of the acquired net assets (or vice versa). In other words, there
is a danger that non-objective or unjustified recognition of hidden reserves
(as well as hidden losses) contained in the value of the acquired assets and
assumed liabilities can be used to manipulate the amount of goodwill and
future performance of the combined entity (Bréhler & Schmidt, 2014, p.
1075). This is confirmed in the study of about 300 acquisitions, stating that
managers whose earnings depend on the achieved result have a tendency to
recognize a greater amount of goodwill (Shalev et al., 2013).

RESEARCH DESIGN AND SAMPLE SELECTION

Research Design

In order to investigate the extent to which the listed companies in
Serbia and Slovenia recognize intangible assets and report them in
consolidated financial statements, for initial insight, descriptive statistics
is used. The analysis focuses on three research questions:

RQ 1 What is the level and frequency of recognition of intangible

assets, as well as their structure?

RQ 2 What is the level of disclosure about the nature of business

combinations?

RQ 3 What is the treatment of goodwill and other intangible

assets acquired in a business combination and disclosure in
connection therewith?

RQ 1 — Given that, as already pointed out, intangible assets in
consolidated financial statements can comprise two components:
(2) intangible assets already recognized in separate financial statements of
group members (not subject to consolidation); and (2) internally generated
intangible assets of dependent entities acquired and market verified through
payment by the investor (parent company), we investigated the tendency to
recognize total intangible assets, as well as other components. Within the
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second component, further research focuses on whether and how often
intangible assets are recognized separately from goodwill.

While recognition of unconsolidated intangible assets arising from
separate financial statements is not called into question, the recognition of
goodwill and recognizable intangible assets acquired in a business
combination is subject to possible manipulation. In fact, the recognition
of a larger amount of goodwill (the so-called abnormal goodwill —
Paugam et al.,, 2015) must not be unconditionally connected with the
underestimation of the fair value of the acquired net assets, but also with
the non-recognition of recognizable internally generated intangible assets
that meet the requirements for recognition separately from goodwill.
Direct impact on future results based on this “redistribution” of surplus
payments in the acquisition (control) transaction of net assets is reflected
in subsequent valuation. Specifically, while intangible assets (which, in
principle, have a limited use life), recognized separately from goodwill,
must be depreciated on a systematic basis, goodwill is subject to an
impairment test, the outcome of which may not necessarily lead to
periodic write-off and recognition of expenses. In addition, recognizable
identifiable intangible assets are an additional management challenge,
given their relevance for the definition of strategies, development of new
products/services, and the like. Often, some intangible assets (e.g. brand,
relationships with customers, etc.) are not valued only in monetary terms,
but the final value is influenced by assessment of qualitative features,
attitudes, preferences, etc. This certainly leaves room for subjectivism in
assessment, on the one hand, but, on the other hand, looking at non-
financial indicators in valuation can also strengthen the importance and
ability to manage related intangible assets (Giinther’s discussion, cited
according to: Knappstein & Schmeling, 2014, p. 339).

RQ 2 —To understand the nature of goodwill and intangible assets
recognized separately from goodwill in a business combination, it is
necessary to disclose relevant information in Notes to financial statements
— primarily on the business combination itself, the amount of the
transferred consideration, and fair value of the acquired net assets. It is
considered that the absence of these disclosures may result in “plenty of
room for a targeted accounting policy and the conscious shaping of the
balance sheet, income statement, and cash flows” (Spasi¢, 2012, p. 146),
since no recognition of goodwill and intangible assets acquired in a
business combination may be the result of a deliberate approximation of
the value of the factors that affect their amount.

RQ 3 — The significance of analysis of how the recognized
goodwill and intangible assets recognized separately from goodwill is
valued subsequently lies in the fact that, particularly when it comes to
recognized goodwill, management can significantly affect the reported
performance of the reporting entity. The current IFRS 3 and IAS 38
guidelines abandoned the amortization of goodwill on a systematic basis
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and instead test it at the level of the cash-generating unit. Referring to the
essence of the process of testing goodwill impairment, the key areas of
excessive management discretion are usually: (1) allocation of goodwill
to cash-generating units; (2) calculation of the recoverable amount; as
well as from the standpoint of IFRS 3 prescribed (3) concept of
“impairment-only approach” and the related issue of the justification of
such exclusivity (Gundel et al., 2014, pp. 132-133).

Due to its sensitivity, for all activities in the specified areas of the
impairment test, it is expected that the information presented to investors
is relevant and credible. However, many empirical studies show precisely
that conducting a goodwill impairment test is a valuable management
tool, which is why the expressive power of information about goodwill,
as well as performance indicators must be carefully weighed. On the one
hand, goodwill impairment is viewed essentially as recognition of the
failure to maintain the value of prior acquisition, since its impairment is a
signal that the acquisition was overpaid (Filip et al., 2015, p. 522). On the
other hand, managers postpone recognition of goodwill impairment to
avoid disclosing the negative result of the current period, thereby
protecting their reputation, avoiding constraints by creditors (including
initiating bankruptcy) in accordance with defined debt-covenants, and,
ultimately, for personal gain.

In addition to the postponement strategy, managers also use the
possibility of excessive recognition of goodwill amortization for the so-
called “big-bath accounting”. The use of this “discretion makes it difficult
for users of financial statements to get a true picture of the financial
situation and performance of the reporting entity. Consequently,
comparison with other entities is difficult, which ultimately leads to a
lack of transparency in the annual report” (Rogler, Straub and Tettenborn,
cited according to: Kiimpel & Klopper, 2014, p. 185). Hence the need for
a careful interpretation of both expense based on goodwill amortization in
the year when they are recognized in the Annual Report and the amount
of the goodwill itself, but not only for this accounting period, but also in
the analysis of the achieved performance in the years when there is no
impairment.

Sample Selection

In order to realize the objective of this paper, in accordance with
the defined research questions, the sample consists of consolidated
financial reports submitted by parent companies whose shares are traded
on organized capital markets in Serbia (the Belgrade Stock Exchange)
and in Slovenia (the Ljubljana Stock Exchange). Both capital markets are
small in size, which is why all listed companies in the industry are
included in the sample, while banks, insurance companies, and other
financial organizations have not been taken into consideration due to the
specific nature of operations and different financial statements. The
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sample, therefore, consists of consolidated financial statements of 16
companies on the Belgrade Stock Exchange and 11 companies on the
Ljubljana Stock Exchange. The companies included in the sample come
from all segments of the stated capital markets (Prime, Standard, and
Open market). It should be noted that in the analyzed period some
companies changed the segment within which they were listed. The
analysis was carried out based on consolidated financial statements in the
defined sample for the three-year period, i.e. from 2014-2016. This means
that the total potential sample was 81 consolidated financial statements
(48 from Serbia and 33 from Slovenia). Given that the two companies
from the Ljubljana Stock Exchange were delisted during 2016 due to the
change in legal status (fusion with another company), there are no
disclosed consolidated financial statements for 2016 for these companies.

Therefore, the final sample is defined based on 79 consolidated
financial statements (48 from the Belgrade Stock Exchange and 31 from
the Ljubljana Stock Exchange) for the period 2014-2016.

Although the number of consolidated financial reports included in
the sample is not large, the sample is considered to be representative,
since all the entities included submit reports for their group on analyzed
capital markets.

RESULTS

Level and Frequency of Recognition of Intangible Assets
and Structure of Intangible Assets (RQ 1)

The trend of increased significance of intangible assets as the
resources of each company, and also the group, visible in the analysis of
consolidated and separate financial reports in developed market economies,
in the case of Serbia and, toa certain extent, Slovenia, is not present. This is
seen in Table 1:

Table 1. Share of intangible assets in total assets and fixed assets

Share of intangibleassets in Share of intangible assets in
Share of intangible total assets of the group  total non-current assets

assets in% Serbia Slovenia Serbia Slovenia

n % n % n % n %
0% 3 6.25% - - 3 6.25% - -
0.01-0.99% 347083% 10 32.26% 26 54.16% 9 29.03%
1.00-4.99% 6 12.50% 7 2258% 11 22.92% 7 22.58%
5.00-9.99% 51042% 4 1290% 8 16.67% 1 3.23%
10.00-19.99% - - 9 29.03% - - 8 25.81%
20.00-29.99% - - 1 3.23% - - 2 6.45%
More than 30.00% - - - - - - 4 12.90%
Total 48 31 48 31

Source: Authors’ research
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Based on the data presented, it is obvious that intangible assets in
the consolidated financial statements of listed companies from Serbia are
materially insignificant items. On the other hand, Slovenian companies
use to a much greater extent the possibility of recognizing this assets
item, which is shown by data on its share in total assets and fixed assets
of groups whose consolidated financial statements have been analyzed.

Since intangible assets in consolidated financial statements can
consist of items exclusively derived from a business combination and
items already recognized in separate financial statements, Table 2 gives
the results of the structure of recognized and disclosed intangible assets in
the analyzed sample.

Table 2. Structure of recognized intangible assets in the sample

Serbia Slovenia
n % n %
I Intangible assets recognized in the 10 20.83% 26 83.87%
business combination
1.  Goodwill 10 20
2. Internally generated intangible
assetsacquired in abusiness
combination —recognized as a
separate item
2.1. Intangible assets recognized 0 14
with recognition of goodwill
2.2.  Recognized intangible assets 0 6
without recognition of
goodwill
Il.  Intangible assets recognized before 45 93.75% 31 100%

business combination (in separate
financial statements)

Il.  Intangible assetsin consolidated financal 3 6.25% 0O -
statements =0

Source: Authors’ research

Observed by the origin of intangible assets, comparative analysis
shows that Slovenian companies dominantly recognize intangible assets
acquired in business combination (83.87%), as opposed to the low level
of recognition in listed companies in Serbia (20.83%). So, one case from
the Slovenian sample recognized profit from favorable purchase, while in
the Serbian sample there was no such outcome.

Although the fact that 79.17% of the sample in Serbia did not
recognize either goodwill or gain from favorable purchase is certainly
unexpected, research conducted in other countries indicates the existence
of similar results. For example, in 308 analyzed acquisitions in Australia
in the period from 1998-2012 it was established that, even in 42% of
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cases, neither positive nor negative difference was established (Buge &
Loyeung, 2015). The authors interpret the equivalence of the fair value of
the consideration transferred and the fair value of the net assets acquired
as a consequence of the managers’ inclination to avoid a complex and, in
terms of costs, demanding procedure for the allocation of the consideration
transferred, which could be the reason for the analysis result of the initial
sample in the Republic of Serbia. Additionally, however, the reason for not
recognizing goodwill and other intangible assets acquired in a business
combination may be the fact that parent companies in Serbia predominantly
own 100% of dependent entities they established themselves. On the other
hand, business combinations in Slovenia are more often carried out with the
payment of a larger amount by the acquirer to acquire control over the capital
of the dependent entities (83.87%, i.e. 26 out of 31 cases, or, when it comes
to the recognition of goodwill 64.52%, i.e. 20 out of 31 cases).

Unlike the practice of allocating consideration transferred in
developed economies, it is noticeable that, in a sample of Serbian companies,
in none of the goodwill recognition cases there was separate recognition of
recognizable intangible assets (0 out of 10). Specifically, according to the
European Securities and Markets Authority (ESMA), in an average of 76%
of cases of analyzed business combinations, acquired intangible assets are
recognized separately from goodwill (ESMA, 2014, par. 61). On the other
hand, Slovenian companies recognize recognizable intangible assets acquired
in a business combination separately from goodwill at the level close to the
European average (70%, i.e. 14 out of 20), but also recognize exclusively
internally generated intangible assets without recognizing goodwill (23%, i.e.
6 out of 26). In the first case, separately from goodwill, Slovenian companies
most often recognize brand as recognizable intangible assets acquired in a
business combination.

It should be noted that, in the case of non-consolidated intangible
assets already recognized in separate financial statements of group
companies, software occupies a dominant position, followed by costs of
research and development that meet the condition for recognition. In fewer
cases, concessions and similar rights are recognized.

The Level of Disclosure about the Nature of Business Combinations (RQ 2)

Knowing the circumstances under which a business combination is
carried out is also important for users of financial statements. In addition to
the narrative description, in order to assess the justification of recognition
of goodwill, recognizable intangible assets separate from goodwill, or gain
from favorable purchases, information on the consideration transferred
itself in the valuation of acquired net assets is also important.
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Table 3. Disclosure of the initial recognition and valuation of goodwill

Serbia Slovenia

No. Disclosures made in Notes YES NO YES NO
to ConsolidatedFinancial n % n % n %
Statements

1. Description of previous 918.75% 39 81.25% 15 48.39% 16 51.61%
acquisitions

2. Description ofacquisitions 0 - 4 100% 6 100% O -
in the current reporting
period

For acquisitions in the
current reporting period

3. Fair value ofthe 1 25% 3 25% 3 50% 3 50%
considerationtransferred

4. Fair value ofacquired net 1 25% 3 25% 3 50% 3 50%
assets

Source: Authors’ research

Unlike the European average (82% - ESMA, 2014, par 21), only
every fifth business combination achieved in the previous period is
described in the notes to financial statements of parent entities listed on the
Belgrade Stock Exchange. However, in no case of acquiring a dependent
entity in the current year in which the consolidated financial statement has
been analyzed is there more detailed description of the business combination.
This deficiency is partly compensated only in one case of acquisition, where
the fair value of the consideration transferred and the fair value of the
acquired net assets of the controlled entity are disclosed.

On the other hand, companies on the Ljubljana Stock Exchange
disclose significantly more information on the nature of acquisition, as
well as the amount of determinants that influenced goodwill recognition
(or gain from favorable purchase) in their Notes. However, the level of these
disclosures of 50% is significantly lower than the average determined in the
ESMA study, not only when it comes to the description of the business
combination, but also the disclosure of the amount of the paid acquisition
price and the associated net assets (for example, ESMA analysis states
that in 92% of cases the fair value of the acquired assets and assumed
liabilities was disclosed).

Treatment of Goodwill and Other Intangible Assets Acquired in Business
Combination and Disclosure in Connection with it (RQ 3)

As pointed out in the definition of the third research question
(RQ 3), intangible assets (including goodwill) recognized in a business
combination are a management tool to manage the future result. For this
very reason, we analyzed how often the impairment test is being
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conducted, whether and to what extent this procedure leads to the
recognition of impairment losses, and disclosures in connection with this
procedure in the Notes that the parent entities on the Serbian and
Slovenian capital markets publish for their group. Some results are given
in Table 4.

Table 4. Disclosures on the subsequent valuation of goodwill

No. Disclosures in Notesto Serbia Slovenia
Consolidated Financial Statements ~ vgg NO YES NO
n % n % n % n %
1. Impairment testcarried out 6 60% 4 40% 16 80% 4 20%
2. Descriptionof CGU 5 50% 5 50% 18 90% 2 10%

3. Informationonthereasonsfor 5 50% 5 50% 18 90% 2 10%
(non)-existence of impairment
Forthe sample wherethe
impairment testwas carried out

4. Recognitionof goodwill 6 100% O - 4 25% 12 75%
impairment losses in Annual
Report

5. Method of determining the 4 67% 2 33% 15 94% 1 &%

recoverableamountof CGU
6. Discount rateappliedto DCF 3 50% 3 50% 15 94% 1 6%
7. Sensitivity analysis 0 - 6100% 5 31% 11 69%
Source: Authors’ research

Table 2 shows that recognized goodwill was found in 10
consolidated financial statements on the Belgrade Stock Exchange and 20
group statements on the Ljubljana Stock Exchange. Similar to previous
research questions, the listed companies in Serbia, when it comes to
treating goodwill after initial recognition, disclose a smaller amount of
information than listed companies in Slovenia.

It can be concluded that the “impairment test exclusively” model is
not fully accepted in the practice of subsequent goodwill valuation in the
financial reporting of groups on the Serbian and Slovenian capital
markets. In the companies that make up our sample, this option was used
to avoid recognition of goodwill impairment losses. This applies in
particular to parent companies listed on the Ljubljana Stock Exchange,
where each fourth group, in whose financial statements there is goodwill,
recognized the impairment loss. However, such a phenomenon is not
immanent only for the companies that are the subject of our research, but
also beyond. In fact, in its 2013 report, ESMA found that only 36% of
cases recognized goodwill impairment loss (ESMA, 2013, par. 32). It
should be noted that the data on the recognition of goodwill impairment
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loss in the Serbian sample should be taken with reserve. Specifically, our
research has shown that, in some cases, items that should show the actual
goodwill impairment disclose other expenses not related to goodwill, and
some cases recognized goodwill impairment losses even contrary to the
guidelines of accounting regulations.

Investors and other users of consolidated financial statements
attach importance not only to information whether and to what extent
goodwill has been impaired, but also on the way impairment has been
established. Disclosures on how to determine the recoverable amount of
67% in Serbia and 94% in Slovenia are quite satisfactory, with Slovenian
companies being at the average European level (92% - ESMA, 2013, par.
38). Transparent reporting on the impairment test methodology is present
in companies listed on the Ljubljana Stock Exchange, since in 94% of
cases they report on the discount rate used in assessing the DCF value of
CGU (66% in Europe — ESMA, 2013, par. 47). Since the impairment test
model requires the introduction of numerous assumptions in determining
the recoverable amount, an additional sensitivity analysis is of particular
importance for assessing the reality of the conducted test. In the analyzed
sample, we found that Serbian companies did not disclose in any case
whether they performed the sensitivity analysis, while in the sample of
Slovenian companies, this disclosure was done for every third conducted
goodwill impairment test.

CONCLUSION

Reporting on intangible assets at the group level is of particular
importance to investors, since the consolidated financial statements also
show the part of internally generated intangible assets acquired in a
business combination, which cannot otherwise be recognized in separate
financial statements. As an important potential of the company’s
profitability and its value on the capital market, reporting on intangible
assets is gaining in importance. In this paper, we pointed out certain
issues related to the accounting treatment of goodwill and other intangible
assets, and the reporting practice in relation to this in two countries —in
Serbia and Slovenia.

From the theoretical and normative point of view, one of the most
controversial issues is the introduction of the “impairment test
exclusively” concept for goodwill recognized in a business combination.
Bearing in mind the possible consequences of the application of this
concept, literature and practice increasingly discuss the (non)-justification
of abandonment of classical goodwill amortization. It is justifiable to ask
whether occasional, ie. irregular (often at the managers’ request),
goodwill write-off is in accordance with one of the basic principles of
determining the periodic result, or the principle of causation (Protzek,
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2003, p. 497). Studies by van Hulzen et al. (2012) “show that the
amortization expense on goodwill is more value relevant than the
impairment expense. This indicates that investors perceive the amortization
expense as more relevant information for investment decision and stock
price valuation®. The criticism of using the impairment test exclusively
concept seems justified, and, therefore, we consider that it would be more
expedient to restore the required amortization on a systematic basis, with a
periodic impairment test, as a corrector of possible misstatements of the
useful life of goodwill and the write-off method. In addition, such a
solution would also serve to compare financial statements prepared in
accordance with IFRS for small and medium-sized entities.

By analyzing the consolidated financial statements of listed
companies on the Belgrade Stock Exchange and the Ljubljana Stock
Exchange, we established a very low level of reporting practice on
intangible assets, especially in Serbian companies. The fact that out of the
48 analyzed consolidated financial statements of the entities listed on the
Belgrade Stock Exchange only in 10 cases there is recognized goodwill
from business combination, and that there is a low level of disclosure
transparency in this regard, confirms the conclusion about the low
expressive power of these reports for investors and the necessity of
improvement in the field of financial reporting on intangible assets on the
Serbian capital market.

On the other hand, Slovenian companies pay much more attention to
reporting on intangible assets. In addition to the recognition of goodwill and
other intangible assets acquired in the business combination, in the sample
from the Ljubljana Stock Exchange, the level of disclosure in relation to the
method of initial valuation of intangible assets acquired in the business
combination is also high, as well as the subsequent valuation of goodwill.
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HEMATEPUJAJIHA UMOBHWHA Y KOHCOJIMJOBAHUM
OUNHAHCUJCKUM U3BEHITAJUMA CPIICKUX
N CJJOBEHAYKUX KOTUPAHUX KOMITAHHUJA:
HNPEJIUMHUHAPHMU MPETJIE]]l IPAKCHU U3BELLI TABAIBA

Jejan Cnacuh,'! Auron Bopuna®
YYuusepsurer y Huuty, Exonomckn ¢aky rer, Hum, Cp6uja
2ExoHoMcka mKoma, Buma crpy koHa mkona, Llesse, CroBeHnja

Pe3ume

HemarepujaiHa WMOBMHA TIIpEACTaBJba jefaH O HAJBAKHUJUX pecypca y
CaBpEMCHUM Y CIIOBMMA II0CIIOBaba. Kao 3HauajaH MOTEHIMja ycrexa 3a KOMIaHUjy,
F>EHO TP I3HABAHE U 1P ABUJIHO BP €JHOBAKE y (DMHAHCH]CKUM U3BEIITAjIMa JOTP HHOCH
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TOME Ja KOPHCHHIM, a HapOYMTO HHBECTHTOPH, Oyay CHAOIEBEHH P eJICBAHTHUM
nH}OpMalnjamMa 3a JOHOLICHE HHBECTHIIMOHMX U IPYTHX oty Ka. [TocebaH n3azoB 3a
pauyHOBOACTBEHy mpodecHjy mNpencrtaBjba NPU3HABAKE MHTEPHO TI'eHEpHCaHe
HeMaTepMjalHe MMOBHHE, KOja CXOAHO Baxkehoj padyHOBOJACTBEHOj peryJaTHBH, Y
HajehieM Opojy ciydajeBa HEe HCIyHaBa yCIOBE 32 NPU3HABAME y IOjCAMHATHUM
¢unaHCHjcKMM U3BemTajuMa. Byayhu na ce oBaj meo HemaTepHjaTHE UMOBHHE MOKE
Npu3HaTH y (UHAHCHJCKMM HW3BEIITAjUMAa TEK HAKOH H-CHE TPIKMILIHE BepuduKaimje
(6un10 Kp o3 NpuMajame WIK CTULAkE KOHTPOJIE Hajl JPY MM EHTHTETOM KOju Hoceny je
OTHOCHY HeMaTepHjalHy WMOBHHY), TIoce0aH 3Hadaj A00Wjajy KOHCOJHMIOBAHU
(hMHAHCH]CKU U3BEILTAjH.

[{wp Hamer ucTpaxuBama je Ja Kpo3 KOMIAPATUBHY NECKPHITHBHY aHAIH3y
Johemo 1o 3akJpyudaka Ha KOM je HHBOY OBa Ipakcay JBE IOCMarTpaHe JpiKaBe — y
Peny 6 Cp6mjur u Peny 6numn CrioBermju. OGe iprkaBe Cy 110 Tpe JBe ACIeHHje
Oue cacTaBHH Je0 3aje[JHHYKE ApIKaBe M MOCenyjy OApeljeHe CIMIHOCTH y TOoTiieny
€KOHOMCKOI' CHCTEMa YOIITe W CHCTeMa (hMHAHCHjCKOT M3BEIITaBama, CBAKako Y3
TIOCTOjarbe Pa3iIvKa BE3aHNX 3a CHENM(UIHOCTH P €Ty JIATOP HOT OKP Y Kemha, KYJIType ’
ci. [Ipeamer aHanm3e cy KOHCONMMIOBaHM (DMHAHCH]CKHU M3BEIITAjU KOje 00enonamyjy
MaTHYHM CHTHTETH YHjUM CE BJIACHHYKUM XapTHjaMa O BPEIHOCTH TPryje Ha
Beorpanckoj 6ep3u (Cpouja) u Jby 6ipanckoj 6ep3u (CioBeHuja).

Hako 6poj KOHCOIHMIOBAHUX (PMHAHCH]CKUX M3BEIITAja yKJbYUECHUX y Y30paK HUje
Benuky (48 mBemraja ca beorpancke 6ep3e u 31 m3BemTaj ca JbyOspancke Oep3e 3a
nepron2014-2016. roaune), y30pak cMaTp amo p erp e3eHTaTUBHUM, Oy 1y hu 1a ce paau
O CBUM CHTUTETHMa KOjH IIOJIHOCE W3BEIITaje 3a CBOjy TIPYyIy HA aHAIM3HPaHUM
TPIKUIITAMA Kanurtana. Takohe, penpe3eHTaTHBHOCT Yy30pKa MOXKE Ce TYMauuTH U
YMICHULIOM Jia C€ jaBHUM JAPYINTBUMA, carjlacHo 3axreBuMa bepse u 3akoHa o
TPIKHMINTY KamuTala, MoCcTaBJbajy Behn 3axTeBH 3a 00jaBJbHBam-eM MH(OpMalja u, 1o
MPUPOAN CTBapH, Kao ,O0TBOpEHA”, OHa Cy 3aWHTepecoBaHa Ja mocrojehmM u
TIOTEHIIMjaJTHIM WHBECTHTOPMMa TIPYKe pelieBaHTHE U BEP OZOCTOjHE HHPOP MaLHje — y
HallleM CIy 4ajy O HeMaTep HjaTHOj HIMOBHHHU.

Pesynratn uctpaxuBama NMOKa3yjy BeoMa HM3aK HHBO MPaKCe H3BEINTaBamba O
HEMaTepUjajIHOj WMOBHHY, HApPOYHMTIO CPICKMX KommaHwja. Ywmmenma ma on 48
AQHAIM3HP aHUX KOHCOJIMIOBAHUX (DMHAHCH]jCKMX M3BELITaja EHTHTETa KOJHU Ce JIMCTHP ajy
Ha Beorpanckoj Oep3u camo y 10 ciywajeBa je mpu3HaT TyABWI U3 IOCIOBHE
KOMOMHAIMje M Ja y Be3W ca THM IIOCTOjH HHU3aK HHBO TpaHCIAp eHTHOCTH
obenofamBamka — NOTBplhyje 3akipyyak 0 HHUCKOj MCKAa3HOj MONHM OBHIX M3BEINTAja 3a
HWHBECTUTOPE U O HEOIXOTHOCTH MOOOJbIIama y chepr (PUHAHCHjCKOT M3BELITaBaka O
HeMaTep MjalTHOj UIMOBHMHH Ha CPIICKOM TP KHINTY KalhTaia.

Ca npyre crpade, ClOBEHauke KOMIIAHHMje MHOI'O BHIIE MaXme IocBehyjy
M3BEIITABakby O HeMaTepHjaiHoj MMOBHHHE. OcuM ImTO ce yemhe mpu3Haje Ty JBUI U
oCTajla HeMaTepHjajHa MMOBHHA CTEYCHA Y MOCIOBHOj KOMOMHAIMjH, BUCOK je HHUBO
obenosamyBaka y BE3U Ca HAYMHOM IIOYETHOT OJMEpaBama HeMaTep HjalHe MMOBUHE
CTedeHe y MOCIOBHOj] KOMOMHAIW]HY, AU ¥ HAKHAIHOT BPeJHOBAkA I'yABUIA Y y30pKY
ca JbyOspancke Oep3e.



