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Abstract: Small and medium-sized enterprises (SMEs) have a vital position in the international economy. The study aims to 

examine the compulsory financial reporting requirements set by the Kosovo Council for Financial Reporting (KCFR) as well as 

SMEs requirements for reviewing the current classification in the Kosovo context. This study, like most relevant studies, employs 

ordinal probit regression to examine the relationships among the requirements defined as dependent variables and other control 

variables such as necessary reclassification review under KCFR, preferred reclassification review under KCFR, experience 

knowledge of accountants and auditors, continuously education concerning financial reporting, and assessments of business 

owners. According to the reported conclusions, the application of these requirements in the Kosovo context does not create any 

opportunities for SMEs. On the contrary, the findings point to a thorough review of the reporting requirements for micro-

businesses, as the current classification appears to be a burden for these businesses.     

  

Keywords: Small and Medium-Sized Enterprises; Kosovo; International Financial Reporting Standards 

 

 

INTRODUCTION 

 

Globalization, particularly commercial globalization, is an undeniable reality 

nowadays, and so evidence on the cultural, socioeconomic, and human resource 

circumstances of business organizations is extremely valuable. Because Small and 

Medium-Sized Enterprises (SMEs) have played a significant role in the process of 

globalization and the strengthening of the global economy, the accounting evidence 

presented by SMEs is essential. Evidence about SMEs, such as who uses accounting 
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evidence, comparability, and harmonization of this evidence, could be improved further 

to reduce the asymmetry of information. In this perspective, policymakers' roles as 

drafters of accounting standards should be recognized as a vital step in this regard. The 

IFRS for SMEs was officially published in July 2009. The IFRS for SMEs signifies a very 

important step towards the worldwide convergence of SME financial statements 

performs. These standards will assist to enhance the quality and comparison of SMEs' 

financial reports throughout the world, as well as provide SMEs with another avenue for 

accessing and financing around the world (Neag, Masca, and Pascan 2009). 

Initially, the accounting system and its application in Kosovo were created on 

Regulation No. 2001/30 „On the establishment of the board of the financial statements 

of Kosovo and the financial reporting command of the business organizations‟. With the 

implementation of Law No. 06/L-032 on Accounting, Financial Reporting, and Audit, 

articles 5 and 11 involve large businesses to formulate financial statements under IFRS. 

By KCRF's recommendation and the Ministry of Finance's endorsement on 1 

January 2020, SMEs are required to implement ISA and IFRS for SMEs based on the 

stated categorization. However, according to relevant data, the great majority of 

businesses in Kosovo are classified as micro-enterprises; despite the categorization of 

this category into subcategories, businesses continue to perceive these criteria as 

obstacles to their development. 

According to Law 06/L-032, is extracted Administrative order No. 01/2020 on 

micro-enterprises annual financial reporting defined in article 4, which specifies clearly 

that micro-enterprises are enterprises who do not extend to at tiniest two of the next 

three conditions: 1) statement of financial position (with total assets) 350,000 EUR, 2) 

annual revenue up to 700,000 EUR, and 3) an average number of employees up to 10. 

Furthermore, the subclassification of micro-enterprises in 3 (three) classes was made as 

a result of this classification, under article 5 of this administrative Order. Based on the 

sample we have selected, this study assesses the viewpoint of all three groups: company 

owners, certified accountants, and legal auditors, as a result of IFRS requirements, they 

are recognized as a barrier to the growth of the business for the first two categories of 

article 5 since these two categories, up to EUR 300,000 per annum, are obligated to 

apply the IFRS of SMEs and to produce financial declarations. 

Therefore, the research aims to determine the aspect of the obligations set out in 

current IFRS for SMEs, the difficulties and challenges experienced in particular by micro 

enterprises, based on the issues highlighted. To reach a more accurate argumentation, 

the study has posed some research questions as follows: 1) is the implementation of 

IFRS for SMEs a burden for micro-businesses given the fact that the vast majority of 

businesses are classified as micro-businesses, and 2) what is the perception of business 

owners, certified accountants on the application of these standards to these micro-

businesses. The article context is designed to contribute to some important topics, first 

of all with a view to the extension of literature, particularly in Kosovo. Second, this 
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research presents a quantitative analysis to avoid the contradictory dilemmas between 

the KCRF's and SME's requirements and micro-enterprises in particular. Third, the 

original empirical contribution is that the data were used by SMEs in Kosovo to 

investigate the requirements set by the KCRF and their effect in business evaluation 

using ordered probit regression. Finally, concerning the policy implications, it makes 

some major recommendations to examine the standards, particularly with regards to 

micro-enterprises, and to reform policies in this important sector.  

 

LITERATURE REVIEW AND HYPOTHESIS 

 

The financial crisis of 2007-2009 led a large number of studies to estimate the 

consequence of financial data value conferring to new standards with the ongoing 

adoption of the IFRSs towards the converging financial reporting in different states. The 

vast majority of research refers to forced adaptation (see Roca 2021; Sinem et al. 2021; 

Cormier et al. 2009), but there is also research on voluntary adaptation (Kouki 2018). 

Furthermore, certain researchers are also focused in other directions on effects on 

liquidity (Daske et al. 2008), capital cost handling (Daske 2006), evidence comparability 

(Callao et al. 2007), unintentional consequences (Brüggemann et al. 2013), and on the 

value of their application (Cormier and Magnan 2016; Závodný 2021). 

Given the evolution, the research aims to examine the adverse consequences 

which have a specific focus on micro-businesses when adapting the standards under the 

present context. It should be mentioned that there is relatively little empirical research 

that discourse the aspect of burden and difficulties for the application of ISA and IFRS 

and this is a further incentive and contribution to this research. Among the few 

researchers that performed empirical investigation using terminology for economic 

consequences reflecting the influence on the value of the business financial report and 

the wealth of accounting-based policymakers are Zeff (1978), Leftwich (2016), and 

Brüggemann et al. (2013).  

In their research „The Intended and Unintended Effects of Mandatory IFRS 

Adoption‟ (Brüggemann et al. 2013) they tried therefore to identify the economic 

implications which they believe to be undesirable whether they are or do not 

correspond to the targets set out in the ISA and IFRS framework. There are different 

perspectives on the consequences of the mandatory implementation of IFRS around the 

world. But, in a large number of the literature, the results have not been uniform. IFRS 

benefits, on the other hand, only materialize in specific circumstances. Therefore 

investigations might be discovered with mixed findings. The study's results may be 

divided into three categories in terms of significance. The first group comprises research 

that establishes favorable relationships with value significance and IFRS implementation 

(Cormier and Magnan 2016; García et al. 2016). The second category comprises research 
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in which the value of IFRS adoption is not augmented as improvements (Clarkson et al. 

2011), or in which the relevance of the accounting number is reduced.  

The third group contains research that reveals that the value of certain factors has 

improved, while the relevance of other variables has deteriorated (Chalmers et al. 2011). 

Despite the advantages described above, the IFRS continues to be of deep concern to 

SMEs, considering the possibility of exceeding the expected benefits at cost of adoption. 

Consequently, mixed reactions have continued to be expressed through debates on the 

elimination or softening of local reporting standards with IFRSs (Emmanuel et al. 2016). 

Furthermore, the authors Poroy and Sipahi (2007) note that the transition to IFRSs for 

SMEs will be difficult due to the low level of SMEs and the modifications between tax 

legislation and IFRSs for SMEs.  

Regarding the advantages of admission to monetary markets (Riva and Salotti, 

2015), SMEs tend to utilize internal resources rather than collect financing from banks. In 

addition, their analysis denies the statistical importance of accounting-related revelation 

linkages to the cost of borrowing. The query of whether the proposed IFRSs for SMEs 

will be appropriate for smaller units within the field of SMEs was raised by (Roberts and 

Sian 2006) in their research entitled „Micro-Entity Financial Reporting: Perspectives of 

Preparers and Users‟. Roberts and Sian (2006) caution that insufficient literacy, 

inadequate accounting training, and a lack of computerized accounting systems might 

undermine the capacity of these businesses in less developed economies to provide 

financial information under IFRSs. 

Therefore, in the context of our study approach as well as the highlighted 

argument, we have put forward the main hypotheses on the necessity of reviewing the 

possibility of a conceivable re-classification in particular for micro-businesses. The 

hypotheses are as follows: 

 

Ho: The need for the re-classification of KCRF necessities has a significant influence on 

the compulsory IFRS adaption and application requirements for SMEs. 

 

Ha: The preferred re-classification of KCRF necessities has a significant influence on the 

compulsory IFRS adaption and application requirements for SMEs. 

 

Since the numerous IFRS requirements for SME do not even apply to micro-

entities, IASB has established, with the support of the team (SMEIG), a guide which sets 

out IFRS for SME, deprived of modifying any of the values for acknowledgment and 

quantity of assets and liabilities, earnings and expenses, and which are expected to be 

required for a typically microsize unit. Some changes to the expression are necessary to 

improve the design flow or for other reasons. Thus a possible modification or 

adaptation helps these units more easily identify the IFRS necessities for SMEs that are 

relevant to them. Several studies have focused particularly on the transitional stage of 
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adopting those established standards, which is linked to the shortage of IFRS 

knowledge, difficulties adapting policies to each country, the degree of sufficient 

education, training, and other areas. Therefore, the study conducted by Lantto (2014) 

based on the methodology used by Byrne and Pierce (2007) has found that an increase 

in requirements by the regulator may affect a reduction in the ability of accountants to 

get involved in the business. Furthermore, the study elaborates on how knowledge is 

created through continuing learning required by IFRS approval, which is possible 

through specialized associations to obtain adequate knowledge. Furthermore, the 

authors Uyar and Güngörmüş (2013) analyzing the adaptation of IFRS for SMEs in the 

context of Turkey, have developed a questionnaire based on the requirements of IFRS 

for SMEs to investigate the knowledge and perceptions of accountants. Their findings 

argue that most respondents are not properly informed about IFRS for SME issues.  

The study also argues that the commitment and training of adequate personnel, 

and the lack of training programs by specialized structures, are considered one of the 

weaknesses for the implementation of these standards. Finally, the assessment of the 

perception by business owners regarding these requirements are considered a burden 

for business development, which is indirectly underlined by Uyar and Güngörmüş (2013), 

that business owners must recruit adequate staff and invest in ongoing training for IFRS. 

 

RESEARCH APPROACH 

 

The study's goal is to empirically evaluate the preparation of financial statements 

defined by KCFR for small and medium-sized businesses. To accomplish this goal, the 

study is designed from both a theoretical and empirical standpoint.  

The empirical aspect is based on the primary data provided by the 

questionnaires, with the main goal of providing the most reliable information on the 

mandatory requirements of the KCFR on the one hand, and the possibility of reviewing a 

possible reclassification that will not be considered an additional barrier for SMEs. Data 

were collected between August and September 2020, when 229 questionnaires were 

distributed to SMEs in a random sample, and all responses were received. The 

respondents were asked to respond to the prepared questions using the five „Likert 

Scale‟ points, beginning with 1 (strongly disagree), 2 (disagree), 3 (neutral), 4 (agree), 

and 5 (strongly agree). The responses received from each respondent were then 

checked for logic flow to adjust the request for further treatment in empirical terms. To 

achieve the most consistent results, we first performed the statistical summary, followed 

by correlation analysis, other necessary tests, and finally the ordinary probit regression 

to ensure that the empirical approach was appropriately chosen. The ordinary probit 

regression (OPR) empirical approach was used in the study to determine the level of 

importance of the parameters used in the analysis. 
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ECONOMETRIC ANALYSIS 

 

Data and Sample 

 

Data for 229 businesses were extracted from the official data of the Kosovo 

Business Registration Agency (KBRA)1 in June 2020 to assess the impact of mandatory 

KCFR requirements. These data were then cross-checked against the list of Tax 

Administration of Kosovo (TAK) are they active businesses. To obtain a representative 

sample for Kosovo, the survey used random sampling classified with scaled groups. The 

research design and data fall under the subdivisions regulated by the current legal 

framework. In this survey, businesses are classified as micro-businesses, small and 

medium-sized businesses, and large businesses, using the 3 (three) criteria outlined in 

the law for accounting, financial reporting, and auditing. The research is designed in 

such a manner that the actual assessment of the implementation of these requirements, 

and even the possibility of reclassification of these requirements, can be made. 

Respondents were questioned about their knowledge of the financial reporting aspect, 

the degree of difficulty of their application, the competence of their staff, and the need 

for the KCFR to reclassify these mandatory requirements. Table 1 displays the research's 

stratified random description, including business classification, number, and percentage 

participation. 
 
Table 1: A summary of sample stratification (Source: KBRA and TAK, 2020. Authors‟ Calculation) 

 

Classification according to KCRF Number % 

Micro-businesses with a turnover of up to 50,000 EUR 87 37.9 

Micro-businesses with a turnover of up to 300,000 EUR 59 25.8 

Micro-businesses with a turnover of over300,000 EUR 43 18.8 

Small and medium enterprises with a turnover of 300,000 - 700,000 EUR 29 12.2 

Small and medium enterprises with a turnover of over 700,000 EUR 12 5.2 

Total 229 100.0 

Note: The sample was stratified according to the two in charge agencies, while business sorting is based 

on Law No. 06 / L-032. 

 

Table 1 shows how the champion was stratified based on the degree of turnover 

of SMEs, revealing that 82.5 percent of the sample is concentrated in micro-businesses 

where the study is focused, with the remaining 17.5 percent being SMEs. 

 

 

 

                                                           
1
See the Kosovo Business Registration Agency report entitled „Basic Performance Indicators Report on Business 

Registration in Kosovo June 2020‟. 



Journal of Liberty and International Affairs | Volume 7 · Number 3 · 2021 | eISSN 1857-9760 

Published online by the Institute for Research and European Studies at www.e-jlia.com      

     

 

                                            

 91 

Variables 

 

The dependent variable in this study is the assessment of the perception of 

professionals within the SMEs on the mandatory requirements set by the KCFR. Several 

questions were asked in the final section of the questionnaire to assess the dependent 

variable. The questions posed in the final section of the questionnaire included, were, 

e.g., the compliance to the KCFR standards besides preparing and reporting financial 

statements, the necessity for the possibility of reclassification of these requirements, do 

you have the adequate capacity within the firm to complete these requirements, is it a 

barrier for businesses these requirements according to the current classification, etc. 

The study to achieve the set objectives has applied 5 (five) independent variables, 

the necessity of review for reclassification according to KCRF requirements, we prefer 

reclassification of requirements according to KCRF, expertise, and knowledge of 

accountants and auditors, continuing education in the context of ISA & IFRS, and 

business owners assessment, were measured using a „Likert Scale„ points ranging from 1 

(strongly disagree), 2 (disagree), 3 (neutral), 4 (agree), and 5 (strongly agree), indicating 

the lowest and highest agreement with the instruments tested. However, some items 

can be deleted if they fail the reliability and validity tests. 
 

Table 2: Variable and Statistics Description (Source: Authors‟ calculation) 

 

Variables Description Obs. Mean St.dv. Min. Max. 

Dependent Variable      

𝐂𝐊𝐂𝐅𝐑 Classification review by Kosovo Council for 

Financial Reporting - KCFR 

229 1.21 .057 1 3 

Independent Variables      

𝐍𝐊𝐂𝐅𝐑 Necessary reclassification review under 

KCFR 

229 0.71 .156 0 1 

𝐏𝐊𝐂𝐅𝐑 Preferred reclassification review under KCFR 229 0.59 .496 0 2 

𝐄𝐱𝐩𝐤 Experience knowledge of accountants and 

auditors 

229 1.41 .068 1 4 

𝐄𝐝𝐮𝐜 Continuous education about KCFR & IFRS 229 1.13 .371 1 3 

𝐎𝐰𝐧𝒂 Assessments of business owners 229 1.27 .054 1 4 

 

Table 2 displays descriptive data for all factors employed in the analysis as 

requirements of IFRS for SME application. We find that statistically relevant variations 

occur among the test variables. From 229 observations made it turns out that the 

classification review by the Kosovo Council for Financial Reporting - KCFR has a mean 

value of 1.21, with a standard deviation of 0.6 percent. Considering that the two 

parameters that are at the basis of the study, the reclassification requirement of micro-

businesses has a mean value of 0.71 compared to the preferred reclassification 

requirements, which have a mean value of 0.59. The initial result of this sample gives us 
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indications that the common of micro-businesses have expressed a possible 

reclassification on compliance with IFRS for SMEs. The other evaluation parameter which 

is considered a promoter of the implementation of IFRS for SMEs is the experience and 

knowledge available to accountants and auditors, which has a mean value of 1.41 or 

expressed differently by 4 respondents 1.41 of them argued that knowledge is necessary 

for the implementation of these standards. Education as an important component of 

knowledge acquisition had approximately the same results as the previous parameter 

with a mean value of 1,13 was shown, with a standard deviation of 37,1 percent. And 

thus, the variable assessment of the business by owners has resulted in a mean value of 

1,27, with a standard deviation of 0,5%, based on the measuring perception of business 

owners. 

 
Table 3: Correlation Analysis (Source: Authors‟ calculation) 

 

 𝐂𝐊𝐂𝐅𝐑 𝐍𝐊𝐂𝐅𝐑 𝐏𝐊𝐂𝐅𝐑 𝐃𝐏 𝐖𝐒 𝐋𝐒 

𝐂𝐊𝐂𝐅𝐑 1.000      

𝐍𝐊𝐂𝐅𝐑 -240** 1.000     

𝐏𝐊𝐂𝐅𝐑 .235** -.597** 1.000    

𝐄𝐱𝐩𝐤 .377** .574** .191** 1.000   

𝐄𝐝𝐮𝐜 .109* .312** .160 -.159** 1.000  

𝐎𝐰𝐧𝒂 .267* .239** .281* -.098 .518** 1.000 

Note: **. Correlation is significant at the 0.01 level (2-tailed).  

 

The output of the correlation matrix is presented in Table 3. The results show that 

the factors are unrelated, hence the problem of multi-collinearity among the 

independent factors is not present. The results show that the classification according to 

KCRF has a moderate association with the control parameters in the analysis. Significant 

positive association with 5 percent confidence level is reflected with preferred a possible 

classification by KCRF, personnel expertise, while negative correlation exists with the 

requirement for possible reclassification by KCRF. There is also a positive association 

with the parameter of continuing education and evaluation by business owners at a level 

of reliability of 10 percent. While other associations among control parameters are 

presented in the table in detail. 

Empirical Model 

 

To develop an empirical model to assess the impact of micro-business 

requirements on the possibility of reconsidering the reclassification of mandatory 

requirements based on the set of documents defined by the KCFR, the empirical 

approach must be carefully chosen. Furthermore, we adapted ordinary probit regression 

to account for the binary nature of micro-business requests for financial reporting as 

well as the possibility of reclassifying this request.  
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According to Cameron and Trivedi (2010), the evaluation takes into account the 

regressor's latent binary variable by changing the nature of the first–stage to a latent 

factors model similar to the probit. Assume Y1 (Classification review by KCFR) is the 

dependent, and Y2 is the independent (Necessary reclassification review under KCFR and 

other control factors). We introduce an unobserved latent variable, Y2
∗, which defines 

whether theY2 = 1 or 0. Formally, our model is represented as follows: 

Pr Y = 1|X = φ XTβ  (1) 

 

Pr represents the possibility, as well as φ, reflects the standard distribution.  

The likelihood approach is typically used to estimate β constraints. In the situation of 

latent constructs, moreover, the technique is as follows: 

Yi
∗ = Xi

T + μi = β0 + β1Xi1 + β2Xi2 + ⋯ + βkXik + εi  (2) 

𝑌𝑖 =  
1 𝑖𝑓 𝑌𝑖

∗ ≥  𝜏

0 𝑖𝑓 𝑌𝑖
∗ ≤  𝜏

   (3) 

 

Predicated on the formulas stated previously, the formula in our specific instance takes 

the form shown in equation number 4. 

Yi
∗ = CRi

T + μi = β0 + β1NCi,1 + β2PCi,2 + β3EKi,3 + β4CEi,4 + β5ABOi,5 + εi   (4) 

 

Where: 

Yi
∗ − 𝑎 𝑐𝑜𝑢𝑛𝑡𝑖𝑛𝑜𝑢𝑠 𝑟𝑒𝑎𝑙

− 𝑣𝑎𝑙𝑢𝑒𝑑 𝑖𝑛𝑑𝑒𝑥 𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒 𝑓𝑜𝑟 𝑜𝑏𝑠𝑒𝑟𝑣𝑎𝑡𝑖𝑜𝑛 𝑖 𝑡𝑎𝑡 𝑖𝑠 𝑢𝑛𝑜𝑏𝑠𝑒𝑟𝑎𝑏𝑙𝑒, 𝑜𝑟 𝑎 𝑙𝑎𝑡𝑒𝑛𝑡; 

Xi
T −  1 Xi1Xi2 … Xik , 𝑎 1 ∗ 𝑘 𝑟𝑜𝑤 𝑣𝑒𝑐𝑡𝑜𝑟 𝑜𝑓 𝑟𝑒𝑔𝑟𝑒𝑠𝑠𝑜𝑟 𝑣𝑎𝑙𝑢𝑒𝑠 𝑓𝑜𝑟 𝑜𝑏𝑠𝑒𝑟𝑣𝑎𝑡𝑖𝑜𝑛 𝑖; 

𝛽 −  β0,β1, β2, … , βk 𝑇 , 𝑎 𝐾 ∗ 1 𝑐𝑜𝑙𝑢𝑚𝑛 𝑣𝑒𝑐𝑡𝑜𝑟 𝑜𝑓 𝑟𝑒𝑔𝑟𝑒𝑠𝑠𝑖𝑜𝑛 𝑐𝑜𝑒𝑓𝑖𝑐𝑖𝑒𝑛𝑡𝑠; 
Xi

T𝛽 − 𝑎 1 ∗ 1 𝑠𝑐𝑎𝑙𝑎𝑟 𝑐𝑎𝑙𝑙𝑒𝑑 𝑡𝑒 𝑖𝑛𝑑𝑒𝑥 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 𝑓𝑜𝑟 𝑜𝑏𝑠𝑒𝑟𝑣𝑎𝑡𝑖𝑜𝑛 𝑖; 
μi − 𝑎𝑛 𝑖𝑑 𝑁 0, 𝜎2 𝑟𝑎𝑛𝑑𝑜𝑚 𝑒𝑟𝑟𝑜𝑟 𝑡𝑒𝑟𝑚 𝑓𝑜𝑟 𝑜𝑏𝑠𝑒𝑟𝑣𝑎𝑡𝑖𝑜𝑛 𝑖. 

 

Econometric Findings 

 

The research in the section on econometric results covers specific concerns with 

a logical flow based on the definition of the econometric model, its adequacy, the 

potential difficulties, and parameter evaluation. The purpose of the ordered probit 

regression is to examine the influence on KCRF classification review of the specified 

parameters. Table 4 displays the results of -2 log-likelihood, as well as goodness-of-fit, 

Pearson & Deviance on the stability of the model. Chi-square with coefficient 60,38 and 

probability P = 0.000 is the essential approach for the model appropriateness which 

offers evidence of the model's fitness. In addition, regarding the stability of the model, 

the goodness-of-fit evaluation reveals that the Deviance coefficient is 44.13 with 

probability P = 0.336, which also provides proof that the model is properly selected 

(Petrucci 2009; Field 2018). 
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Table 4: Model Fit and Goodness-of-Fit Information (Source: Authors‟ calculation) 

 
Model Fitting Information Goodness-of-Fit 

Model -2 Log 

Likelihood 

Chi-

square 

df Sig.  Chi-

square 

df Sig. 

Intercept 

only 

130.445    Pearson 61.935 29 0.093 

Final 70.061 60.384 9 0.000 Deviance 44.131 29 0.336 

Link function: Probit 

 

The characteristic of the regression models on the suitability of the most useful 

is R2, which in our study its role is played by Pseudo R Square which in essence explains 

the dependence of the explanation of the variable depending on the applied control 

constraints. In our concrete case, Pseudo R Square has a coefficient of .571, which 

means that the control variables explain 57.1 percent of the classification review by 

KCRF. However, there are not many accurate explanations for the interpretation of this 

outcome from an observed point of view (Osborne 2015; Stevens and Pituch 2016), and 

this finding itself presents a restrained dosage. The study applied Durbin-Watson 

assessments in terms of serial correlation, the test results show a coefficient of 1.971 

meaning that the test is located in the defined interval and proves that data are not 

autocorrelated (Durbin and Watson 1971; Racine and Hyndman 2002). 

The valuation parameters besides the level of their importance are analyzed 

after the analytical tests described above. From Table 5, it can be seen that out of the 

five parameters applied in ordered probit regression, three of them have a substantial 

impact on the dependent variable „necessities for a possible reclassification under KCRF 

mandatory requirements for micro-businesses, while the two other parameters have 

turned out to be not significant. 
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Table 5: Parameter Estimates (Source: Authors‟ calculation) 

 

  Estimate Significance 

Threshold Classification review by Kosovo Council for Financial Reporting = 1 -2.289 .098 

 Classification review by Kosovo Council for Financial Reporting = 2 -1.219 .199 

 Classification review by Kosovo Council for Financial Reporting = 3 -.651 .360 

 Classification review by Kosovo Council for Financial Reporting = 4 .568 .195 

Location Necessary reclassification review under KCFR 2.568 .060 

 Preferred reclassification review under KCFR -.781 .438 

 Experience knowledge of accountants and auditors 2.024 .011 

 Continuously education in relation to KCFR & IFRS 7.725 .000 

 Assessments of business owners 5.314 .996 

Diagnostics   

Likelihood ratio test 60.384 0.000 

Pseudo R-square .571 0.003 

Durbin-watson 1.971 “-“ 

N 229 “-“ 

Link function: Probit. Note. (***), (**), (*) significant respectively at 1, 5, and 10 percent. 

 

The study used the significance of 1, 5, and 10 percent to test the parameter 

confirmation. The findings of the reclassification review parameter required under the 

KCRF have an important influence on the existing framework of KCRF compulsory 

requirements currently applicable in Kosovo. The evaluation parameter necessary 

reclassification review under the KCRF coefficient is 2,568, meaning that any increase per 

unit of this parameter will have a direct influence on the reclassification requirements of 

2,6 units, presuming that the remaining parameters remain constant.  

Those results, therefore, confirm the basic hypothesis that the requests of micro-

enterprises are legitimate and important, and that is strong evidence of the policy 

framework beginning to examine the needs for such enterprises. The examination of 

macroeconomic determinants for adaptation to small and micro businesses for EU 

Member States (Bonito and Pais 2018) included a sample of 84 respondents who 

adapted and who failed to comply with these requirements in advanced and emerging 

countries. The findings of this study argue that these outputs might be due to costs 

transactions, the importance of having some knowledge of IFRS reporting assumed its 

difficulty, and belonging to IFRS-based countries that facilitate the adoption of IFRSs for 

SMEs. In addition, they concluded that this standard was less likely to be accepted by 

Eurozone Members.  
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Based on these facts, then, the results of our study are fully consistent with 

Bonito and Pais (2018) arguments, and that micro-enterprises are necessary for a review 

of these criteria. Additionally, to compare the findings of the study have been confirmed 

by Perera and Chand (2015) by analyzing developed countries providing arguments that 

the package will have implications for the revision of IFRS for SMEs and will help in 

addressing future complications in the SME convergence process. Finally, in their study 

on the perception of the application of IFRS (Silva et al. 2021) argues that international 

accounting convergence de facto has not yet been reached in Portugal and Brazil, even 

after a period of seven to 8 years of adaption to those standards. 

Moreover, the other two factors examined in this study include the experience of 

the accountants and the auditors, and the continuous education about IFRS for SMEs 

have shown significance for the implementation and adoption of those standards at 

99,9 percent reliability. The study conducted by Sadikaj et al. (2020) reveals the 

substantial effect on adaption and application of such standard experience, a lack of 

guidance, and continuous education. The tests and verification of these hypotheses 

were done at a significant level of 95 percent were done via the ordered logit regression 

approach. In examining the advantages and drawbacks in the application of IFRS to 

SMEs (Ebaid 2021), it was discovered that the advantages are taken into consideration in 

terms of facilitating access to loans, facilitating credit rating, allowing for greater 

awareness, and interpretation. Whereas, in terms of difficulties, lack of adequate 

knowledge for IFRS and lack of training. It was concluded that the lack of appropriate 

resources and the lack of knowledge have a major influence on IFRS adoption for small 

and medium enterprises (Rodzani and Charles in 2016).  

The results of our investigation are therefore fully consistent with the previous 

findings. The expertise of accountants and auditors has an important positive influence 

with a reliability of 1 percent on the dependent variable with the 2.024 coefficient, 

whereas ongoing training about IFRS for SMEs confirms the same positive level with a 

7.725 coefficient. The parameters that have turned out to be insignificant are Preferred 

reclassification review under KCFR, and assessments of business owners as they have the 

value P = 0.438, respectively P = 0.996, and as such are insignificant in terms of their 

explanation. 

 

LIMITATIONS OF THE STUDY 

 

There are also limitations in the sample representation of this study, since our 

sample is only 229, focusing mainly on micro-enterprises, on one hand, and this sample 

on the other represents the data gathered by relevant stakeholders, which in some 

instances could be produced in the insincerely supplied information. The outcomes of 

the research as such may thus not differ from the real situation but may be seen as a 

view of the stakeholders participating in the investigation.  
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Moreover, when we deal with binary parameters, the empirical technique 

developed in this study is seen as more appropriate. The sole limitation of the probit 

models is that normal distributions are necessary for all unobserved utility components. 

In many, perhaps most situations, normal distributions provide an adequate 

representation of the random components. However, normal distributions are 

unsuitable in certain cases and might lead to perverse expectations. 

 

CONCLUSION 

 

Relying on empirical research by academics and researchers to date, who have 

analyzed specific countries, comparisons between the two countries, and panel 

countries on challenges and priorities during the so-called transitional phase of IFRS 

adaptation and implementation for SMEs.  

For the countries of the Western Balkans and especially in the context of Kosovo, 

it is worth noting that there is a small amount of research. For this reason, this research 

can be considered as an advancement of the empirical literature in the Kosovo 

prospectus, and at the same time as an added value for researchers interested in this 

field. Thus, the research has applied qualitative and quantitative approaches, applying a 

sample stratified in 3 (three) subgroups, including 229 respondents who exercise their 

activity in SMEs and micro-businesses. To achieve the most stable results, ordered probit 

regression (OPR) has been applied, which is considered to be more appropriate when 

dealing with binary data (Petrucci 2009; Field 2018).  

The main purpose of the research was to investigate the control parameters: 

micro-business necessities for a possible reclassification review of the criteria 

established by the KCRF; preferred requirements for a possible reclassification; 

experience of accountants and auditors; ongoing education for SMEs, and assessment 

by business owners. The econometric results argue that the requirements of SMEs, 

especially micro-businesses, the experience of accountants and auditors, as well as 

ongoing education on IFRS for SMEs have a significant impact on the standards applied 

and are considered as challenges for the development of these businesses. While the 

preference for a possible reclassification and evaluation according to business owners 

has turned out to be insignificant in adapting these requirements. One of the main 

drawbacks of these micro-businesses is that these requirements are an additional 

burden for their development, require the commitment of additional professional staff, 

and at the same time increase the financial cost. However, accountants and auditors also 

express their concern about the ongoing modifications of IFRS, which obliges them to 

have ongoing professional training to implement these IFRS for SMEs properly. 

Moreover, the situation created as a result of the Covid-19 pandemic has significantly 

influenced these categories to attend training and professional education in a physical 

way, which also presents an additional psychological burden.  
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Thus, future research should attempt to explore other factors that could influence 

SMEs and microbusinesses' perception of the IFRS and to increase the sample size to 

cover a larger number of samples. 

 

Policy Implication 

 

Based on this finding and the conclusion of the study, the following suggestions 

may be drawn: policymakers should give equal and better emphasis to the requirements 

set by the KCRF for SMEs, and especially for micro-businesses provided that these 

micro-businesses have the opportunity to develop, sustainable growth, increase the 

number of employees, and then compulsorily adapt to IFRS requirements. KCRF should 

pay more attention to these micro-businesses by offering them more flexibility, as they 

are quite burdened with the requirements of the Tax Administration of Kosovo. Thus, 

policies that drive the growth of these micro-businesses and the economy of Kosovo as 

a whole need to be promoted which will have effects on GDP. One of the main concerns, 

to improve the quality of financial reporting as defined, is the adoption of policies that 

will allow favorable environments, including the legal and judicial system, the financial 

system, taxes, labor relations, investment procedures, and customs administration 

should be encouraged. 
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