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Abstract: The aim of this paper is to consider the practice of subsequent measurement of property, plant and
equipment in hotel companies in the Republic of Serbia and the Republic of Croatia, i.e., to determine whether
the preparers of financial statements make greater use of the historical cost model or the model based on fair
value. The sample consists of 220 hotel companies in the Republic of Serbia and the Republic of Croatia,
observing their financial reports for 2019. The research reveals that most hotel companies in both countries
subsequently measure owner-occupied property and plant and equipment according to the historical cost
model. Hotel companies in Serbia most often apply the fair value model for subsequent measurement of
investment property, while hotel companies in Croatia most often apply the historical cost model in the same
context. We also find that a large number of hotel companies in the observed countries do not disclose the
basis for subsequent measurement of property (including investment), plant and equipment in the notes to their
financial statements, which means that the quality of financial reporting on those assets in the hotel companies
should be improved.

Keywords: subsequent measurement, property, plant and equipment, hotel companies, historical cost model,
revaluation model, fair value model.

JEL classification: M41, M42

Caxertak: Llwb paga je ma ce carnefa npakca HakHagHOT Mepera HEeKpPeTHWHA, MOCTpojera U Ompeme y
xotenujepckum npeaysehuma y Penybnuum Cpbujn v Penybruum Xpsatckoj, Tj. Aa Ce yTBpau Aa nu
cacTaBrbaqn uHaHcHjckux n3BelLTaja y Behoj Mepy kopucTe Mogen UCTOPMiCKOT TPOLLKA WU MOLEeN 3acHOBaH
Ha thep BpeaHoCTH. Y3opak ce cactoju og 220 xotenujepckux npeayseha y Penybmuum Cpbujn n Penybnmum
XpBaTckoj, Npu YeMmy Cy MOCMaTpaHW HUXoBM (HaHCWicku n3sewwTaju 3a 2019. roguty. WcTpaxwsatbem je
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yTBpheHo fa BehuHa xoTenujepckux npegyseha y obe 3emrbe HakHaZHO Mepu HEKPETHUHE pasnnuuTe of
MHBECTULMOHIX, MOCTPOjEHba 1 ONpeMy Mo Mofeny UcTopujckor TpoLuka. XoTenujepcka npeayseha y Penybnnum
Cpbujn Hajuelwhe npumerbyjy Mogen dep BPeAHOCTM 3a HAKHAZHO MEPEHE WHBECTULMOHWUX HEKPETHWHA, JOK
xoTenujepcka npegyseha y Penybnuum XpeaTckoj Hajuelhe npuMetbyjy MOLEN MCTOPUJCKOr TPOLLKA Y UCTOM
KOHTeKCTy. YTBpheHo je W fa Hemanu 6poj XxoTenujepckux npegyseha y nocmatpaHuM 3emrbama He
obenopatbyje OCHOBY 3a HaKHAAHO Mepet-e HEKPETHUHA (YKIbydyjyhu MHBECTULMOHE), NOCTPOjetba 1 onpemy Y
HanomeHama y3 (hmHaHcmjcke M3BELLTaje, LUTO 3Ha4W Aa MoCTojW 3HayajaH NpocTop 3a yHanpehere kBanuTeTa
(hMHAHCM|CKOT M3BELLTaBakba O MOMEHYTUM CpeACTBUMA Y XOTENMjepCkuM npeay3ehuma.

KrbyyHe peun: HakHagHO Meperse, HeKpeTHWHe, MocTpojerba U onpema, xoTenujepcka npepyseha, mogen
MCTOpUJCKOT TPOLLIKA, MOLLEN peBarnopuaaumje, Mogen (ep BpeaHOCTH.

JEI knacudpmkauuja: M41, M42

Introduction

Accounting information plays a key role in decision making in the business world (Mami¢
Sacer & Zyznarska-Dworczak, 2020). As the most important products of the company's
accounting function financial statements are the main source of this information (Mitrovié
et al., 2015; Vasilev et al., 2019). Measurement (valuation) of the financial statements
positions is one of the key problems in preparation of financial statements (Prochazka,
2011). The measurement process, together with the recognition process, directly affects the
financial position and performance of the company (Karapavlovi¢, 2020). In relation to
assets and liabilities, there are problems of a) initial and b) subsequent measurement, while
in the case of income and expenses, the problem of measurement occurs only in the context
of their initial recognition (Karapavlovi¢ & Obradovi¢, 2020).

The historical cost concept and the fair value concept are the most common concepts
for measuring economic categories in accounting theory and practice (Percevié et al.,
2020). The concept of historical cost, as the oldest concept, implies that assets are measured
in the amount of reimbursement provided for their acquisition, and liabilities in the amounts
received in exchange for the obligation (Stojanovi¢, 2016). In other words, the application
of the historical cost concept implies ignoring current market prices when measuring assets
and liabilities, but usually relies on costs incurred at the time of their acquisition, which
more or less deviate from the economic reality, depending on market prices stability and
time distance of transactions from the reporting day (Malini¢, 2009, p. 310). In fair value
accounting system, assets and liabilities are measured at their currently estimated values
(Singh & Doliya, 2015, p. 64). Fair value, as a variant of current value, implies that assets
and liabilities are measured by applying “visible” market inputs (mark-to-market), the most
reliable of which are market prices in an active market, or by applying appropriate
valuation techniques (mark-to-model). As Radi¢ (2012) points out, fair value is the
estimated sales (exit) value, while in the absence of market inputs, the discounted value
obtained by applying certain valuation models are used.

The subject of this paper is the practice of subsequent measurement of property
(both investment and owner-occupied), plant and equipment in hotel companies in the
Republic of Serbia (RS) and the Republic of Croatia (RC). When measuring those positions
of the statement of financial position (balance sheet) subsequently, preparers of financial
statements choose between the cost model, based on the concept of historical cost, and the
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revaluation model (for owner-occupied property, plant and equipment) or the fair value
model (for investment property), as models based on the concept of fair value. The aim of
this paper is to identify whether the preparers of financial statements of hotel companies in
RS and RC prefer the cost model or the model based on fair value. In addition, the practice
of subsequent measurement of these assets is considered in more detail in terms of the legal
form of the company and the financial reporting basis.

The practice of subsequent measurement of property, plant and equipment (PPE) has
been the subject of empirical research in RS and RC, as well as in other countries. The
specificity of the empirical research in this paper is that the focus is on hotel companies, as
well as on the fact that the financial reporting practices of selected companies (hotels) are
compared in neighbouring countries where International Financial Reporting Standards
(IFRS) have been applied for a relatively long time. Unlike previous empirical research on
financial reporting practices for non-investment property, plant and equipment in the RS,
the research in this paper includes companies that apply IFRS for small and medium-sized
entities (SMEs), as companies that have relatively recently been able to choose a model for
measuring these assets.

The paper is structured in five sections. After the introduction, we consider the
regulatory framework for subsequent measurement of PPE in the RS and the RC. In the
same section, we present the results of previous research and, based on these results, we
develop the research hypotheses. In the third section, we describe the research sample and
methodology. The fourth section presents the results of the conducted empirical research. In
the last section, we provide concluding remarks are the limitations of research in the paper,
as well as directions of future research.

1. Literature review

In the RS, the issues of recognition and measurement of the financial statements positions
are regulated by: a) full IFRS, b) IFRS for SMEs, and c) the Ordinance of the Ministry of
on recognition, measurement and presentation and disclosure of positions in individual
financial statements of micro and other entities. Under the Accounting Law of 2013, as the
law applicable for 2019 financial statements, which are analysed in the paper, the following
entities are required to apply full IFRS: a) large companies, b) financial institutions, c)
companies that prepare consolidated financial statements, and d) listed companies and those
in the preparation for listing. According to this law, medium-sized companies choose
between full IFRS and IFRS for SMEs, small companies apply IFRS for SMEs, while
micro-companies and entrepreneurs choose between the Ordinance and IFRS for SMEs. In
the RC, the issues of the financial statement positions recognition and measurement are
regulated by: a) full IFRS as adopted by the EU and b) Croatian Financial Reporting
Standards (CFRS). Under the Accounting Law of 2015, large companies and companies of
public interest apply full IFRS, while micro, small and medium-sized entities apply CRFS.
Table 1 shows the components of the regulatory frameworks for financial reporting in the
RS and the RC regarding subsequent measurement of PPE which was applicable for 2019
financial statements.

Ananu Exoromekor cpakynteta y Cy6otuum — The Annals of the Faculty of Economics in Subotica, Vol. 58, No. 47, pp. 015-029

17



18

Marko Milasinovié, Vladimir Obradovié¢, Nemanja Karapavlovi¢

Table 1: Regulatory framework for subsequent measurement of property, plant and equipment in RS and RC

Ordinance of the
Full IFRS IFRS for SMEs Minister CFRS (RC)
of Finance of 2013 (RS)
Owner-occupied property and plant and equipment
Document / IAS 16 - Section 17 — . CFRS 6 — Long-
Article 14 — Long-term .
document Property, Plant | Property, Plant Taneible Assots term Tangible
section and Equipment | and Equipment & Assets
Choice: cost Choice: cost Choice: cost
Models for
model or model or model or
subsequent . ) Cost model .
revaluation revaluation revaluation
measurement
model model model
Other Other
comprehensive | comprehensive Equit
The effects of income and income and quity
. . . (revaluation
fair values equity equity /
. . surplus) or
changes (revaluation (revaluation
profit/loss
surplus) or surplus) or
profit/loss profit/loss
Investment property
Document / IAS 40 - Section 16 — . CFRS 7 -
Article 15 — Investment .
document Investment Investment Probe Investment in
section Property Property perty Property
Models for Choice: cost . . . Choice: cost
. Fair value model Fair value model in .
subsequent model or fair . model or fair
in general general
measurement value model value model
The effects of
fair values Profit/loss Profit/loss Profit/loss Profit/loss
changes

Source: the authors, based on the documents mentioned in the table header

As Table 1 shows, hotel companies, but also all other companies operating in the RS
and the RC that prepare their general-purpose financial statements following full IFRS,
IFRS for SME or CFRS, when subsequently measuring owner-occupied property, plant and
equipment, choose between the cost model and the revaluation model. In other words, the
mentioned forms of regulation provide the same possibilities for subsequent measurement
of the mentioned assets (Széles et al., 2019). The first version of IFRS for SMEs, published
in 2009, did not allow the right to choose — the cost model was mandatory. However, the
second version of this document published in 2015, whose official Serbian translation was
published in 2018, gives entities the right to choose between the cost model and the
revaluation model. Entities in the RS that apply the 2013 Ordinance could only use the cost
model in the context of preparing financial statements for 2019.

The considered regulatory bases define both models (cost and revaluation model) in
the same way. Namely, the cost model implies measurement at cost less accumulated
amortization and impairment losses, while the revaluation model involves measuring at fair
value at the date of revaluation, provided that this value can be reliably estimated, less
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subsequent accumulated amortization and impairment losses. The revaluation process is
performed as often as necessary to prevent a material difference between the carrying
amount and the fair value at the end of the reporting period. An increase in the carrying
amount of an asset due to revaluation is included in revaluation surplus, as a component of
equity, and other comprehensive income (if it is reported, which is not an obligation of
companies in the RC applying CFRS) or in profit/loss, up to previously recognized
revaluation loss on the same asset. A decrease in the carrying amount is included in
profit/loss or decreases previously recognized revaluation surplus on the same asset.

Companies that follow full IFRS (in both countries) and CFRS (in the RC), when
subsequently measuring investment property, can choose between the cost model, which is
the same as for other (owner-occupied) property (and also plant and equipment), and the
fair value model. Companies that apply IFRS for SMEs or the Ordinance (in the RS) use
the fair value model. However, they use the cost model if excessive costs or efforts are
necessary for reliable fair value estimation. Under the fair value model, an asset is
measured at its fair value at the end of the reporting period. As it can be seen in Table 1, all
companies in the RS and the RC, regardless of the financial reporting basis, include gains
or losses from changes in fair values in profit/loss in the period of their occurrence. IAS 40
and CFRS 7 require companies using the cost model to disclose fair values of investment
property in the notes to the financial statements.

The research conducted on a sample of 200 companies in the EU reveals that about
95% of the observed companies subsequently measure owner-occupied property and plant
and equipment at the cost model (The Institute of Chartered Accountants in England and
Wales — ICAEW, 2007). Cairns et al. (2011), based on a survey of 228 listed companies in
the UK and Australia, point out that companies dominantly choose a cost-based model
when they can opt between a fair value model and a cost model in the context of subsequent
measurement of assets and liabilities. The results of the part of the survey related to owner-
occupied property and plant and equipment are consistent with the general conclusion — a
small number of companies use the revaluation model. Lourengo et al. (2015), based on a
sample of 300 European companies applying full IFRS, find that most companies use the
cost model in the same context. A survey conducted on a sample of 1,100 companies in
South Korea reveals that about 18% of companies apply the revaluation model during 2008
and 2009 (Back & Lee, 2016). Pobri¢ (2019), based on a sample of 190 companies in
Bosnia and Herzegovina (B&H) that applied full IFRS for preparation of financial
statements for 2017, finds that more than 75% of the observed companies use the cost
model for all owner-occupied property and plant and equipment, about 15% use the
revaluation model for the same assets, while about 8% use the revaluation model to
measure some (not all) items of these assets.

A survey conducted on a sample of 300 companies in the RS in 2013 found that the
largest number of companies (61%) use the cost model for subsequent measurement of
owner-occupied property and plant and equipment (Obradovi¢ & Karapavlovié, 2014), that
19% of companies apply the revaluation model, and that 12% of companies apply a mixed
model, i.e., measure some assets according to the revaluation model, and others according
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to the cost model. The research also reveals that 8% of the analysed companies did not
disclose the model of subsequent measurement in the notes to the financial statements. The
research conducted by Karapavlovi¢ et al. (2020) on a sample of 300 randomly selected
companies in the RS that apply full IFRS and based on the financial statements for 2014,
2015 and 2016, confirms that the largest number of the observed companies, i.e. 57.8% on
average, use the cost model, 15.6% use the revaluation model, 9.1% use both models, while
17.6% of the companies do not clearly disclose the model. On the other hand, based on a
survey on a sample of 53 companies in RS, Panteli¢ (2019) reveals that about 76% of
companies use the revaluation model, and about 24% use the cost model to measure the
mentioned assets.

Observing 50 small processing companies in the RC, TusSek et al. (2018) find that
60% use the cost model to subsequently measure owner-occupied property and plant and
equipment. Both models are applied by 14 companies, with the revaluation model most
commonly used for property and the cost model for plant and equipment. The research
reveals that only one company applies the revaluation model for all items of the observed
assets, while 5 companies do not disclose the basis of subsequent measurement. Based on a
survey conducted on a sample of 100 randomly selected medium-sized and large companies
the real sector in 2016, Percevic et al. (2020) find that companies in the RC apply the cost
model to a greater extent than the model based on fair values for subsequent measurement
of assets and liabilities. In particular, they find that 16% of the observed medium-sized
companies and 22% of large companies use the fair value model for subsequent land
measurement, and 18% of medium-sized and 12% of large enterprises use the fair value
model for subsequent measurement of buildings, plants and equipment.

The presented results of the studies, which were conducted in different countries and
whose subject of observation were companies of different activities, indicate the dominance
of the cost model in the context of subsequent measurement of owner-occupied property
and plant and equipment. Based on this, we formulate the first research hypothesis as
follows:

Hi: Hotel companies in the RS and the RC prefer the cost model for subsequent
measurement of owner-occupied property and plant and equipment.

As noted earlier, Cairns et al. (2011) find a general dominance of the cost model as
the basis for measuring assets and liabilities. However, they also find that investment
property is an exception. Muller et al. (2008), on the basis of observing 77 companies in
continental Europe, found that about 75% of them use the fair value model for subsequent
measurement of investment property. Conducting a survey based on financial statements in
the period from 2009 to 2013 of 110 companies listed on stock exchanges in EU countries,
Maiki et al. (2016) find that 80% of companies use the fair value model. Conducting
research on a sample of 96 randomly selected Chinese companies listed at the end of 2008,
Taplin et al. (2014) find that one half (48) use the fair value model, while the other half use
the cost model. The mentioned research in B&H (Pobri¢, 2019) reveals that about 60% of
the observed companies use the fair value model. On the other hand, some studies reveal a
prevalence of the cost models. The aforementioned study of the ICAEW (2007) finds that
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71.6% of companies in the EU subsequently measure investment property using the cost
model. According to Prewysz-Kwinto & Voss (2016), who conducted a survey on a sample
of 30 companies listed on the Warsaw Stock Exchange, about 63% of companies used the
cost model in 2014.

A survey conducted on a sample of 233 manufacturing companies in the RS, based
on financial statements for 2014, 2015 and 2016, finds that, on average, about 47% of
companies that have investment property use the fair value model (Karapavlovi¢ et al.,
2018). The same research reveals that the cost model is used by an average of 29% of
companies, and that about 23% do not disclose the model of subsequent measurement in
their notes to the financial statements. Panteli¢ (2019) finds that all observed companies in
the RS apply the fair value model. The research conducted by Karapavlovi¢ et al. (2020)
confirms that the largest number of companies in the RS that have investment property use
the fair value model. On the other hand, research conducted by Pavié¢ et al. (2016) on a
sample of 132 non-financial companies listed in the RC, at the Zagreb Stock Exchange,
find in 2013 that more than half of these companies that have investment property apply the
cost model. Another research conducted in the RC (Percevi¢ et al., 2020) reveals that 8% of
the observed medium-sized and 15% of the observed large real sector companies apply the
fair value model. Since research shows that companies in the RS more often use the fair
value model than the cost model for subsequent measurement of investment property, and
that in the companies in the RC it is the opposite, the second research hypothesis is as
follows:

H:z: Hotel companies in the RS prefer the fair value model, while hotel companies in
the RC prefer the cost model for subsequent measurement of investment property.

2. Research sample and methodology

The empirical research was conducted on a sample of 110 randomly selected hotel
companies in the RS that apply either full IFRS or IFRS for SME and 110 randomly
selected hotel companies in the RC (that apply either IFRS or CFRS). These are the
companies whose activity code, in both countries, is 55.10 — Hotels and similar
accommodation. We used the notes to the financial statements for 2019 to identify the
accounting policies regarding the subsequent measurement of PPE, as well as balance
sheets relating to the end of 2019 to identify the importance of PPE for companies. The
mentioned financial statements are available on the official internet presentations of the
Business Registers Agency of the RS and the Financial Agency of the RC. Hotel companies
in RS that apply the Ordinance of the Minister of Finance are not included in the sample
because they are not obliged to publish the notes to the financial statements. Therefore, the
accounting policies of those companies related to the subsequent measurement of PPE
could not be identified. The sample structure from the aspects of legal form and basis for
preparing financial statements is shown in Table 2. This structure is used as a basis for a
deeper analysis of accounting policies related to subsequent measurement of PPE, which
aims to determine whether there are differences in the mentioned accounting policies
between different types of companies. Data on companies in the sample were processed
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using descriptive statistics. In the context of their interpretation, the method of comparison
is used to a significant extent.

Table 2: Sample structure

RS RC
No. % No. %
Limited liability company 93 84.55 78 70.91
Legal form Stock company 17 15.45 32 29.09
Financial reporting basi IFRS 47 .73 23 20.91
anclalreporting basis ™ EpS for SMEs / CFRS 63 5727 87 79.09

Source: authors’ calculation

3. Research results and discussion

The share of owner-occupied property and plant and equipment in the total assets of the
observed hotel companies in the RS ranges from 0.01% to 99.26%, with an average level of
65.70%. The share of the same assets in the total assets of the observed hotel companies in
the RC ranges from 0.51% to 99.83%, with an average level of 67.84%. It follows that, in
general, these assets have a very high share in the total assets of hotel companies in both the
RS and the RC, which further means that accounting policies related to their subsequent
measurement can significantly affect the reported financial position and performance.
Therefore, hotel companies in the RS and the RC cannot afford to be indifferent regarding
the choice of accounting policies in a given area. The average share of owner-occupied
property and plant and equipment, in both countries, is higher in limited liability companies
than in stock companies, with more pronounced difference between the mentioned legal
forms in RS (66.76% vs. 59.87%) than in RC (69.14% vs. 67.54%). In the RS, companies
that apply IFRS for SMEs have a higher share of the same assets compared to those that
apply full IFRS (67.86% vs. 62.79%). On the other hand, in the RC, companies that apply
full IFRS have a higher share of these assets than companies that apply CFRS (74.04% vs.
66.20%).

By analysing the content of the notes to the financial statements, we identify a large
number of hotel companies in the RS and the RC (more than 30%) that did not disclose the
model for subsequent measurement of owner-occupied property and plant and equipment or
did not clearly do so. Table 3 shows that, in the companies that disclosed the measurement
model, in both countries, the cost model dominates, with this dominance being more
pronounced in the RC than in the RS. Specifically, when focusing only at companies that
disclosed the measurement model, we conclude that 69.74% of these companies in the RS
and 83.56% of these companies in the RC use the cost model for all items of owner-
occupied property and plant and equipment. The share of companies that opted for the
revaluation model for all items of this category of assets is significantly higher in the RS
than in the RC. In the RS, this determination was expressed by 22.37% of companies that
disclosed the measurement model, while in the RC, the same determination was expressed
by only 5.48% of such companies. Simultaneous application of both models was observed
in 7.89% of companies in the RS and 10.96% of companies in the RC that disclosed the
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model of subsequent measurement. These companies mainly apply the revaluation model
for the subsequent measurement of property (land and buildings), and the cost model for the
subsequent measurement of plant and equipment. The presented data show that 23 observed
hotel companies in the RS, i.e., 30.26% of the total number of companies that disclosed the
measurement model, use the revaluation model at least for some items of owner-occupied
property and plant and equipment. In the RC, 12 companies, i.e. 16.44%, did the same.
Only 9 companies in the RS provided information on the person who estimated the fair
values (certified appraiser in 5 cases and employees in 4 cases). Three companies in the RS
disclosed that they estimated fair values using the depreciated replacement cost method,
two that applied the yield method and two that applied the comparable price method. Eight
(out of 12) hotel companies in the RC that use the revaluation model for at least some items
of non-investment property, plant and equipment disclosed who determined the fair values
(certified appraiser in all cases). Three companies in the RC used the method of depreciated
replacement cost, while two used the method of comparable prices for the fair value
estimation. The results of empirical research show that hotel companies both in the RS and
the RC, when choosing a model for subsequent measurement of owner-occupied property
and plant and equipment, follow the general preferences of companies in their countries,
identified by previous research in the RS (Obradovic & Karapavlovi¢, 2014; Karapavlovié
et al., 2020) and the RC (Tusek et al., 2018; Percevi¢ et al., 2020).

Table 3: Subsequent measurement of owner-occupied property and plant and equipment in hotel companies in RS

and RC
RS RC
Model for subsequent measurement No. % No. %
Cost model 53 48.18 61 55.45
Revaluation model 17 15.45 4 3.64
Mixed model 6 5.45 8 7.27
Do not completely or clearly disclose 34 30.91 37 33.64
Total 110 100.00 110 100.00

Source: the authors’ calculation

Table 4 shows that, in RS, the cost model is the dominant basis for subsequent
measurement of owner-occupied property and plant and equipment of limited liability hotel
companies, and that half of stock companies that have clearly disclosed the measurement
model use only the cost model, while the other half uses the revaluation model at least for
some items of the mentioned assets. Therefore, stock companies in the RS, in comparison
to limited liability companies in the same country, use the revaluation model more
frequently. This can be explained by the higher level of public accountability of stock
companies, which results in a stronger need to provide more relevant information. In the
RC, the cost model is dominant in both legal forms, and the dominance is somewhat more
pronounced in limited liability companies (when only companies that clearly disclosed the
measurement model are observed). In both countries, the share of companies that did not
clearly disclose the measurement model is higher in limited liability companies. This,
again, can be explained by a lesser degree of their public responsibility. However, a lower
level of public accountability cannot be a justification for the lack of information on the
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measurement model, especially given the general importance of PPE for hotel companies of
all legal forms.

Table 4: Subsequent measurement of owner-occupied property and plant and equipment in hotel companies in RS
and RC — sample segmentation according to the legal form of entities

Legal form Model for subsequent RS RC
measurement No. % No. %
L. Cost model 46 49 .46 41 52.56
t;‘gi‘ﬁ‘:;i Revaluation model 11 11.83 2 2.56
company Mixed model 5 5.38 5 6.41
Unknown 31 33.33 30 38.46
Cost model 7 41.18 20 62.50
Stock Revaluation model 6 35.29 2 6.25
company | Mixed model 1 5.88 3 9.38
Unknown 3 17.65 7 21.88

Source: the authors’ calculation

Table 5 shows that the cost model is dominant among hotel companies in the RS
that use IFRS for SMEs, but not among hotel companies in the same country that use full
IFRS. Specifically, when only companies that clearly stated the measurement basis are
taken into account, we conclude that the number of those who use the revaluation model for
at least some items of owner-occupied property and plant and equipment is higher than the
number of those who use the cost model for all items of these assets. In the RC, the cost
model dominates in both companies that apply full IFRS and those that apply CFRS, with
this dominance being more pronounced among those that apply CFRS (excluding
companies that did not clearly disclose the measurement model). The dominance of the cost
model among companies in RS that apply IFRS for SMEs is undoubtedly influenced by the
fact that these companies relatively recently, after the changes in the mentioned standard
(which were incorporated into the regulatory framework in the RS with a significant delay),
gained the right to apply the revaluation model. In other words, the vast majority of these
companies did not switch to the revaluation model when the opportunity arose. In both
countries, the share of hotel companies that did not disclose the measurement model is
higher for companies that do not apply full IFRS (but IFRS for SMEs or CFRS), which is
not surprising given the fact that full IFRS are intended for companies with greater public
responsibility.

At the end of 2019, 24 hotel companies in the RS and 16 hotel companies in the RC
have investment property. However, 9 hotel companies in the RS that prepared financial
statements in accordance with IFRS for SMEs were excluded from further analysis, since
these companies, as Table 1 shows, do not have the right to choose the accounting policy
for subsequent measurement of investment property. The share of investment property in
the total assets of hotel companies in the RS ranges from 0.52% to 89.31%, with an average
of 25.9%. In three hotel companies in the RS, investment property accounts for more than
80% of total assets. In the RC, the share of investment property ranges from 0.10% to
59.89%, with an average of 8.44%. In both countries, the share of investment property is
higher in stock companies than in limited liability companies (42.47% vs. 9.61% in the RS,
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and 8.94% vs. 4.94% in the RC). In companies in the RC that use full IFRS, the average
share of investment property in total assets is higher than in companies in the same country
that use CFRS (8.27% vs. 3.96%).

Table 5: Subsequent measurement of owner-occupied property and plant and equipment in hotel companies in RS
and RC — sample segmentation according to financial reporting basis

Basis Model for subsequent RS RC
measurement No. % No. %
Cost model 16 34.04 14 60.87
Revaluation model 13 27.66 0 0.00
Full TFRS Mixed model 6 12.77 4 17.39
Unknown 12 25.53 5 21.74
Cost model 37 58.73 47 54.02
Revaluation model 4 6.35 4 4.60
IFRS for SMEs / CFRS [ ed model 0 0.00 4 4.60
Unknown 22 34.92 32 36.78
Source: the authors’ calculation
Table 6. Subsequent measurement of investment property in hotel companies in RS and RC
RS RC
Model for subsequent measurement No. % No. %
Cost model 5 33.33 9 56.25
Fair value model 7 46.67 0 0.00
Do not completely or clearly disclose 3 20.00 7 43.75
Total 15 100.00 16 100.00

Source: the authors’ calculation

Table 6 shows that a significant number of hotel companies in the RS (20%) and
especially the RC (43.75%) did not provide information on investment property in
accordance with regulations, since the basis of their subsequent measurement is not clearly
disclosed in the notes to the financial statements. Of the companies in the RS that disclosed
the measurement basis, most apply the fair value model. In the case of two hotel companies
in the RS that use this model, the fair value is determined by a certified appraiser, while in
one case it is done by an internal commission. One company stated that a certified appraiser
or an internal commission estimated fair values. Three companies did not disclose who
estimated the fair values. No company in the RS disclosed which method was used to
determine fair value. On the other hand, all hotel companies in the RC that disclose the
measurement basis use the cost model. No company in the RS and the RC using the cost
model discloses the fair values of investment property in their notes to the financial
statements. Given that the number of hotel companies with investment property is small,
the segmentation of the sample from the aspects of legal form and basis for preparing the
financial statements was not performed.
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Conclusion

The research in this paper, conducted on a sample 220 hotel companies in the RS and the
RC, reveals that hotel companies in these countries prefer the cost model over the
revaluation model, as a model based on fair value, in the context of subsequent
measurement of owner-occupied property and plant and equipment. This means that hotel
companies in the RS and the RC, when choosing accounting policies for the subsequent
measurement of the mentioned assets, behave similarly to companies of other activities in
these and many other countries. Therefore, the first research hypothesis is confirmed.
Nevertheless, the research in the paper shows that the revaluation model is more frequently
used in hotel companies in the RS than in companies of the same activity in the RC.

Hotel companies in the RS more often choose the fair value model than the cost
model for subsequent measurement of investment property. On the other hand, hotel
companies in the RC more often choose the cost model in the same context. It follows that
the second research hypothesis has been confirmed. However, given that, in both countries,
a very small number of observed hotel companies have investment property, these results
should be accepted with reservations.

The research results indicate national specifics in the accounting policies of hotel
companies regarding the subsequent measurement of property, especially investment
property, plant and equipment. Namely, models based on fair value (the revaluation model
and the cost model) are more frequently used in hotel companies in the RS than in
companies of the same activity in the RC.

The research also reveals that a significant number of hotel companies in the RS and
the RC do not disclose, or do so but not clearly enough, the basis for subsequent
measurement of PPE in the notes to the financial statements. This means that hotel
companies in the RS and the RC do not fully comply with applicable standards. We also
find that none of the companies in the RS and the RC that use the cost model disclose the
fair value of investment properties, as required by the applicable standards. In this regard,
the results of the research in the paper are in line with the results of previous research,
which indicate a significant space for improving the practice of disclosing information in
the notes to the financial statements of companies in these countries. In other words, hotel
companies in the RS and the RC are no exception.

The limitation in the paper is the stated fact that a relatively small number of hotel
companies in both countries have investment property. The paper raises numerous
questions in relation to subsequent measurement of PPE, but also other items of financial
statements where there is a choice between a model based on historical cost and a model
based on fair value. Further research in this area should focus on examining the motives of
companies to choose a model of subsequent measurement of PPE. In this regard, it would
be useful to investigate the impact of the origin of the company's capital, profitability
levels, (under)development of the market for items that are the subject of measurement, and
the education of accountants on the choice of the measurement model. The results of future
research in the field of subsequent measurement of PPE in the RS may be affected by
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recent changes in regulation. The Accounting Law of 2019 enables all micro and small
companies to apply full IFRS, which, above all, can influence the practice of subsequent
measurement of investment property. In addition, the same law imposes an obligation on all
micro-companies (not micro-entrepreneurs) to prepare the notes to the financial statements,
which will enable a wider range of companies to be included in future research. Finally, the
Ordinance of the Ministry of Finance, adopted in 2020, gives micro companies the
opportunity to choose between the cost models and the revaluation model in the context of
subsequent measurement of owner-occupied property and plant and equipment, which was
not possible according to the previous Ordinance (of 2013).
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