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ABSTRACT
The modern economy is characterized by small enterprises which constitute the fundamental drivers of economic development and contribute to the dynamic economic trends. Transition countries prior entering to the global market have to create conditions which will ensure equal participation of their small enterprises in competition with small enterprises of developed countries from the European Union. As one preconditions is harmonization of accounting regulations for small enterprises. Ignoring the harmonization of accounting regulations would result in an unfavorable position of small enterprises of transition countries, and thus the overall economy of transition countries. 
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1.  Introduction

 
The first records of small enterprises appear before 4000 years. From its beginnings the small enterprises play a major role in the development of ancient cultures (Egyptians, Jews, Romans, Babylonians ...) as well as the spread of civilization across the unexplored regions of the world. During the second half of 20th century markets globalization resulting in frequent turbulence on the market, what pushing forefront  the flexibility, dynamism and innovation as a necessary precondition for a successful business life, and the aforementioned characteristics represent the fundamental characteristics of small enterprises. The life expectancy of 4 000 years indicates the importance tradition and  achievements of small enterprises. Therefore, the goal of this paper is to point to the need to create a favorable legislative conditions using regulatory accounting standards that would achieve equality between small enterprises of transition countries and small enterprises of EU Member States.

2. Conceptualization of small firms in modern conditions

 
Entrepreneurship has always been very important both for development and the restructuring of the market economy, which was confirmed during the great transitional period like the transition from agrarian to industrial civilization in the 15th and 16 century, and the transition from industrial to postindustrial civilization in the late 20th century. Entrepreneurship has played a decisive role in development of the U.S., Japan, South Korea, Singapore and Hongkong, also crucial was for Europe and for the former socialist states within which represented a major lever of reform. Regarding the criteria for defining the small enterprises on a theoretical level we have a big mess, because there are no uniform criteria for the theoretical definition of small enterprises. Therefore, in the world, we find significant differences in the definitions of small businesses due to the different criteria for defining the enterprises. In literature the often used criteria
 are the total asset value, the value of the share capital, the amount of sales, the value of fixed assets, , the size of necessary investments, the volume of energy resources and the total number of employees. Most often as a separate or combined criteria apply "Total number of employees" because the same easily accessible, transparent, fair and comparable. Taking into account the total number of employees as the most common criterion, we have a very vivid picture of small businesses: 

· In the United States under a small enterprises belong the company which have up to 1500 employees, 
· In Austria, Belgium, Netherlands and UK small enterprises are counted up to 100 employees.
·  In France, small enterprises are those which employing between 10-500 employees. 

· In Japan, small enterprises, depending on the branch of industry employs up to 300 jobs in wholesale and retail to 100 to 50 employees.
·  In Sweden, small enterprises employing up to 200 employees
·  In Switzerland, small enterprises employing up to 49 employees.
 
Until now in the Croatia as a criterion for classifying enterprises to small, medium and large used the total number of employees in combination with following as shown in the table: 

Table 1: Criteria for classifying enterprises
	Parameters
	ZOR /1992
	ZOR / 2005
	ZOR / 2008

	Total assets
	2.000.000,00 DEM
	27.000.000,00 HRK
	32.500.000,00 HRK

	Annual income
	4.000.000,00 DEM
	54.000.000,00 HRK
	65.000.000,00 HRK

	Number of employees
	50
	50
	50



Currently the Croatian Law of Accounting (01.01.2008) classificate the enterprises to small, medium and large regarding the following
:


Small enterprises are those that do not exceed two of the three following criteria: 
· Total assets to 32,500,000.00 HRK
· Annual income is 65,000,000.00 HRK
· They have 50 employees.

Medium enterprises are those that exceed two of the three aforementioned criteria and not exceed two of the three following criteria:
· Total assets 108,000,000.00 HRK
· Annual income 216,000,000.00  HRK
· They have 250 employees

Large enterprises are those that exceed two of the three aforementioned criteria.

3. The role and importance of small businesses in the modern economy

 
Small businesses are at the heart of contemporary society, supplying with their products and services the overall environment. In support of the role and importance of small businesses in the modern economy tell us the following information:
· Austrian small enterprises represent (excluding companies in the field of agriculture) between 98% and 99%, 55% and provide jobs and generate 50% of the total social product.
· Belgium small enterprises represent 98% of all companies.
· France small enterprises represent (up to 500 employees) 99.90% of all companies, employing 66.80% of all employees in total investment accounted for 55.10%. 
· Switzerland small enterprises represent the 97.10% of the total number of enterprises.
· U.S. small enterprises with up to 10 employees participate with 88.90%, to 20 employees participate with 91.30%, to 100 employees with 99.10% and up to 500 employees with as much as 99.80% of the total number of enterprises.
 
The above data indicates a change in the structure of the company as a core business entities. The increase of significance and the role of small businesses and their numerical dominance in the structure of the company are due to changes in the following conditions: 
·  extreme uncertainty of contemporary changes in the economic field requires extraordinary economic dynamism,
· time becomes a central factor in the field of competitive struggle, because of uncertainty requires speed, flexibility and adaptability on the basis of information and technological change, 
· quality, design and service remain the most important comparative advantages of producers of new products,
· restructuring of large companies based on quality, design and service, organizational and technological flexibility and adaptability of the market. 
·  Individual organization becomes part of cooperative networks,
· internationalization of economic processes means that all agents have become interconnected and dependent on world market

Due to its specific characteristics, the small enterprises along with medium have the chance to survive in today's complex business conditions. One of the important role of small business is to increase total employment. Increasing employement by small enterprises is understandable when we knows that for the establishment of small businesses require a relatively small amount of capital than to establish a medium or large enterprises. Furthermore, new technologies will enable for small enterprises a successful business with a certain minimum level of production. The relatively small volume of production is a consequence of changes in consumption trends from the mass consumption of these goods to the individaully consumption goods. Due to the increasing influence of international competition and the inability of the isolated effect all companies have develop their organization, managament,  production, marketing, finance and other skills to perfection, what is simpler to small than to large enetrprises. For all these reasons it is assumed that the small business more dynamic and more flexible than large companies. Overall, small businesses play a significant role in the modern economy. 

4.  Small enterprises in Croatia

 
From the examples of the developed economies the Republic of Croatia following the politics  where small businesses are the engines of economic development. In support of this tells us the following table and chart: 

Table 2: Development of small enterprises per year
	Year
	Number of enterprises

	1990
	5651

	1994
	48021

	1998
	59718

	2002
	60562

	2007
	81467
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Chart 1: Number of small enterprises

Based on the above table and chart we can see a significant increasing of small enterprises during the period from 1990. to 2007., what represent  the trend of the developed world economies, in which small businesses are the engines of economic development. Thus we can see that the the appropriate political and economic developments of the 90-year led to a significant increasing in the number of small enterprises from 5651 to th even   81 467 small enterprises. The importance of small enterprises in the overall economic development tells us all the more pronounced role of small enterprises, which is reflected in share of overall companies structure as shown in the following table and chart: 

Table 3: Share of enterprises in the overall structure
	Type of enterprises
	Number of enterprises
	%

	Small enterprises
	81467
	97,5

	Medium enterprises
	1590
	1,9

	Large enterprises
	475
	0,6

	Ukupno
	83532
	100


[image: image2.emf]0

10000

20000

30000

40000

50000

60000

70000

80000

90000

1

Type of enterprises

Small enterprises

Medium enterprises

Large enterprises


Chart 2: Share of enterprises in the overall structure
From table and chart above we can see that even 97,5%  of overall enterprises in the economy of the Republic of Croatia. At the same time the importance of small firms is confirmed and the number of employees, where they employ 48% of the total number of employees in the Croatian economy, apropos 460 856 workers. This indicates that small enterpirses represent generator of employment, what is essential for further economic development. Small enterprises are the most flexible part of the economy, because with the least committed capital achieved positive results despite a challenging market conditions. 

5. The harmonization of Croatian accounting regulations with accounting requirements of the European Union

 
The establishment and development of small enterprises requires the appropriate measures of economic policy and support of government bodies and business institutions. Recognizing the importance of small enterprises, goverment and others business bodies  have taken significant steps in promoting small enterprises with the goal of economic development and approximation to EU standards. The fundamental step was the adoption of Croatian Financial Reporting Standards (01.01.2008.), because previous Accounting Act from 1993. and from 2006. practically not taking care of small enterprises. Previous standards were related to all companies equally, regardless of size, which indicated that they were too broad, too general and with more alternatives. Only makes the financial statements for small businesses differ from large firms was the number and shortening scheme of financial statements which are supposed to prepare. Croatian Financial Reporting Standards have been adopted in accordance with the existing Accounting Law
 and apply to small businesses since 01.01.2008. They were adopted with the aim of harmonizing Croatian legislation with the legislative framework of the European Union. But here we have doubt between the harmonization of accounting regulations  versus equality of small businesses in transition countries (like Croatia) with small businesses in EU countries. Based on the criteria for classifying companies by size, which is shown by the following table: 

Table 4: Criteria for Small Businesses
	Parameters
	EU
	Hrvatska

	Total assets
	≤10.000.000,00 E
	≤8.900.000,00 E

	Annual income
	≤10.000.000,00 E
	≤4.500.000,00 E

	Number of employees
	<50
	≤50


Croatian conversion of the exchange rate criterion is 7.3 HRK / E
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Chart 3: Criteria for small enterprises
We can see obvious differences in the criteria to be met by small enterprises in the EU against the criteria of small enterprises in Croatia. Threshold amounts of total assets and annual income are higher in the EU compared to the Republic of Croatia. These difference represent  disadvantage to croatian small enterprises which have to carry on the European market with more powerful companies from the EU. Apropos EU small enterprisess thanks to EU criteria, larger total assets and higher annual incomes were able to overcome the croatian small enterprises. In addition, in determining the categories of enterprises in the EU's mandatory criteria is the number of employees and one of the remaining criteria, whereas in the Republic of Croatia condition set is two of the three criteria. Regarding the number of employees required by the EU to 49 employees, while the RH frame is allowed 50 employees. Also, classification of enterprises in the EU includes micro enterprises to 9 employees, as well as the criterion of independence of other companies. All of the above places in an unequal relationship between  croatian small enterprises with  EU small enterprises, because the assumption of major credit and business capacity of small enterprises in the EU we can expect competition problems of croatian smaller enterprises. If we take into account the current economic and political developments in which republic of Croatia is the first candidate to enter the EU to assume that it will face similar problems and other transition countries in the field of ex-Yugoslavia. Therefore, the intention of this paper is to show the necessary reclassification criteria for classifying companies by size, or increasing thresholds of total assets and annual income with which to acquire a more equitable conditions of competition and the conditions for the use of incentives by the EU for small enterprises of transition states. 

6. Conclusion

 
Contemporary market conditions forced on us such a dynamic environment that business must constantly adapt to new conditions, but just small enterprises thanks to its characteristics are active participants in these business environments. Small enterprises represent crucial factors for economic development. It is necessary to establish accounting and legislative framework to improve the credit and business capacity of small enterprises. To achieve the above it is necessary to harmonize the criteria for the classification of enterprises by size and change the threshold value based on which we distinguish between businesses. By changing the thresholds would contribute to equalizing the conditions of competition between firms of underdeveloped countries in transition and the company of the European Union. 
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