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1. MANDATORY AUDIT

Audit of regular annual financial statements is mandatory for:
large and medium sized companies,
public companies (as defined by Law on Capital Market) regardless of their size,
all legal entities whose operating income from the preceding business year exceeds EUR 4,400,000
In dinar equivalent and
parent companies that prepare consolidated financial statements, that is legal entities that have
control of one or more legal entities.

The deadline for signing an engagement letter for audit of financial statements for 2016 is:
30 September 2016 (for legal entities whose business year is the same as the calendar year);
Three months before end of business year to which the audit is related (for legal entities whose
business year is different from the calendar year).

Legal entities are classified depending on the
average number of employees,
operating income and
average value of operating assets

Size Criteria From
1 P 3

Average number of employees =10

Micro legal entity Operating iIncome < 700.000 EUR
Average value of operating assets < 350.000 EUR
Average number of employees 10 50

Small legal entity Operating iIncome 700.000 EUR 8.800.000 EUR
Average value of operating assets 350.000 EUR 4.400.000 EUR
Average number of employees 50 250

Medium legal entity Operating iIncome 8.800.000 EUR 35.000.000 EUR
Average value of operating assets 4.400.000 EUR 17.500.000 EUR
Average number of employees > 280

Large legal entity Operating iIncome > 35.000.000 EUR
Average value of operating assets > 17.500.000 EUR

Legal entities shall be classified as micro entities if they do not exceed two criteria listed in column 4 of the table.

Legal entities shall be classified as small and medium entities if they exceed two criteria listed in column 3 of the table, but
do not exceed two criteria listed in column 4 of the table.

Legal entities shall be classified as large entities if they exceed two criteria listed in column 3 of the table.
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Newly established legal entities shall be classified on the basis of data from financial statements for
the year in which they were established and the number of months in business, and determined data
shall be used for that and the following financial year.

In accordance with the Law on Accounting, the following legal entities are considered to be large:
the National Bank of Serbia (NBS),
banks and other financial institutions supervised by the NBS,
Insurance companies,
financial leasing providers,
voluntary pension funds,
companies managing voluntary pension funds,
open- and closed-ended investment funds,
investment funds’ management companies,
stock exchanges and broker-dealer companies,
factoring companies.

2. APPLICATION OF STANDARDS IN FINANCIAL REPORTING

In accordance with the provisions of the Law on Accounting, large entities, parent legal entities,

public companies, or companies that prepare to become public, in accordance with the Law on the
Capital Market, shall apply International Financial Reporting Standards (IFRS), whereas small and
middle entities shall apply International Financial Reporting Standard for Small and Medium-Sized
Entities (IFRS for SMEs).

Micro and other legal entities, regardless of their size, shall apply Rules on the Manner of
Recognition, Valuation, Presentation and Disclosure of positions in the individual financial

statements of Micro and Other Legal Persons.

The law provides the possibility of choice in some cases, as shown in the following table:

Subjects IFRS for SMEs Rules for Micro and Other Legal Persons
Large legal entity v X X
Medium legal entity v v X
Small legal entity X v X
Micro legal entity X v v

Standards must be applied continuously. Thus, should a medium-sized legal entity decide to apply
IFRS, it must apply IFRS until it becomes a small legal entity.

3. OUR SERVICES

In addition to the audits of financial statements and special audits, TPA Horwath offers you expert
knowledge in business consultancy. Our wide range of services is as follows:

Audit
Annual Audit
Specific Audits and Other Assurance Services
Group reporting packages
Corporate Governance and Compliance
IFRS-Consultancy
Risk management (Risk controlling)
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Advisory
CFO Consultancy & Interim Management
Controlling
Corporate Finance
Financial Due Diligence
Financial Restructuring
Merger / Acquisition
Organization & IT
Risk management
Subsidy Advisory
Valuation

Why TPA Horwath?
We are an integrated team of audit, accounting, business consulting, tax and legal specialists.
We are leading service provider to foreign and local investors, helping them to set up and operate
their businesses in Serbia, especially in the field of real estate, retail and various outsource
iIndustries.
We at TPA Horwath Serbia are committed to ensuring the highest levels of quality, and
responsiveness in providing our services.

4. OUR FOCUSED AUDIT APPROACH

Our audit methodology is a "top-down”, operations risk focused approach, which, together with the use
of technology, places it at the forefront of the current methodologies.

Our audit approach encompasses the latest thinking on the use of controls and places significant em-
phasis on management's role in controlling the operations.

In addition to understanding this role, the audit engagement partner and manager will invest time to

understand the systems of your company and to tailor the audit plan by reference to the organization’s
specific risk areas.

We will therefore focus our audit work on the way your company is managed and on those areas where
iIssues are most likely to arise. Obviously, this methodology will enable us to direct our attention to
those aspects of the operations which could significantly affect the financial statements, thereby
avoiding unnecessary demands on your time and minimizing the disruption of your staff.

Our operation risk audit methodology will leverage the risk assessment and controls that are already in
place within your organization.

There are three phases in the risk assessment process:

Assessment — We will work closely with the organization in order to analyse your current and future

ISsues
Implication — We will identify the potential impact of these issues on your financial reporting
Focus — We will concentrate our audit efforts to address the key risks which will have been

identified together with you

Our controls assessment also has three phases:
Identification — We will identify the processes put in place by management to control each of the key
risks, discussing with them how these procedures are carried out

Alignment —  We will assess the extent to which the control is effective in mitigating the
identified risks

Validation —  We will then corroborate the control performance through rigorous validation and
testing
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Your contact in Serbia:

Bojan Zepinié¢
Tax Advisor, Managing Partner
Tel: +381 11 655 88 00

E-Mail: bojan.zepinic@tpa-horwath.rs

Thomas Haneder

Tax Advisor, Partner

Tel: +381 11 655 88 00

E-Mail: thomas.haneder@tpa-horwath.rs

lvana Rotim

Tax Advisor, Director of Tax Department
Tel: +381 11 655 88 00

E-Mail: ivana.rotim@tpa-horwath.rs

lvana Rotim

Director of Accounting Department
Tel: +381 11 655 88 00

E-Mail: ivana.rotim@tpa-horwath.rs

This Newsletter is a service of TPA Horwath

Kind regards

Your TPA Horwath Serbia Team

If you would like to receive regular information please sign up for our

newsletter.

TPA Horwath
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