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Introduction 

Accounting is a vital part of business that is inevitable and necessary for internal users 

and external users at the same time. In many countries across the world, financial reporting is 

required by the law, to give detailed overview of a company’s finances to its’ stakeholders. 

There are two organizations that set the groundwork and the regulations for financial 

reporting which are the International Financial Reporting Standards (IFRS) organization and 

the Generally Accepted Accounting Principles (GAAP) in the USA. According to the IFRS, 

financial reporting is important due to three reasons. The first being that it encourages 

transparency in business by making it easier to compare and raising the quality of companies’ 

financial statements. All thanks to this, stakeholders can make informed decisions regarding 

management and future of the company. The second benefit of the IFRS Accounting 

Standards is that it holds responsible companies as receivers of capital through loans or any 

other way by the lenders of the money, be it by realising shares or debt. The last but not least 

advantage of the IFRS system is that it is efficient. All the data is given in one form which 

makes it easier to navigate through lowering the costs and cost of capital of firms at the same 

time. 

Since this thesis will examine three countries, Estonia, Latvia and Lithuania, then the 

focus is going to be divided between the requirements of each of those countries regarding 

their financial statement and annual reporting practises. Since all three Baltic States follow 

the IFRS Accounting Standards regarding domestic public companies and foreign companies 

there are going to be many similarities in reporting, but since IFRS Accounting standards do 

not apply to SMEs in any of those three countries then there the most change can be found. 

This leads to the research aim of this paper which is to identify the differences and 

similarities in disclosure practises of annual and financial reporting of SMEs from the 

investors’ perspective in the Baltics. Research tasks formulated by the author are: 

•  Explain the objective of financial and annual reporting 

• Establish the realms of investors’ perspective and how does the legal 

framework support it 

• Summarize the Law of Obligations Act regarding financial reporting in 

Estonia, Latvia and Lithuania 

• Conduct interviews with auditors for in-depth view of annual reporting 

consumption 
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• Compare each country’s companies’ annual and financial reports and 

highlighting the findings 

 

Reviewing the research gap and the work that has been previously published in this 

field, it can be seen that Baltic States have not been taken under examination. Much research 

has come from Asia. For example, Ghazali (2010) researched the usefulness and importance 

of corporate financing in Malaysia where he concluded that annual reports are important for 

analyst if they want to make informed investment decisions. Khatun et. al (2016) also 

provided empirical evidence of importance of annual reporting in Bangladesh where it was 

said that a company must be thoroughly judged before making an investment decision. 

The structure of the bachelor thesis can be divided into two parts, where the first part 

will introduce the readers to the background of financial reporting as well as annual reporting 

and stating their differences. The discussion is going to be trying to explain why this 

information is published and for who it is published. In this part, reader will get acquainted 

the aim of the financial and annual reporting as well as the results that it brings. 

The second part is where the author of this paper is going to dive deeper into the 

investment side of the reporting industry, explaining who investors are and what are they 

looking for in annual and financial reports. This part hopes to present to the reader the 

positive and negative aspects of the adoption and implantation of international standards and 

highlight the aspects of reports that might benefit or mislead potential investors. 

Keywords: financial reporting, annual reporting, investor, Baltic States 
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1. Theoretical framework of annual reporting practise analysis 

1.1 Objective of annual and financial reporting 

Before diving into the part about objectives of annual and financial reports it is 

necessary to define them in order to be concise later on in the bachelor thesis. Both annual 

and financial reports are particularly important in the field of disclosure. They both provide a 

unique insight into company’s performance and finances. Even though, both annual and 

financial reports provide understanding of a company’s well-being there are quite a few 

differences in their presentations. 

An annual report is a document that is publicly available which is constructed in 

accordance with the mandatory reporting requirements. Modern annual reports use tools of 

marketing, communication theory and management to create an overview of a company. 

(Stanton & Stanton, 2002) An annual report typically should include less non-financial pages 

than financial pages (Gibson, 2009). 

A financial report, on the other hand, usually consists of financial statements which 

are income statement, statement of cash flows and balance sheet. As defined by Alslihat et al. 

(2017) financial statements show information about earnings and costs during a specific 

period and financial strategies of a business, firm or corporation. For better understanding of 

the order of magnitude of these reports then it is worth mentioning that annual reports are the 

summary of all disclosures. Annual reports include financial reports and non-financial 

reports. Financial reports consist of many different financial statements mentioned above. 

(Gibson, 2009). 

With clear distinction between the reports, it is possible to move to the whole reason 

of their existence and analyse the different definitions given to the objectives of reporting. 

According to the IFRS (2018, p. A19) “the objective of general purpose financial 

reporting is to provide financial information about the reporting entity that is useful to 

existing and potential investors, lenders and other creditors in making decisions relating to 

providing resources to the entity. Those decisions involve decisions about:  

• buying, selling or holding equity and debt instruments.  

• providing or settling loans and other forms of credit; or  

• exercising rights to vote on, or otherwise influence, management’s actions that affect 

the use of the entity’s economic resources.” 
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Since this thesis will focus on SMEs in the empirical part it is also important to 

describe to the reader what is an SME. According to the website of European Commission 

(n.d.) and SME is a small and medium-sized enterprise and out of all businesses in the 

European Union, SMEs stand for 99% of them. European Commission has set in place their 

own limits to categorize SMEs which the reader can find in Table 1. 

Table 1. 

SME classification 

Company category Staff headcount Turnover           or Balance sheet total 

Medium-sized < 250 ≤ € 50 m ≤ € 43 m 

Small < 50 ≤ € 10 m ≤ € 10 m 

Micro < 10 ≤ € 2 m ≤ € 2 m 

 

Source: European Commission (n.d.) 

 

As SMEs represent the majority of entrepreneurship in the EU then it seems 

appropriate to focus on them regarding this bachelor thesis. In addition, to their weight in 

business in Eu they have looser restrictions in the legal framework around them having less 

obligations and responsibilities in front of the government. 

 

Lennard (2007) defined the objective of reporting as “to enable management to 

account to investors on the state of the entity’s financial affairs and changes in those affairs, 

to assist in assessing the results achieved under management’s stewardship and the strategies 

employed and risks undertaken that have led to those results.” 

Corporate annual reports can also be viewed as opportunities for image creation in the 

public sphere for companies. They are an incredibly useful source of information for 

stakeholders because they signal the important aspects of a company through the reporting 

mechanisms. In order to derive maximum value from the annual reports, it is necessary to 

categorize qualitative and quantitative data which can be used to create patterns which can 

help predict the future of the company or explain the past. Annual reports can be viewed as 

means for a company to identify and locate itself with various internal and external 

stakeholders. (Guthrie & Petty, 2000) 

To visualise and better understand the objective of disclosure definitions provided by 

the mentioned entities, they are compared in Table 2 from the point of view of who are the 

beneficiaries of reports, for what are the reports even used and how to interpret them. 
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Table 2. 

Comparison of objectives of disclosure 

 Beneficiaries Objective Result 

IFRS (2018) Investors and 

creditors 

Provide information 

about reporting 

entity 

Better understanding 

of transactions and 

voting rights 

Lennard (2007) Management and 

investors 

Report to investors 

about present and 

future situation 

Aid in evaluating the 

outcomes of 

management’s work 

Guthrie & Petty 

(2000) 

Stakeholders Create an image in 

the public sphere of 

companies 

Helps predict the 

future or explain the 

past 

 

Source: Compiled by the author 

 

 As it can be seen from the table, the objectives and their details are not at all identical 

and that is great because it shows that there are many reasons why companies should practise 

high-quality reporting. In all three definitions, the beneficiaries listed were different and this 

changes with the perspective taken upon reporting in general. Reporting can be looked at 

from the side of a company and its’ obligations to do so or from the point of view of an 

investor or a creditor to attract new investments and raise capital within the company. That is 

also why the goals of objectives differ. It is because different entities want different results 

from the annual report. For example, a marketing manager of a reporting company might be 

interested more in the qualitative part of the report which provides information about the 

sources from where a customer might have heard about the company or from where they 

made a purchase. A bank, on the other hand, might not care that much about how the 

customers reach a reporting company but rather would want to know how liquid a company 

is, meaning how difficult is it for a company to pay back a loan. With each objective comes a 

different result as well. It is important to consider when compiling the annual report that 

every party that opens it up is looking for something different. Since this paper is 

approaching the problem from the investors’ perspective then in the second part of the 

theoretical framework, the author is going to demonstrate what are investors looking for in 

the reports. 

 

1.2 Investors perspective and the support of legal framework 

Before expanding on the topic of the perspective of an investor, it is important to 

understand who an investor is and what makes them an investor. Ross, Westerfield and 
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Jordan (2014) define an investor as a person or organization that invests money in the hopes 

of earning the invested money back with a profit. That is the simplest definition. A more 

intricate one was presented by Klingberg and Nilsson (2010) stating that investors are “the 

providers of risk capital and their advisers are concerned with the risk inherent in, and return 

provided by, their investments. They need information to help them determine whether they 

should buy, hold or sell. Shareholders are also interested in information which enables them 

to assess the ability of the entity to pay dividends.” (Klingberg and Nilsson, 2010, p. 9). This 

quote gives a better representation of the definition of an investor since it mentions risk. 

Allocation of money cannot be called an investment without consideration of risk. 

It is clear that investors look for profits with their investments and try to avoid losses 

but that is not all. According to Statman (2010) investors look for an edge in an attempt to 

“beat the market”. If usually investments have risk and in accordance with that risk provide 

the opportunity for a more or less equal profit, then beat-the-market type of investors look for 

investments with the same amount of risk but higher profit possibilities. The opposite from 

beat-the-market investors are index fund investors who invest in a fund which consists of 

many stocks which usually dictate the market. They participate in less trades and are 

characterized by investing an amount of their paycheck into the indexes each month in order 

to take that money out in retirement. “Beat the market” strategy contains more risk than 

investing in funds and to gain a higher profit than the market an investor needs to be above 

average. (Statman, 2010) According to French (2008) an estimate revealed that beat-the-

market investors lose one hundred billion dollars each year by paying to managers to gain 

higher returns or in attempts to do it themselves compared to low-cost index funds. 

Since it has been established that investors are money lenders that are willing to put 

their money at risk to gain positive returns from their investments, then now this topic can be 

expanded into the part about investors perspective and what investors are looking for. Also, it 

is important to mention what helps investors find the information they desire in order to make 

a fully informed decision. Already in 1965 Fama was the first academic to write about 

correlation between annual report release and stock price changes. Since, more papers have 

been written about this correlation, all confirming that the release of annual reports is often 

accompanied by significant changes in a company's stock price, indicating the influence that 

annual reports have on investor perceptions of a company. 

Ever since the adoption of the IFRS, the quality of financial reporting has highly 

improved and has brought along many benefits. It has eliminated barriers to cross-border 

investing, removed the influence of managers on the reports, comparability of reports has 
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improved, reports became more useful, and the biggest improvement was that market 

efficiency and liquidity grew and cost of capital drastically decreased. (Brown, 2011) 

Obviously, the list of improvements goes on, but there is no point of listing all of 

them. The main points are brought out but there are still some indirect upsides to investors 

with the adoption of the new system. Although the benefits of IFRS adoption outweigh the 

negative aspects, it is important to note that there are still deficiencies in this change. Ball 

(2006) has found that the adoption of International Financial Reporting Standards is not 

perfect in all of its’ ways. Ball (2006) makes the case that due to differences in local markets 

and politics the implementation of standards can be seen as inconsistent. That is because the 

range of countries that have accepted the IFRS is very wide including developed countries 

but at the same time developing countries. In his paper, Ball also expressed some longer term 

concerns mentioning how countries with high quality reporting cannot show it off when 

being under the same regime with low quality reporting countries and going under the same 

standards reduces competition between alternative reporting system meaning there is less 

innovation to be seen in the reporting industry. 

These findings confirm that the IFRS has set the bar for high-quality reporting and 

with that has helped investors to make better informed decisions. Biddle, Hilary and Verdi 

(2009) also state in their paper that the inherent component of reporting quality is primarily 

responsible for the relationship between financial reporting quality and underinvestment 

or overinvestment. These findings indicate that financial reporting accuracy reduces 

uncertainty connected to economic fundamentals, which in turn reduces underinvestment 

or overinvestment. 

Since, it is now known that investors are more attracted to higher quality reports then 

it begs the question of what investors actually look for in the reports. According to Balata and 

Breton (2005) there are several factors that investors look out for in the process of analysing a 

report for a potential investment. Firstly, they believe that the annual report as whole is very 

influential. It conveys the ideology of the company (Anderson & Imperia, 1992). Since the 

annual reports consist of narrative and financials then it gives managers huge opportunities to 

manipulate investors because there are no strict regulations or standards for the narrative part 

(Balata & Breton, 2005). Another aspect pointed out by Balata and Breton is that the report 

needs to be readable. This means that if at first glance it looks nice, is easy to read and is 

informative then an investor automatically approaches with some level of bias. They point 

out that may also help to mislead investors since if they read with bias, they will far more 

likely compose an objective image of the company and its’ future. The narrative side of the 
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annual report more often show a positive side of the company and if an investor is careful, 

they may get fooled by that. The real situation of the company hides in their financial 

statements. (Balata & Breton, 2005) 

Another study by Baker and Haslem (1973) conducted a study where they asked 

investors about what they look for, received a wide array of answers. Even though this paper 

today is 50 years old, in 2015 it got rewritten and the data from it is still valid. In their study, 

they found that the top three things investors are looking for when analysing a company is the 

future economic outlook of the company, quality of management and future economic 

outlook of the industry the company is in. In total, there were thirty-three aspects investors 

look out for but the top three were categorized as “of great importance.” 

Not only do the contents of the annual report matter to the investor, but also how they 

are presented to the reader of the report. According to Penrose (2008) a huge role in the 

perspective of the investor is the visual representation of the annual reports and its’ 

conclusions. In many cases, graphs and tables were distorted which made investors either 

arrive to false conclusions or left wondering of the meaning of the graphs themselves. In fact, 

Penrose (2008) stated that the visual designers of annual reports have power to alter investors 

decisions with the aesthetics of a company’s data presented in the annual report by changing 

the size and fonts of texts but also with just the selection of the graph and the scale and colour 

of it. 

Overall, it can be said that investors look for reports with high-quality which can 

portray them a realistic and objective report and as it turns out the overall build of the annual 

report matters significantly to a common investor which totally makes sense. If a company 

projects, its’ vision and mission attractively while backing it up with its’ healthy financial 

statements then the investor would be far more motivated to become one of the stakeholders. 

 

2. Empirical research on annual reporting practises in the Baltic States 

In the second part of this study, the author is going to try to determine the similarities 

and differences between the countries under investigation. The aim of it is to determine 

which legal environment provides the best possible overview for an investor to make an 

informed and educated investment decision and compare disclosure practises among the three 

countries. In this part the author will start by looking at the legal requirements of each state to 

set ground for the comparison of annual reports. In the first subchapter, the author is going to 

analyse the details of laws in each country and also determine the mandatory contents of 

annual reports for different companies. Following, is to pick 3 companies within the same 
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industry with similar yearly turnover and to compare them next to each other to find any 

discrepancies. The author of this paper has also conducted several interviews with auditors to 

find out more about the researched subject and get a better understanding of everyday role of 

annual reports. Lastly, will come the comparison of annual reports where the author is going 

to look at the contents, formatting and many other aspects of it. 

 

2.1 Legal framework of annual reporting practises in the Baltics 

In this subchapter, the author is going to analyse the legislation of annual reporting in 

all three countries and will try to highlight the first differences and similarities based on just 

the law. Since in this bachelor thesis the author is looking at SME’s that are not listed on any 

publicly traded stock markets then there should be some slight differences between the Baltic 

countries. 

Firstly, it is necessary to establish the accounting standards used for private 

companies in the Baltics. As it was mentioned in the theoretical part of this paper then there 

quite a few organisations responsible for the standards of accounting and the enforcement of 

them. In order to create a structure for the reader, the author is going to try to explain the 

hierarchy and the purposes of different accounting organisations so that later on it would be 

clear which organization is responsible for what. The most confusion among people is 

because it is not that clear what are the IFRS and GAAP responsible for. GAAP or Generally 

Accepted Accounting Principles is a collection of rules public companies in the United States 

of America need to follow. These principles are created by the Financial Accounting 

Standards Board which is a non-profit organization in the USA. According to FASB (2023) 

their mission is to establish annual reporting and financial reporting for non-profit, private 

and public companies. This means that when a company in the US is preparing their financial 

or annual report then they their accountant needs to adhere to the rules set by GAAP. This 

may seem irrelevant to this paper because in this paper the author is examining three 

European countries, but later it will be explained why this plays a significant role in the three 

countries and in this paper. 

The International Financial Reporting Standards or the IFRS are more so-called 

directions for companies on how to create annual and financial reports. According to the 

IFRS (2023) their standards are developed by the IASB which is the International Accounting 

Standards Board. These standards are used all around the world, in the EU but also South 

America and even some Asian and African countries. In total 110 countries follow these set 
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standards in order to keep all reports similar and make them easily comprehendible for 

investors. 

There are a few differences between the two organizations in terms of their guidelines 

for reporting. Besides the fact that IFRS provides standards for disclosure and GAAP 

provides rules for disclosure, an investor might find technical differences when comparing 

different reports compiled in accordance with different organizations. These differences 

might be seen when looking at the intangible assets part or how inventory might be disclosed. 

In general, it can be said that GAAP is stricter with their approach while IFRS leaves more 

room for interpretation. It must be said that the quality of different reports does not vary 

meaning that a report from the USA would not provide more value to an investor than a 

report in accordance with the IFRS. (Van der Meulen, Gaeremynck & Willekens, 2007) 

All listed companies in Estonia, Latvia and Lithuania need to prepare their financial 

statements in accordance with the IFRS. This means that they need to create an extensive 

annual report which consists of many headings. However, since the IFRS keeps evolving 

their standards over time then this list grows bigger and bigger by passing years. They first 

introduced their standards in 2011 and since then there has been 17 additions making the 

latest IFRS 17. Nevertheless, the main mandatory rules are set, and this means that for all 

Baltic countries that are listed on a public stock exchange there are rules that need to be 

followed. Listed companies need to provide Statements of Final Position meaning that they 

need to provide a balance sheet that corresponds to the standards of IFRS. Next, they need to 

provide a Statement of Comprehensive Income where a profit or loss statement is brought out 

or if there is other income like from property or equipment then that also needs to be 

disclosed. Following is a Statement of Changes in Equity. It is more widely known as a 

statement of retained earnings which basically brings out company’s profit of the year. An 

especially important statement for investors is the Statement of Cash Flows that also is 

required by the IFRS. As it says in the name, it provides entity’s financial transactions 

categorised by cash flow of operations, financing and investments. That is all from the 

financial but there is still one more requirement left which that companies need to provide 

notes about their accounting or for any other explanation. It is important to note that, a 

mother company needs to prepare separate account reports for every subsidiary they own and 

obviously one for itself. 

Since in this bachelor thesis the aim is to find differences and similarities in the 

annual reports of the Baltic SME’s then the IFRS is not used among them because they are 

not listed on any stock exchange. This means that now it is possible for the author to describe 
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the legal requirements of each country individually and point out the first differences and 

similarities among the legislation. 

Firstly, the author is going to take Estonia under examination. In Estonia, reporting 

and accounting requirements for SME’s are established by the Accounting Act of the 

Republic of Estonia. It sets out main principles for accounting and disclosure for all types and 

sizes of businesses in Estonia. It applies to all legal forms of businesses and sets the 

groundwork for accounting records, financial statements and the audit of them. When 

compiling an annual report in Estonia companies need to follow in addition to the Law of 

Accounting also Estonia’s Good Accounting Practises and also the guidelines provided by the 

Accounting Board of the Republic of Estonia. Estonia’s Act of Accounting was passed on the 

20.11.2002 and ever since it has been in constant change in accordance with internationally 

accepted accounting and reporting principles. Estonia’s Good Accounting Practises are also 

brought out in the Act and generally lead companies to follow international standards in case 

of uncertainty. The Accounting Board of the Republic of Estonia oversee reporting practises 

and set guidelines for all entities to follow. 

In Estonia, companies need to prepare financial statements based on each fiscal year. 

A financial year lasts 12 months in Estonia and usually for companies starts on the 1st of 

January and ends on the 31st of December, but there is an opportunity to change it to any 12-

month period. At the end of the financial year companies have time for 6 months to prepare 

and submit their annual reports. SME’s have the opportunity to choose whether they prepare 

their financial statements using the Estonian financial reporting standard or the International 

Financial Reporting Standard. Estonian financial reporting standard is the same as a local 

GAAP. A local GAAP requires a company to provide less information thus making it easier 

and cheaper for smaller companies to compile high-quality financial statements. This is 

where things start to get a little tricky because depending on the size of the company the 

amount of disclosed information may differ. In Estonia, companies are categorized into 4 

groups depending on their amount of assets, revenue and average amount of employees 

during an accounting period. The groups for categorizing are micro undertaking, small 

undertaking, medium undertaking and a large undertaking. In Table 3 the reader may find the 

thresholds for each size of undertaking, meaning that they can not pass those number or 

otherwise will be categorized under a different size undertaking. 
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Table 3. 

Undertaking’s size thresholds 

 Micro Small Medium Large  

Total assets 

(€) 

175 000 

 

4 000 000 20 000 000 20 000 000  

Sales 

revenue (€) 

50 000 8 000 000 40 000 000 40 000 000  

Average 

number of 

employees 

- 50 250 250  

 

Source: Compiled by the author 

 

There is some information that may be unclear from this table like why is there no 

threshold for micro undertakings regarding the number of employees or why do medium and 

large undertakings have the same thresholds. Firstly, micro-sized undertakings have some 

additional conditions that are not portrayed in Table 3. In order for a company to classify as 

micro, they also must have only one shareholder who is also a member of the management 

board and their liabilities can not exceed owners’ equity. In 2016, Estonian government 

introduced the term of micro enterprise in order to make it easier for small corporations to 

disclose their activities and operate. Regarding the micro entities then the amounts portrayed 

in Table 3 under micro may not be exceeded on the balance sheet day or otherwise this 

company is no longer micro-sized. 

A large undertaking is only large if it exceeds two of the three indicators, but small 

and medium companies are allowed to exceed only one of the three indicators in order to stay 

in the same bracket. This now allows to explain which size undertaking needs to prepare what 

at the end of the financial year. A micro entity in Estonia is allowed to prepare just their 

annual accounts for the annual report. These annual accounts consist of balance sheet, income 

statement. With these accounts a micro enterprise also needs to provide notes on the 

accounts, if there are any. All other sized entities must prepare in addition to annual accounts 

also a management report, which must include analyses of the activities of the accounting 

entity, circumstances relevant to assessing the financial position and business activities of the 

entity, significant events that occurred during the year and likely developments in the future 

and if a company has branches, then it needs to address the information regarding them as 

well. Medium-sized and large undertakings must provide everything mentioned above and in 
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addition to all that also a statement of changes in equity and a cash flow statement. 

(Accounting Act of the Republic of Estonia, 2023) 

What is not mentioned above, is that there are also certain requirements for audit 

reports and audit review, and these are also dependent on the same factors which classify 

companies into categories. In Table 4 it is brough out at what conditions do companies need 

to provide audit reviews or reports. 

 

Table 4. 

Audit review thresholds 

 Audit Review Audit Review  

Two factors exceed One factor exceeds  

Total Assets (€) 2 million 0,8 million 6 million 2,4 million  

Revenue (€) 4 million 1,6 million 12 million 4,8 million  

Employees 50 24 180 72  

 

Source: Compiled by the author 

 

As it can be seen from Table 4 there are quite a few ways how a company would be 

required to turn to a licensed auditor. This law was passed in 2017 and has been in force ever 

since. It has helped set more clear boundaries to when should a company let perform an audit 

and when it should let perform a review. Both are services provided by licensed auditors, but 

they do differ in terms of their size and extensiveness. As it can be seen from Table 4 a 

company should get a review two of three indicators are above the threshold of 800 000 euros 

in total assets by the end of the financial year, 1 600 000 euros of turnover for the whole 

financial year and 24 employees on average for the financial year. Another way is when a 

company exceeds just one of the following criteria: 2 400 000 euros of assets, 4 800 000 

euros in revenue and 72 employees. These barriers help include different sized companies in 

different sectors because factories for example may have a lot of assets and employees, but 

lower revenue and some service companies may have low assets but high revenue, so this 

new system has helped business owners understand better when to audit. The difference 

between audit review and audit report is that the report is a lot more extensive and through 

thus providing more assurance to the reader. During the auditing process the auditor gets all 

the company’s accounts and balances and if the auditor is doing a report, then they ask for a 

lot more evidence when compared to a review. This makes the audit report more expensive 

for the company and takes longer to complete. (Ministry of Justice, 2023) 
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Last but not least, important thing to mention is Estonian tax laws. As it may be 

known to the wider audience then Estonia is famous for having no corporate income tax 

meaning that companies do not have to pay tax on retained or reinvested earnings. This 

means that companies have to pay 20% tax only on the profit they actually distribute. 

According to the Tax Competitiveness Index Estonia has been on the first place for the past 9 

years. That is because all taxes can be done online very shortly, there is no need to register as 

an employee or board member until company has enough money to pay salaries and many 

other things among the listed ones. (Estonian Tax and Customs Board, 2023) 

Following, will be the analysis of Latvian legislation system for annual and financial 

reporting. Latvia’s laws greatly align with the ones that are in force in Estonia, but that is due 

to the fact the laws have been created in accordance with the IFRS created by the 

International Accounting Standards Board. Latvian financial year also has the duration of 12 

months starting from the first day of the year until the last. Unlike in Estonia where it was 

brought out in the Act of Accounting, in Latvian Law of Annual Statements and Consolidated 

Annual Statements it was not said that a company may choose when their fiscal year starts or 

ends. Upon further research it became evident that it is in fact the case and the companies 

have this option. In addition to that, companies also have to provide their annual report no 

later than 6months after the end of the financial year. (Law of Accounting of the Republic of 

Latvia, 2016) 

Once again, countries are divided into 4 categories depending on their size, these 

categories being exactly the same as in Estonia. Micro, small, medium and large undertaking 

are the four possible ways to categorize a company by its’ size and the thresholds have a lot 

in common. To provide with the Latvian thresholds, there is no need for a new table but 

rather Table 3 can be used for referencing since in regard to small, medium and large 

undertakings there are absolutely no changes. This means that also in Latvia, a large 

undertaking must exceed at least two out of three indicators in order to be large. Small and 

medium however only have the opportunity to go over maximally one out of three indicators 

in order to stay in the same bracket. As for the micro undertaking there are changes in terms 

of the limits. In Latvia a micro-entity is considered to be an SME if it does not exceed two 

out of three limits. The limits are that it may have 350 000 euros balance sheet total which is 

the same as total assets in Estonia, net turnover can be 700 000 euros and the average number 

of employees during the reporting year is 10. The average number of employees during the 

financial year gets calculated based on the arithmetic mean. At the end of each month the 
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amount of employees gets summed up across all months and then gets divided by 12. (Law of 

Accounting of the Republic of Latvia, 2016) 

The reason behind determining the undertaking sizes first is because similarly to 

Estonia the size of the company determines the amount of information they need to disclose. 

As per the Law of Accounting states in Chapter 3, no matter the size of the undertaking, all 

companies need to provide some sort of financial statements and some also a management 

report. In the financial statements, micro and small entities need to prepare at least a balance 

sheet, a profit or loss account and an annex to the financial statements, meaning notes that 

explain financial statements. Medium and large companies however need to prepare in 

addition to everything small and micro companies do, a cash flow statement and a statement 

of changes in equity. In regard to the micro-entities, there are quite a few exemptions made in 

order to save some time and resources for the owners of those businesses. For example, if a 

micro-entities’ assets are under 50 000 euros, revenue is under 100 000 euros and average 

number of employees is 5, then they do not even have to provide any notes to their financial 

statements. Once again, one of the indicators may exceed the limit for this law to be active. In 

addition to the previous privilege a micro-entity does not need to provide a management 

report at all if they provide their aggregate own stock or share, meaning that if an enterprise 

acquires stock or sells stock, they need to report of it. (Law of Accounting of the Republic of 

Latvia, 2016) 

The management report has also some alterations depending on the size of business. 

As it was already mentioned about the requirements from micro businesses, now it is 

important to highlight the requirements for other entities. As logic would suggest, the large 

undertaking must provide the lengthiest and the most explanatory management report out of 

all four. This means that it must include information about development, financial results of 

performance, and financial status of the undertaking, as well as information regarding 

substantial risks and unclear circumstances faced by the undertaking. Additionally, large 

undertakings need to provide indicators of financial results as well as non-financial 

indicators, measures in the field of research and development, the undertaking's aggregate 

own stock or share, affiliates and representations of the undertaking abroad and use of 

financial instruments. There has also been made an exemption for small and medium size 

companies which is that they do not need to provide non-financial indicators, and information 

about environmental protection nor information about its’ employees. (Law of Accounting of 

the Republic of Latvia, 2016) 
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Similarly, to previous findings, there are specific conditions for auditing among 

Latvian companies. In Latvia, there are two possible auditing procedures. A more extensive 

and larger one is an audit review and the more compact one is a limited review. An audit 

review is for medium and large companies without any exclusions and even for some small-

sized entities and once again there are limits, which upon excess qualify for this. The limits 

are: 

• Balance sheet total – 800 000 € 

• Net turnover – 1 600 000 € 

• Average number of employees in the reporting year – 50 

 

If a company exceeds two of three limit values on the balance sheet day, which is the 

last day of the financial year, for two years in a row then it needs to get an audit review by 

one or many sworn auditors.  

A limited review is necessary if a small undertaking on the balance sheet date for two 

years in succession exceed two of the following limit values: 

• Balance sheet total - 400 000 

• Net turnover - 800 000 

• Average number of employees in the reporting year – 25 

 

Obviously, a company has a choice between whether they want a full review or a 

limited one, but it needs to be considered that from one hand it is more expensive and time-

consuming to claim a full review but from the other hand it gives a better sense of security for 

whoever the reader may be. (Law of Accounting of the Republic of Latvia, 2016) 

 Latvia, in comparison to Estonia has a corporate income tax of 20%, but this does not 

paint the whole picture as in parallel to Estonia there are also exemptions made. One of the 

major ones being that a company does not have to pay income tax on reinvested profits 

meaning that all earnings that are used for expenses or investments do not apply under the 

corporate income tax. This law was passed in 2018 in order to boost economic growth and it 

had great effect ever since. With the passing of the new law there were other benefits as well 

that eased the tax burden on entrepreneurs. According to the International Tax 

Competitiveness Index, Latvia has been on the second place for the past 5 years, right behind 

Estonia. In 2022, Latvia scored 99.7 according to the ITCI and Estonia at the first place with 

100 points. (Bunn, 2022) 
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Lastly, Lithuania is left to analyse and answer all the same questions the author has 

answered previously for Estonia and Latvia regarding the legal framework set by their state. 

Firstly, it is important to mention right away the Act of Accounting of Lithuania is practically 

identical to the one which is in force in Latvia, meaning that there will be some repetition in 

the following paragraphs. Nonetheless, in Lithuania SME companies also have the option to 

disclose abiding by the IFRS standards or Lithuanian Financial Reporting Standards. As it is 

said, it is preferrable for smaller companies to use the Lithuanian standards due to the fact 

that then SME’s can take advantage of exemptions that are made for them in order to lower 

business costs. Lithuania has decided to categorise SME’s exactly like in Latvia for the only 

exception that, what otherwise is known as a micro-entity is called in Lithuania a very small 

enterprise. This means that are four categories of companies divided by size and they are very 

small, small, medium and large. The thresholds are also exactly the same as in Latvia with 

identical criteria of exceeding them. (Act of Accounting of the Republic of Lithuania, 2023) 

Similarly, to Latvia, the contents of the annual report vary from one size of company 

to other. Starting from the small company, which needs to prepare in their annual report an 

abbreviated or full-sized balance sheet, a profit or loss statement and an explanatory letter 

which is the same as providing notes for the financial statements. A very small company on 

the other hand gets off even easier because they are required to submit a short balance sheet 

and a short profit or loss report. Section 5, Article 22, paragraph 2 of the Act of Accounting 

of the Republic of Lithuania explains what are abbreviated and short financial statements. 

According to the Law they must consist minimally of: “ 

1) information on financial promises, guarantees, contingent liabilities, contingent 

assets not shown in the balance sheet in total amounts, indicating the type and nature of all 

significant collateral. 

2) information on all promises related to pensions according to long-term 

compensation plans and companies of the group of companies, joint ventures or associated 

companies controlled by the joint venture agreement. 

3) information on the amounts of advances and loans granted to the head of the 

company, members of the management and supervisory bodies, indicating the interest rates, 

the main conditions of the loans and all amounts returned, written off or waived, as well as 

the amount of the promises made by the company when providing all kinds of guarantees for 

these persons, indicating the amount due separately to the head of the company, members of 

the management and supervisory bodies. „ (Act of Accounting of the Republic of Lithuania, 

2023) 
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Medium and large sized companies need to prepare a balance sheet, a profit or loss 

statement, cash flow statement, statement of changes in equity and also an explanatory letter 

where all of the numbers are explained and provide background for. Again, all companies 

have the option to prepare more financial data than required thus making themselves more 

transparent to investors and shareholders but at the cost of resources. (Act of Accounting of 

the Republic of Lithuania, 2023) 

An annual report is incomplete without a management report inside of it but not all 

companies in Lithuania are obligated to provide one. In fact, the smaller a company is based 

on its ‘revenue, assets and employees the less non-financial information they need to provide. 

Starting from the very small and small companies, which need to report about the number of 

shares purchased or transferred and its ‘details during the reporting period and reasons for the 

acquisitions. Very small companies need to provide this information in their balance sheet 

and small businesses should do it in their notes. Medium and large need to provide everything 

that was mentioned earlier and also the same information which Latvian Law of Accounting 

requests with the exclusion that medium sized companies do not need to provide analysis of 

financial and non-financial performance. (Act of Accounting of the Republic of Lithuania, 

2023) 

An audit of the annual accounts might also be required under specific conditions and 

this time they do not align with any of the previous criteria. According to the Lithuanian Law 

of Accounting an audit of the financial statements must be carried out if at least two of the 

following indicators are exceeded on the last day of the financial year: 

1. The value of the assets indicated in the balance sheet – 1 800 000 € 

2. Net sales turnover during the reporting financial year – 3 500 000 € 

3. Average annual amount of employees on the last day on the financial year – 

50 

Furthermore, there is only one form of audit which is an audit report meaning that the 

only option for companies is complete the most extensive auditing process which needs to be 

included in the annual report for submission. 

Lithuania has a corporate income tax of 15% which is way lower than the OECD 

countries which stands at 23.6% and is even lower than of Estonia and Latvia but on the other 

hand there are less exemptions. CIT of 15% is applied on all earnings, no matter the fact have 

they been distributed or not. This means that Lithuanian enterprise do not have the 

opportunity to invest tax-free since the tax gets deducted immediately after the earning of 

profit. On the contrary they have a tax discount for smaller companies. If a company in 
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Lithuania is just starting out, the state will offer 0% tax rate for the first taxable period and 

from the second taxable period a 5% corporate income tax is applied as long as the following 

criteria are met. Average number of employees may not exceed 10 people, income during the 

tax period must be less than 300 000 euros and the shareholders must be natural persons and 

not companies. This is their way to boost economic growth and to motivate entrepreneurs to 

start businesses in Lithuania, but the system Latvia and Estonia have implemented is more 

sustainable because it supports more companies and allows them to scale up their 

investments. (Republic of Lithuania Law on Corporate Income Tax, 2020) 

There is now a possibility to draw first conclusions from the differences and 

similarities of the legal requirements in the Baltic states. As it appears, there are more 

similarities than differences and this should not come as a surprise since all three countries 

have relied on the IFRS standards when coming up with each local GAAP. In general, the 

basic details are the same as the length of the financial year or the relationship between the 

IFRS and the local GAAP. All three countries state that SME’s may use either the IFRS 

standards for reporting or may base their reports on the national accounting standards. In all 

cases the IFRS standards are more extensive and thorough so the national standards may be 

considered as abbreviated and adapted versions of it. The Baltic countries have also 

distinguished countries into four categories in accordance with their yearly revenue on the 

balance sheet day, total assets at the end of the financial year and the average number of 

employees that work for a company. However, there came the first differences between the 

Estonia and the other two countries. Previously, it was seen how Estonia has set much lower 

thresholds in order for a company to call itself a micro-entity. This actually applies not only 

to the comparison of the Baltics, but overall, to the standards of all European countries. The 

reason being that micro-entities are offered many incentives and this way the Republic of 

Estonia is trying to motivate entrepreneurship by giving micro-entities good conditions for 

market research and starting in general. In regard to the contents of annual reports then the 

similar aspect that passed through all three countries is that according to the size of the 

company, the contents vary and as it was shown then the bigger the company is the more 

information they need to provide. Starting from the smallest size company, no matter how it 

is called in different countries the requirements are the same. The smallest countries need to 

prepare their annual accounts and notes explaining them. In Lithuania however smallest 

companies are required a short balance sheet and a short income statement but upon analysis 

it looks like there is no difference between Latvian and Estonian balance sheet and income 

statement in comparison to the Lithuanian one. All else is more or less aligned with each 
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other, meaning that companies that are in the same “weight-class” in each country prepare 

similar information for the government. The biggest differences appear in the auditing and 

corporate income tax parts. Firstly, in the auditing part all three countries have stablished 

different thresholds and different outcomes as a result of exceeding those thresholds. Estonia 

has the most specific and most thorough regulations for auditing because it covers a wide 

variety of cases with the system that is demonstrated in Table 3. As a result, a company may 

have to go through an audit or in other cases a review which is a short overview of company 

compiled by a sworn auditor. Latvia however on the other hand has only two limits in 

comparison to Estonia’s four, where the result can be either an audit review or a limited 

review which suggests that they are pretty similar to Estonia’s auditing processes. In 

Lithuania, there is only one process of auditing, and it is an audit report which consequently 

means that there is only one limit value that consist of three indicators as it was stated earlier. 

Lastly, the corporate income tax also varies from one country to another. There is no point to 

bring out again each countries’ corporate income tax policies, but it is worth mentioning that 

there is a clear distinction between the laws and rules set in accordance with international 

standards and the laws that were set by local governments which have way more details that 

are linked with the countries’ overall priorities and goals. 

 

2.2 Analysis of interviews and comparison of annual reports 

The author of this bachelor thesis conducted in total two interviews. The interviews 

were meant to give an insight into the aspects of everyday interactions with accounting 

practises. The interviews were done with sworn auditors who gave an overview of details that 

may be not seen at a first glance and provide a deeper understanding of what actually matters 

in annual reporting to investors, shareholders, auditors and the government. These interviews 

were not conducted in order to code them and find patterns but rather to get to know the point 

of view from the auditors’ side and provide some valuable insight that may not have appeared 

by itself from laws or reports themselves. The first interview was conducted on the 30th of 

March 2023 which can be seen in Appendices under Appendix A. It was conducted with 

Riina Alt who is a Baltics Financial Accounting Advisory Services Leader at a company 

called EY. EY is a very well-known auditing, tax and consulting firm which is one of the Big 

Four accounting firms. The author and interviewee had an online meeting which lasted 19 

minutes during which the author had the opportunity to ask her six questions. The questions 

asked were: 

1. How do you assess the quality of financial reporting in the Baltic countries? 
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2. What are some common financial reporting practices in the Baltic countries that 

may differ from other regions? 

 

3. Can you speak to any significant changes or trends in financial reporting practices 

you have observed in the Baltic countries in recent years? 

 

4. What do you consider to be the most important components of a good annual report 

from an investor's perspective? 

 

5. How do the Baltic countries compare to each other in terms of the level of detail 

and transparency in their financial reporting? 

 

6. What are the main differences and similarities in annual reporting between Estonia, 

Latvia and Lithuania? 

 

 

When answering the first question, Alt said that overall, the quality of reporting under 

IFRS is good if compared to more southern countries but regarding the companies 

implementing local GAAP then the situation is worse since it really depends on the quality of 

work done by the accountant of the firm meaning that if the accountant does not put all the 

information on record, then the quality automatically drops making any annual report 

instantly less informative. She explained that actually, micro and small entities do not need to 

provide much for the government in their annual reports and the requirements have been 

decreasing over the past years meaning that if a company would like to prepare a more 

informative annual report, then they have that option and are encouraged to do so but since it 

is not obligatory most choose not to do it because it saves them time and money. Alt added 

that micro and small entities do not consider themselves attractive for investments and that is 

why they also choose not to include cash flow statements which Alt considers to be the most 

important part of an annual report for investors. 

Recent trends in reporting have been focused on making reporting easier for 

companies to disclose their activities and thus the requirements have been loosening and 

making it easier. Alt said that right now there is a software in development which will allow 

companies to tag their accounting entries meaning that once there has been any cash flow it 

gets tagged and later when the time comes for annual report submission with a click of a 

button an annual report gets automatically created and submitted. This would help to stay on 

time with submission deadlines since a lot of companies are late with the submission of 

annual reports and also would provide a level of assurance in the reader due to the level of 

transparency. Alt added that even though many of the aspects that medium and larger 
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companies need to provide, small and micro do not, they still do it because they want to be on 

the same level with them. Small and micro entities want to be treated the same way as larger 

companies in order to be eligible for financing and be more attractive for investments. 

When comparing the three countries to each other, Alt noted that historically Estonia 

has always a little bit different from others because of the e-service systems that are in place. 

In Estonia, all annual reports, no matter the size of the company are identical because they are 

computer generated. Accountants enter information into the system and the machine 

generates annual reports with identical formatting and layout. Latvia and Lithuania on the 

other hand do not have this type of system meaning that their annual reports may differ in 

appearance. She also pointed out that in Latvia and Lithuania cash flow statements are 

obligatory but upon review that turned out to be incorrect now and may be based on outdated 

data. For the biggest difference Alt brought out the convenient presentation possibility in 

Estonia that does not exist in neither Latvia or Lithuania and also the availability of annual 

reports to the public meaning that in Estonia it is quite easy and accessible to read any 

companies’ annual report but in Latvia and Lithuania there are certain barriers to the access 

of them. 

The second interview was conducted on the 31st of March 2023 also via Zoom. This 

interview was done with the help of Oksana Popova who is a Lead Auditor at PwC, which 

also is a part of the Big Four. This time around the interview lasted for only 11 minutes due 

to the fact that some answers to questions were out of scope of knowledge for the 

interviewee. Similarly, to the previous interview, the author asked the same questions as 

listed above before the first interview analysis. This interview transcript may be found in 

Appendices under Appendix B. 

When speaking about the quality of financial reporting in the Baltics, Popova 

preferred to comment more about the Estonian reporting quality because of her frequent 

contact with it and lack of contact with other two countries. Popova stated that overall, the 

quality is high but again it really depends on how much emphasis a firm puts on their reports. 

She supported Alt’s view on the importance of the accountant by saying that if accounting is 

done by one of the companies from the Big Four then the chance of a higher quality report is 

greater when comparing to a smaller auditing business or even sole proprietors. When 

speaking about the changes of financial reporting in the previous years Popova said that 

usually there are not any drastic changes since local GAAPs are heavily based on IFRS 

meaning that any changes that are brought in are rather clarifications in local GAAP that are 

in accordance with IFRS. An interesting point of comparison that Popova brought to light is 
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that in Latvia it is allowed in annual reports to switch over from the local GAAP to IFRS in 

any point. This means that in Latvia a company might disclose some part of activity in 

accordance with local GAAP and then change it and in other part use IFRS if they would like 

to. In Estonia and Lithuania there is no option to do that since it is required to keep the same 

format throughout the whole annual report. Later, when talking about investors needs Popova 

said that for investors it is better if companies compile their annual report based on IFRS 

since it discloses more information and is more thorough. In Estonia, under IFRS companies 

need to disclose in their management report risk management like credit risk, liquidity risk, 

capital risk which all is not required when following local GAAP. 

Overall, the two interviews provided valuable insights into the hidden aspects of 

annual reporting and also showed different perspectives from which the annual report can be 

looked at. For example, an auditor has a whole different view of an annual report than an 

investor might have or a stakeholder. These kinds of comparisons help to understand how 

valuable annual reports are to many different groups and how each group is interested in 

different segment of the annual report. 

Lastly, the author can compare three provided annual reports and highlight any 

discrepancies in the reports but also outside of the reports like the required formats, 

submission portals and other relevant details. As it was mentioned earlier in the thesis, in 

order for this paper to be accurate the reports need to similar meaning that the three 

companies should operate preferably in the same industry, have somewhat similar annual 

turnovers, more or less match by the number of employees and total assets. This is necessary 

for the sole purpose of fair comparison because if otherwise companies are far apart by their 

industry or financials then additional features of annual reports would arise, making the 

comparison moot. For even better analysis, the author has decided to include SMEs because 

in the annual reports of SMEs there are more options for display and inclusion or exclusion of 

details. Another reason why annual reports of large or listed companies are not applicable in 

this thesis is because in their annual reports everything is concretely defined regarding what 

needs to be included and what does not. Annual reports of large companies usually need to 

include everything possible leaving no room for differences in between countries. 

Furthermore, publicly traded companies follow directly IFRS, but this thesis is focused on 

comparison of each countries’ local GAAP and the compliance of companies with it. 

Regarding the choice of companies for analysis there are already a few key findings to 

be unveiled from the investors perspective. The author of this paper ran into a problem with 

the discovery that the annual reports of Latvian nor Lithuanian companies are not publicly 
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available. Unlike in Estonia, where there are multiple online platforms for companies where 

any reader can access any annual report with a few clicks, in Latvia and Lithuania annual 

reports are behind paywalls meaning that if a reader wants to see an annual reports of 

accompany online, they need to pay a company that can provide it to them. In the case of 

Latvia, they have an online platform called lursoft.lv where people can see some details about 

any desired Latvian company but for the annual report a person must have an account on that 

website and must pay eight euros and twenty cents for every annual report they want to see. 

The same applies for Lithuania, where there is a website called rekvizitai.vz.lt where an 

annual report will cost a person nine euros and ninety cents but under preview it shows a 

computer generated file by CreditInfo which can not be considered an annual report but 

rather a summary of contents. When this information was obtained, it quickly rendered this 

thesis impossible with the exception of taking on additional expense. After writing countless 

emails to companies directly asking for their annual reports a solution arose. Luckily, through 

authors’ personal connections it was possible to get a hold of three annual reports from the 

Baltics which all operate in the same. Since, it did not come as a first choice, then it is 

important to add here that this result was not the one that was expected but nonetheless it is 

sufficient for this thesis to create a comparison of annual reports as planned. 

All three companies deal with the sale of jewelry and precious metals. Unfortunately, 

they are not in exactly the same industry because Estonian company deals with wholesale of 

precious metals, Latvian companies’ activity is wholesale of watches and jewelry, and 

Lithuanian companies operates in retail sale of watches and jewelry. Regarding this thesis it 

does not concern the reader much because it still is the same industry, and it is only important 

so that there would not be any huge differences in regard to ratios of revenue to assets. In this 

paper the names of the companies will stay undisclosed and are blurred in the annual reports 

since again it is irrelevant to the analysis of the annual report. 

Under Appendix C the reader may find the first annual report which belongs to the 

Estonian company. This annual report is from the year of activity 2021. The activity part was 

already mentioned above, but on the third page of the report the Estonian company provides 

an activity report where they provide a little history to the company with stating the year of 

establishment and briefly mentioning the result of the previous year. Following is a short 

paragraph which explains their activity and gives and explanation to the difference between 

the market value of their assets and the disclosed value of their assets. It is also mentioned 

that 2 people work in this enterprise and the labor costs. Lastly, in the activity report it is said 



DISCLOSURE PRACTISES IN ESTONIA, LATVIA AND LITHUANIA 28 

that the goal for the following year is to maintain their market share and there were not any 

significant events at the time of preparation of the annual statements. 

After the activity report comes the annual report itself. Firstly, it necessary to repeat 

that in Estonia annual reports are not drawn up by humans, but rather all the data gets 

plugged in to the government software, which will be discussed later, and a computer 

generates uniform annual reports for every single company in Estonia. If the reader looks at 

the annual report, then they will see that the first table is a balance sheet of the company and 

right after that there is an income statement. All data in tables is in euros and behind the 

financial values it can be seen that there are references to notes regarding specific lines in the 

tables, which also will be discussed later. Since this thesis is not trying to determine whether 

the three companies provide a good or a bad investment opportunity for an investor, then the 

values are not that relevant to this work, but rather the presentation of the data alongside the 

fact whether the companies provide enough information for informed decision-making. 

Nonetheless, it looks like the company is doing alright and even though there has been a 

slight decrease in assets there also has been a decrease in liabilities keeping the ratio healthy. 

Regarding the ratios, then it must be said that they are not required from companies this size 

and hence there are not any included in the given annual report either bur ratios are a good 

way to appeal to investors and attract foreign investments since it makes the life of the reader 

a whole easier and gives a quick overview of the state of the company’s financial situation. 

As for the income statement, then there is all the same. As usual, the reader can find the data 

from the year of the report and from the year before it. Right behind the value is a reference 

to notes that come further in the annual report. Now, it can be seen since the revenue of the 

company for that year was 585 317 euros, the total assets were 994 736 euros, and the 

number of employees was 2 then this entity classifies as a small enterprise in the eyes of the 

Estonian government. Regarding the income statement, then it can be seen that revenue 

increased but with that, costs also substantially increased leaving the company with less profit 

than the previous year. The EBIT is closely the same but since the company had to pay more 

than double in income tax than in 2020, it left them with less profit. 

After the income statement, come the appendices where the company explains its’ 

accounting policies and gives comments on some data from the tables. Since a software was 

used to translate all annual reports there come along some inaccuracies, but they do not 

change the perception and the main idea remains intact. With that being said in the first 

appendix there is more text compared to others where the accounting principles of the 

company get stated. There, the reader will find general information but also information 
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about cash, receivables, inventories, tangible and intangible fixed assets, depreciation, leases, 

and revenue. Overall, Appendix 1 in the annual report provides valuable insight behind the 

preparation of the annual report and gives thorough explanations to where the numbers come 

from which are displayed in the balance sheet and income statement. From the investors’ 

perspective this is a highly valuable segment of the report since it gives an understanding of 

the company’s activity and its’ approach to handling its’ finances. This is a key part of any 

annual report which in this case has been executed flawlessly but this should not come as a 

surprise since this is required by law and is basically inevitable but on the other hand the 

level of thoroughness is up to each company. All throughout Appendix 2 until Appendix 15 

in the annual report, the reader will find tables that expand the values in the first two tables 

giving a more detailed look into the subcategories of the companies’ expenses or earnings. 

For example, in Appendix 8 there is a further explanation of any debts and prepayments a 

company has. There the debts are categorized into debts to suppliers, contractors, tax debts 

and other debts like dividend debts and miscellaneous accruals. In Appendix 11 the reader 

can find information about the distribution of sales revenue, explaining from what country 

and from what activity the revenue came from. In the case of this company, it can be seen 

that for example in 2021 they sold substantially less goods to Latvia compared to the year 

before that. Lastly, after the appendices there is a profit distribution proposal and its’ decision 

alongside the general information of the partners. 

The submission of the annual report is made extremely easy for entrepreneurs in 

Estonia. All they have to do is go to the E-Business Register where they have to log in with 

their national code. After that they just click “Submission of a report” and select the company 

they want to report for. Lastly, they need to choose their company size (micro, small, 

medium, or large), which standards they use for disclosure (Estonian GAAP or IFRS) and 

some minor details as well and once “Add new report” is clicked then all that is left to do is 

to fill out the forms that are required and it is done. 

Overall, the annual report is very coherent and since it is computer generated it leaves 

no room for error giving an investor a great overview of the company. Since it is a small 

enterprise, it is not required to disclose more information and that is exactly the case with this 

company meaning that as Alt said in her interview it might not be in the interest of this 

company to attract any investments because otherwise, they would have included additional 

information which was not required from them that would have appealed to an investor. 

Another aspect that Alt considered to be vital for investors is cash flow statement, which in 

this case is absent but again, its’ inclusion is not mandatory for the small Estonian enterprise. 
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Nevertheless, all vital information is provided so based on this report it can be confirmed that 

it is possible to make an investment decision, but it lacks depth to get a full comprehension of 

the company. 

Moving on to the annual report of the Latvian company which can be found under the 

Appendix D. This is an annual report from the year 2020 of the company that deals with 

wholesale of watches and jewelry. Unlike, in the Estonian report, this one starts with general 

information and without an activity report goes straight to the balance sheet. First thing that 

should stand out the reader is already the different formatting. Uneven gaps in between rows 

should be dismissed because that has been done by that translation software in order to 

extract the text. Either way the table formatting is different because unlike in Estonian report 

where there were all borders around tables, in the Latvian one we can see only horizontal 

lines. On the fourth page of the annual report there is a table of the company’s active or in 

other words assets. Once again, the values should not concern the reader. Another point of 

difference is the location of reference to the notes. In this case the reference is under the first 

table in the text. Same goes for the second table of the report which is the PASSIVE table or 

in other words known as liabilities table. There the formatting is more coherent a gives a 

closer resemblance to the original file than the previous. In the tables the subcategories 

underlined with bold lines on top and under the number and the final number is outlined with 

double lines both on top and under the numerical value. In terms of comfort, it is worth 

mentioning that dragging out assets and liabilities seems unnecessary because it requires the 

reader who might be a potential investor to scroll between two pages calculate assets to 

liabilities ratios or do some comparison work. Furthermore, there is no real need for this kind 

of extension as it provides no value to the reader of the report. On the sixth page the reader is 

met with a “PROFIT OR LOSS CALCULATION” which in simpler terms is an income 

statement and this table, unlike the previous two is compact and easy to follow. Under the 

table is a reference to appendices and the reader may find that at the bottom of each page 

there is place for the signature of the chairman of the company and the accountant which is 

not required by law. Following are the notes for the financial statements where the first line 

indicated that the average number of employees was 2 for this year. This means that if their 

revenue was 129 552 euros, total assets were 49 011 euros and 2 people work for this 

company then that classifies as a micro entity in Latvia. In the appendix under 1.4 there is a 

longer explanation for the drastic decreases in values compared to the previous years’ report. 

It is crucial that it is included there because the first question of the investor upon the 

discovery of numbers would be why. In 1.4 it is thoroughly explained how COVID-19 
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affected the company and what is the plan for continuation. Further, there are explanations 

about inventory and its’ accounting, bad debts, creditors, revenue recognition, expense 

recognition and any other additional information. After that, on age 10 it also stated that there 

is no management report in this annual report and there is also a reference to the law which 

allows this exemption. Following it are explanations to balance sheet and income statement 

items but here the formatting of the tables is different because all tables are surrounded with 

borders all around when before there were only horizontal lines. On the last page, there is a 

conclusion of the meeting and the confirmed decision from the chairman. 

In regard to the submission of Latvian annual reports, there is less information 

available online of how the process actually looks like but according to Latvian State 

Revenue Service (2022) it is possible to submit annual reports in three different ways. Either 

by bringing a hard copy of the annual report to any State Revenue Service (SRS) customer 

service center, by post, sending it to the headquarters of SRS, or in an electronic form by 

submitting it to the SRS Electronic Declaration System (EDS). The EDS is closely similar to 

Estonian E-Business Register, where a client must log in with national code and submit it 

there, but the biggest difference is that the electronic annual report must be prepared before 

hand and is not computer generated leaving more room for errors and personal touches. 

In general, the Latvian annual report is sufficient, but it leaves the reader with an 

unprofessional impression because of the uncoherent table formatting. On the other hand, the 

notes to the financial statements were extensive and painted a picture for the reader that 

describes the numerical values in tables. It would be fair to say that there is room for 

improvement regarding that annual report but overall, it fulfilled its’ goal and conveyed the 

most important information, meaning that an investment decision can be formed based on the 

given report. 

Lastly, the reader is met with Lithuanian annual report which is in separate appendices 

since the financial data is in Appendix E and the notes to the financial statements are in 

Appendix F. The annual report of the Lithuanian company is from the year 2021 and firstly 

the analysis starts from Appendix E where the reader can get acquainted with the submission 

of annual financial statements of the Lithuanian company. Right from the start, a great 

structure can be seen where everything runs in logical order and is separated by lines in order 

to make reading easier. As always, the report starts off with general information about the 

company and from the third page starts the balance sheet. The company has decided to 

submit an abbreviated balance sheet and since they are a very small or otherwise known as a 

micro entity then that is allowed by the Lithuanian Law of Accounting. In the balance sheet 
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every line is numbered and the whole table is symmetrical. In the table there are subchapters 

and this time the references to notes are before the values themselves. This kind of compact 

table gives a potential investor or any reader the best overview without any additional effort 

on their part. Income statement follows the same kind of structure making the transition 

smooth and easy to understand. It must be stated that although abbreviated or shortened 

financial statements seem easier to understand for an investor it is not that beneficial because 

an investor requires as much information as possible to make an educated decision and in this 

case, it makes it a lot more difficult to do. But it is not all that bad because in Appendix F 

where there are notes to the financial statements the reader can get additional information and 

more exact allocation of resources. Notes to the statements are divided between eight pages 

giving a good back story for the balance sheet as well as the income statement. As previously, 

the first chapter in the notes is the accounting policy. This explains how they prepared the 

annual report and what kind of methods implemented throughout it. Out of the three annual 

reports this was the longest explanation of accounting policy which, again, for an investor is a 

green flag. There is no need to go in-depth into the companies’ policies because the report is 

just used for visual and structural example with a focus on the availability of contents but not 

the contents themselves since it is tried to generalize but the reader in this part can read about 

accounting principles and methods but also about the assessment of accounting objects. After 

the text, comes the third chapter with explanatory tables to widen the perspective of balance 

sheet. Table number 1 in Appendix F explains the residual values of the fixed assets that 

belong to the company. There the company states the acquisition cost, depreciation, 

revaluation, and impairment. In this case it is done only with the company’s vehicle. Further, 

the reader will find tables about inventories and receivables, expenses and accrued income, 

capital, payables, and accrued costs. 

 According to the State Enterprise Centre of Registers (SECR) an annual report must 

be submitted by the manager or a person who has the right to act on behalf of a legal entity 

and for the submission they need to login into the electronic services system of the SECR, 

there choose the legal entity they are representing and fill in the financial statements, choose 

the format and upload necessary files that are required from them based on the law. As it was 

explained earlier, depending on the size of the company they need to submit different files 

and the person submitting the annual report must know themselves what information they 

need to submit. This system is closely similar to the one at use in Estonia, but with the 

addition of uploading files separately. 
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 Overall, the Lithuanian annual report was vey clear and coherent making the 

comprehension and quick and easy. Since it is a very small company there is not as much 

information disclosed, like cash flow statements, for example, but since it is not required and 

the company has not bothered to include excessive information, it indicates that foreign 

investors are not at primary focus for them. It would be great if the notes and the financial 

statements would be in one file all together excluding any unnecessary movements, but the 

quality was at a high level meaning that an investor should be able to make an investment 

decision based on the information provided. 

 Given all the data there is to gather about annual and financial reporting in the Baltic 

countries there are quite a few conclusions to be drawn here. Based on the legislative part 

there were small adjustments here and there in each of the countries’ policies but generally all 

laws followed the same framework. After the interviews with auditors, it became evident that 

it is not by accident, but it is because all laws were based off the IFRS. Over the years each of 

the countries have brought in their individual tweaks to the laws that have aligned them more 

with each countries missions and visions regarding entrepreneurship in their state. The 

differences in countries’ policies arose in different aspects like the classification of entities by 

size, thresholds and volumes of different auditing services and income taxation among 

corporations. For the better part of the legislative part, Estonia differed the most with their 

smaller threshold for micro-entities and highly specific auditing and audit review limits. 

Latvia and Lithuania had more similarities along those lines including the similarities in 

contents of annual reports which mostly matched along the three countries. 

 More visible and tangible differences revealed themselves when the practical 

comparison came along, and the annual reports needed to be acquired. The following 

paragraph can not be stressed enough by the reader in regard to the availability of annual 

reports online. Since this paper focused on the perspective of investors on annual reporting 

then there is absolutely no doubt that no investors is willing to go through so much trouble to 

obtain one annual report from a single company. If an investor who is looking for investment 

opportunities in SMEs in Latvia or Lithuania can not publicly access any annual reports for 

free, they would probably cancel the search right there and then. That is due to two main 

reasons: it is either going to drive the research cost extremely high, making no investment 

profitable enough to cover all costs or it is going to take way too much time to get hands on 

annual reports by reaching out directly to companies. If we take Estonia for comparison, 

where all annual reports are a few clicks away with identical formatting making them 
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extremely comparable, then probably 99% of investors would choose to invest in Estonian 

SMEs. 

 Overall, the annual reports were all of good quality just as Alt and Popova said, but 

still had room for improvement regarding coherence and thoroughness. It becomes 

increasingly more evident that at the stage of still being a small company, the focus is not on 

attracting investments but rather on the healthy development of business, but investors are not 

the only people who consume annual reports. So do also banks, government, competitors and 

many other institutions that search value in annual reports and transparency within them is 

crucial for trust and credibility of companies but also for accuracy in finances which portray 

affair image of the economy. 

Conclusion 

In conclusion, this comparative study of annual reporting practices in Estonia, Latvia, 

and Lithuania has provided valuable insights into the similarities and differences in disclosure 

practices from the investors' perspective. This study aimed to identify the key aspects of 

annual reporting that are important for investors and how they vary across the three Baltic 

countries. 

Overall, the study found that while there were some differences in annual reporting 

practices across Estonia, Latvia, and Lithuania, there were also many similarities. For 

example, in all three countries the minimal amount of information in the annual reports 

aligned and that in the Laws of Accounting there were many matches like the classification of 

companies, audit requirements and many other aspects. Additionally, all three reports 

included a balance sheet, an income statement and notes to the financial statements. 

However, there were also notable differences in the level of detail provided in each 

report. The Estonian and the Lithuanian report, for example, provided a more structured 

overview of the company's corporate governance practices, including board composition. The 

Latvian report, on the other hand, more extensive notes on the matters of their financial 

situation and comments about its’ decline. 

One of the key findings of this study was that there is a need for greater transparency 

and comparability in annual reporting practices across the three Baltic countries. This would 

help to attract more investments and make it easier for investors to make informed decisions 

about companies in the region. Also, transparency would help to grow the economy faster 

because it would provide more information which could be beneficial for many parties. 

Another important finding was the need for companies to provide cash flow 

statements. While all three reports did not include cash flow statements it is one of the most 
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sought after tables in the eyes of the investor since it provides an insight into the company’s 

liquidity, helps to evaluate the quality of earnings because the income statement can not do 

that and gives a better understanding of any risks or opportunities. 

The study also highlighted the importance of regulatory frameworks in shaping annual 

reporting practices. While Estonia, Latvia, and Lithuania all have similar regulatory 

frameworks for annual reporting, there were some differences in how these frameworks were 

implemented. For example, the Estonian report was more structured since they all are 

identical but Latvian annual reports are created by people and have all unique differences in 

them. 

Based on these findings, it is recommended that companies in Latvia, and Lithuania 

work to improve the availability and transparency of their annual reporting practices. This 

could include implementing stronger regulations around corporate governance and ensuring 

that annual reports are presented in a clear and easy-to-understand manner that would be 

accessible to anybody. This should not be that hard to achieve since both of the named 

countries have online business registries that have all of the annual reports in them. 

Another recommendation for Latvia and Lithuania, is to move forward and update 

their annual report submission system, where the data would need to be inputted into existing 

from where the computer would do additional calculations and generate an annual report, as 

it is already in Estonia, which would make all annual reports identical for the purpose of easy 

comparison and less confusion. 

Finally, it is important to note that this study has some limitations that should be taken 

into consideration when interpreting the results. For example, the study only analysed three 

annual reports from the Baltic region so for countries like Latvia and Lithuania there might 

be more differences to be found. Additionally, the study focused only on the investors' 

perspective, and did not consider the perspectives of other stakeholders, such as employees or 

customers. Despite these limitations, this study provides valuable insights into the similarities 

and differences in annual reporting practices across Estonia, Latvia, and Lithuania, and 

highlights the need for continued efforts to improve transparency and comparability in 

reporting practices. 
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Appendices 

Appendix A. Interview transcripts 

Interviewer: Martin Petukhov 

Interview date: 30.03.2023 

Interview audio length: 19 minutes 

Interview transcription length: 5 pages 

Interviewee: Riina Alt, EY Baltics Financial Accounting Advisory Services Leader 

Study level: bachelor, 3rd year 

Field: Business Administration 

 

Question: Hello. My name is Martin Petukhov. I am a third year business Administration 

student at the University of Tartu and today I am conducting an interview with Riina Alt. 

Thank you for agreeing to have this discussion today with me. And the topic we will address 

today is comparative study of annual reporting practices in the Baltic states. And would it be 

all right if I recorded our talk? 

Answer: Yes, absolutely perfect. 

Question: This interview will be only used in respect to my bachelor thesis and will not be 

distributed in public. And if at any given moment you feel that the following information you 

are going to share with me is sensitive in some kind of way, then just let me know and I will 

pause our recording. So, this way this will stay out of my bachelor thesis. So, my first 

question to you is how would you assess the quality of financial reporting in Baltic countries 

overall? 

Answer: Honestly, as I said briefly previously about my background, then, I am mostly 

dealing with IFRS and reporters under international financial reporting standards. So, these 

teams and these clients are quite knowledgeable, know what they do. The financial 

statements in the Baltics are quite good, especially in comparison with some other countries, 

because I am performing these IFRS technical reviews not just in the Baltics, but worldwide. 

So, I have quite a good comparison. So especially from countries from South like Cyprus, 

Greece, Romania, I think the quality here is very good. But if we talk about overall practice, 

also including those smaller entities who are applying local GAAP, then maybe not so good 

because it really depends on the accountants and the quality of them. So that is not always the 

best. But overall, I think compared to some other countries, we are doing really well in 

politics. 

Question: Okay, so you would say that in small and medium sized enterprises, it is basically 

up to them how good of a report they want to submit. 

Answer: Exactly, yeah, because the requirements are decreasing over time. Also, in Estonia 

we have these micro entities, small entities, not much is actually needed from them. You do 
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not even need to present cash flow statements anymore in Estonia and many entities do not 

need to. But this is actually one of the most useful sets in the financial statements for the 

readers. But because it's expected that they are so small and they are only interesting to their 

own employees, but owners, like the group of stakeholders who are interested, are so small. 

Well, I understand why those reductions are being made, but yeah, it doesn't really assure the 

overall quality of the financial statements because then entities disclose even less. And 

whatever they put in the financial statements, in the primary financial statements, balance 

sheet and income statement, that is even less transparent of what they are doing. So that in 

turn reduces the quality. That is my opinion. And also, as I'm also a member of the Estonian 

Accounting Standards Board and Auditors board, then we all have frequent discussions about 

how to improve the quality to the extent that maybe in the future there will be such a 

requirement that in every company, the accountant there has to be at least one person who's 

responsible for accounting, who is qualified. Meaning that they do have a certificate. Not 

anybody can do financial reporting and accounting. And this is also with the aim to increase 

the quality to a higher level compared to current. 

Question: Okay, understood. And this leads me very well to my next question: can you speak 

to any significant changes or trends in financial reporting practices you have observed in the 

Baltic countries in recent years? 

Answer: Yes, the requirements are decreasing to make it easier for the reporters, but some 

things probably will also change for the better going forward because right now this is to my 

knowledge it's happening in all three public countries that ministers are developing, such as a 

project for developing something called tagging. It's going to be similar to what is now 

required from public entities. This is international, that their financial statements have to be 

tagged so they are electronically readable. And something similar is going to be introduced 

for smaller entities. Meaning that you will tag your entries already when you book them in. 

The financial system or director or navigation, whatever anyone is using. And then basically 

press just one button which generates you the financial statements because everything is 

already tagged, so it knows what is revenue, what is admin, cost, other operating expenses 

and so on. That might also have a positive impact on quality. But of course, only if the 

accounting entries on an everyday basis are being done properly. Whatever accounting 

software anyone is using, on one hand, requirements are being reduced, which not all of us 

like, especially auditors. But on the other hand, there are these technological improvements 

probably coming which maybe will have actually a good effect on the overall quality and 

definitely on time management and efficiency because it's nice if the financial statements 

would be immediately ready and then it also would probably assure a better compliance with 

timing I mean, timing of completion of the financial statements. Because this is also a big 

problem in all three countries that entities are not presenting them on time. Maybe in Estonia 

it will be better this year because that's the first year where, well, Accounting Act changed 

and that's the first year now where entities will immediately be fine. There's no notice 

anymore. If you're late, you might get, maybe not, but you're exposed to getting a fine 

immediately without any pre-warning. 

Question: Okay, and would you say there are any more advantages or disadvantages with the 

decrease of these requirements? 

Answer: Depends on who is being asked, because I think for those smaller entities it's 

definitely positive that they don't need to present as much and especially those micro entities, 

they basically don't need to put anything in the financial statements and that has a positive 

effect also on them presenting it timely, because it's so easy to do it. You can do it in five 
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minutes, but then if anyone be the regulator or competitors, anyone who wants to get some 

information from those financial statements, you actually don't get anything because you only 

see the balance sheet, basically, and that's it. You don't see much more. Okay, it depends on 

who needs those financial statements and for what purpose. For some, those decreased 

requirements are definitely positive news, but for someone else not that much. And also, 

maybe it's important to note why I'm now talking about the smaller ones, but actually for the 

larger entities, some of the requirements have been increasing. Because now, since last year, 

auditors are also required to not give an opinion, but to say something in their opinion about 

the management report, about the remuneration report, for example, that's applicable for 

listed entities. But they have to present a separate report for how they remunerate their 

managers and employees. So, of course, again, this is good for the readers, because they get 

some level of assurance, but for the entities who need to prepare it and for the auditors whose 

workload increases. Again, maybe not so good news if clients don't want to pay for that extra 

work, and then they don't usually. 

Question: It is good that you bring this to the light, because in my thesis also, I examine 

more small and medium enterprises that are not publicly listed. So, this is also important for 

me to know what applies to what size of entity we are speaking about. 

Answer: Yeah, but even with these medium sized entities, maybe also with some smaller 

ones, there are some requirements which are mandatory now or become mandatory in the 

future. For public interest entities. They are not mandatory for those small and medium sized 

entities, but they are still feeling pressured to comply with the same, because otherwise they 

see that they are not being taken seriously. But this is most strongly felt with ESG reporting, 

which is those sustainability topics and environmental matters. These disclosures and 

separate reports are mandatory for the bigger ones. There are more and more requirements 

coming from 2024, but we see in our practice how those smaller and medium sized entities 

are already doing the same just to keep up, because they feel that, for example, if they want to 

get some financing, then the banks will treat them the same. Will ask the same questions. So 

even if it's not mandatory or required from them, they need it.  

Question: Okay, very interesting. Very good. My next question to you is what are some 

common practices, financial reporting practices in the Baltic countries that may differ from 

other regions?  

Answer: Practise wise, I think Latvia and Lithuania are also different. Well, they have again, 

some requirements are quite loose compared to international. Estonia is probably at least 

historically we have always been considered different internationally because of our rig 

system, where even though it doesn't matter how small you are, you go and you put your 

information in, all the financial statements look the same. They are available for everyone. 

Maybe this is also one difference that in many I think even in most other countries, just 

random people can't have access to financial statements. You can only get access to the 

public ones; I mean listed entities. But it's not like with us that I go to that rig EE system, I 

pay a little fee and I can get anything. So that is definitely different. This is very transparent 

and the system itself, which many people from outside Estonia have admired already for 

many years.  

Question: Okay, very good. That also speaks very well to my research because I have had 

some trouble already accessing some of the reports, which has made my work a lot tougher. 

Perfect. But next question now, diving more to the investor side and the investor perspective, 
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which I also talk about in my bachelor thesis. And the question is what do you consider to be 

the most important component of a good annual report from an investor's perspective?  

Answer: Cash flow statement. Which many entities in Estonia don't have anymore. But yeah, 

cash flows. This is the number one thing that any investor would look at.  

Question: And cash flow is, as I understand, not mandatory? 

Answer: It is mandatory in the international GAAP. IFRS and also in Latvia and Lithuania it 

is mandatory. But in Estonia it's not mandatory anymore. If you are a micro or small entity 

and small entities, when they present the financial statements, they can pick or select if they 

want to present a full set or if they want to present the reduced version. And if it's reduced, 

then they only have a balance sheet, income statement, accounting policies and some specific 

notes. That's it. So, you don't have a cash flow statement, you don't have an equity movement 

table, both of which are quite important. But yeah, if you ask from investors, their response is 

always the same. We want information on cash flows.   

Question: And what would you say are the consequences for a company that chooses to 

submit a shorter version of a report?  

Answer: Well, I think if they want to get financing at some stage, they don't have any good 

report to present, which means that they would need to present something separate, but that 

something would not be audited. Then if the financer also needs an auditor's opinion, you 

would need to engage someone and have a second audit. So, if you do the full version in case, 

you eventually need it for those purposes, it would already be there. And audited if that entity 

exceeds certain thresholds or reviewed. Because auditors can do two types of engagement 

here: audit and then some lighter version, which is called review.  

Question: Good. Next question is how do the Baltic countries compare to each other in terms 

of the level of detail and transparency in their financial reporting? You mentioned some 

already, but if there's anything else, would you say that there are any? 

Answer: I think before Estonia introduced these micro and small entity exceptions, we 

definitely were the best because our local GAAP was based on international GAAP IFRS and 

our requirements were very similar. Maybe a little bit simplified, but still mostly based on 

IFRS. So, it was very comparable to the investor with what they are used to seeing in Latvia 

and Lithuania already. Also, now it's a bit different. I think they have many areas where the 

companies can basically do whatever they want. It's not regulated, so they just decide 

something and disclose what is the policy that they created in Latvia, they have their local 

GAAP and then they can just choose bit by bit that I want to account for something under 

IFRS, for example. I'm applying local GAAP, but now I decide I want.  I don't know leases to 

be accounted for under IFRS. So, they're just taking it account by account, which is also very 

different from us. We have our local GAAP. This is explained, and you apply exactly 

this.  So, I think before we introduced those changes, Estonia was definitely the most 

comparable to international practice and in my personal opinion, the best. Now, we are also 

having this mixed view. Like some can present very little, some others are still doing pretty 

much the same as IFRS, just disclosures are a little bit shorter. But accounting standards are 

basically the same. So, I think now, overall, the three countries, they're all a mess. Okay. 

Very comparable.  Each of us have our own pluses and minuses, but altogether, it's pretty 

similar.  
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Question: Okay. Well, my last question, which speaks to my work the most, is what are the 

main differences and similarities in annual reporting between Estonia, Latvia, and Lithuania.  

Answer: Well, all annual reports means that there are more than just financial statements. I 

think we all have these management reports to start with. Financial statements themselves are 

quite similar. Just accounting policies might be different. As I said, ours used to be based on 

IFRS. In Latin Lithuania they were more not diverse, but they were departing from IFRS 

more than ours. But the overall financial statements I think are quite the same. Maybe the 

biggest difference is still that we have this very convenient way of presenting them and they 

are all presented in one format. We have all the mathematical checks done by the system 

because in Latvia and Lithuania you can still anyone can do whatever they want because they 

have this loose format. Although in Latvia I know that they have a similar system but entities, 

they are preparing the financial statements offline and then they need to put some numbers 

like revenue and total assets to a system so that there are some statistics which the country 

can make. But it's not like us where you present the full report somewhere and that's your 

statistics government can take whatever they want from the system.  Maybe the biggest 

difference is the way of presenting them to the authorities. So, does this mean that reports in 

Estonia are being checked automatically by the tool?  

Question: But in Latvia and Lithuania there's human resources needed to check each and 

every report, right?  

Answer: Yes. 

Question: Okay, great. Well, that is it, my questions went a little over time, but I thank you 

for your thorough answers and it was very eye opening and also extremely helpful to me, 

your answers. I thank you once again. 
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Okay. Hello, my name is Martin Petukhov. I am a third year business administration student. 

And today I am having an interview with Oksana Popova. Thank you for agreeing to have 

this discussion with me today. The topic we were going to speak about is annual report 

practices in the Baltic countries. Would it be alright, if I recorded our talk? 
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 Answer:  Yes. 

Question: Perfect, this file will only be used in respect to my bachelor thesis and will not be 

distributed in public. And if at any time you want to share some sensitive information. We 

can just pause the recording and then pick up where we left off. Okay. My first question to 

you would be how do you assess the quality of financial reporting in the Baltic countries? 

 Answer:  Well, first of all, let's say I prefer to comment on Estonian financial reporting 

because I'm not really dealing with the Latvian and Lithuanian reporting. So, I don't have 

much contact with those. And Estonia, well, I would say the financial reporting quality in 

general, is I will say it's pretty good. Of course, there is always a difference. Like, what is, 

what is the size of the entity, right. So how much emphasis they put on financial reporting? 

So is it something that's really important for them to talk about listed companies. That would 

be rather high, right. And of course, for those smaller companies, it would be like, you know, 

a matter of ticking the mark, right. So, you have to present something to, to the commercial 

registry, and then those in between of course, it differs. Yeah, it might be higher for one 

entity and lower for the others. Of course, it's also different depending on who is the auditor, 

because it's quite often that if you have someone from the Big Four, the quality would 

Obviously being much higher and yeah, I'm not saying that's all smaller, auditors are doing, 

like not doing the proper job but then yeah it might differ obviously. 

 Question: And if we go on this topic, can you speak to any significant changes or trends in 

financial reporting practices? You have observed in the Baltic countries in recent years. 

 Answer:  Yeah. So, we're speaking about Local GAAP, right. So not IFRS. 

 Question: Yes, local GAAP. 

 Answer:  Basically, what Estonian local GAAP does, it tries to follow IFRS at most. Well, in 

most items in most directions, it is simpler than IFRS. So, it kind of, you know, this this 

accounting board, they more or less try to analyse IFRS and see where this, you know, is 

practical to Make some simplifications. For example, I don't know you're not allowed to 

show PPE in fair values that you are in IFRS because you know it's ideas to make the 

reporting simpler and more comparable. So, and when there are changes in IFRS then mostly 

Estonian local GAAP tries to follow it. Of course, not at once. But you know, with some 

delay and there have been well, it's not recently, it's been like I think like a couple of years 

ago that there were some comments made about this Estonian GAAP saying that in areas 

where it is not that not regulated by Estonian GAAP, please go and look at IFRS. So 

basically, that link was clarified a couple of years ago. I'm not sure of the date. Exactly but I 

think it's somewhere. Yeah, you can find it on the Internet if you search for it. But yeah, that 

kind of clarification was issued a couple of years ago. I think it was 2021. 

 Question: Okay, so you would say that the quality has risen along the years? 

Answer:  yes. Well, it's kind of it's not changing much, so it's actually quite stable. And the 

changes are minor, and they are rather like, you know, like additional clarifications without 

changing the standards themselves. So yeah. And in recent years they haven’t there been any 

major changes. 
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 Question: Okay, okay.  Now, if we go more to the comparison side, then what are some 

common financial reporting practices in the Baltic countries that may differ from other 

regions? 

 Answer:  Well, again I don't know many details about Latvia Lithuania. for Latvia. I know, 

there is this interesting point that Latvian GAAP allows you to follow IFRS in like any area 

that you choose. So, if you look at Estonia, you can either select IFRS and do full IFRS or 

you can do local GAAPs, so you cannot mix them up. And Latvia actually allows you to mix 

them up. So, if whatever Latvian GAAP allows you, or tells you to do something and you 

say, Okay, I don't want for example, I don't know what exactly Latvian GAAP says about 

PPE. But for example, if that would not allow you to show PPE in fair value, you would say, 

Okay, I'm doing PP&E in accordance with IFRS and I'm doing it right. So that's what it says 

basically. So, you can actually pick and choose. 

 Question: That's interesting. 

 Answer: Yeah, and with Estonian GAAP, it kind of specifically allows you to follow IFRS in 

certain points. And this is, for example, IFRS 16 for leases. And when IFRS 16 was first 

introduced, was it 2019 I think then Estonian GAAP was changed. And there was this 

introduction. Now, you can follow IFRS. Okay. So basically, you don't split between this 

finance and operating lease you just show everything as a finance lease, right. So, this is the 

essence of IFRS 16. 

 Answer:  And that was made for basically, for the reason that, you know, we have a lot of 

entities, who do group reporting under IFRS and then they just started to report under local 

GAAP, right. So, Basically, that means that they would need to keep double accounting to 

follow both, and that was made to allow those entities basically to have just one reporting. 

That would differ significantly. 

 Question: Okay, Interesting. Great now. Also in my paper, I speak a little about investors' 

perspectives. So, what do you investors like to see in annual reports and so on? And from this 

comes my question to you, which would be, what do you consider to be the most important 

components of a good annual report, from an investor's perspective? 

 Answer:  well, from investors perspective, obviously IFRS would be more informative. So, it 

would be most valuable because, yeah, IFRS requires you to disclose much more information 

on major changes on risk management on management estimates. So basically, that all is not 

required by local GAAP. I cannot speak for Latvia and Lithuania. I'm not sure what they are 

requesting, probably it's similar. So, we have the reports that would be smaller and simpler 

and lighter. But yeah, so obviously for investors it would be much more valuable to have just 

IFRS reporting and that's what larger companies do and also like not public companies but 

also those who just want to attract finance, you know, to move maybe to larger markets and 

attract investors. So basically, if you want to be more attractive, yeah. For investors than just 

move to IFRS. 

 Question: And can you speak to any specific differences? That would be there if we look at 

it. For example, Estonia's, local GAAP, and the IFRS, what would investors see? And what 

he wouldn't see in case of one another. 

 Answer:  Yeah, so if we're speaking about disclosures then disclosure requirements are 

obviously much more significant in IFRS. So yeah, I don't know, for example, this risk 
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management. So IFRS would have a separate note for these management risks, like liquidity 

risks, and then capital risk management and credit risk management. So, the whole that note 

would just be missing from the Estonia Local GAAP report. Yeah, then IFRS would basically 

require you to add a comment on every significant change in the revenues that have 

increased. I don't know, PPE has increased whatever inventories have decreased. So, it 

happened, and it makes sense, Basically, every auditor would require that, that you kind of 

like to add the comment on significant changes. So yeah. Examples like that. And then for, 

for example, if you have a business combination, if you have acquired a subsidiary, then that 

would mean that in Estonian GAAP. You would just have like maybe a couple of sentences. 

Maybe a small table and that IFRS would require like some two pages disclosure, for 

example, like what you have bought, what were the numbers? Where have you put them? 

How have you assessed the fair values and everything? So that would be quite different. 

 Question: Okay, so it's more like the thorough descriptions of everything, right. 

 Answer:  Yeah. Yeah. 

 Question: Okay good. And now, the next question is, how do the Baltic countries compare to 

each other, as much to your knowledge on the level of detail and transparency in their 

financial reporting? 

 Answer: I wouldn't be able to comment on that. It's quite a wide kind of topic. You would 

need to find someone who deals with all the three Baltic countries and that's pretty difficult. 

 Question: Yeah, I was warned of that so it's okay. It's totally fine. 

 Answer:  You might be able, you know, to find, for example, reports of similar, like, 

subsidiaries of the same group from different countries and then you can see what they are 

disclosing. So, you know, you might be something that could help you potentially. 

 Question: Mm-hmm. Okay, well the last question also requires more extensive 

understanding but still I'm going to ask anyway. What are the main differences and 

similarities in annual reporting between the three, mentioned countries, 

 Answer:  Well. Again, what I know is what I've mentioned about the Latvian GAAP, 

allowing you to follow up IFRS so that's what I know but I don't really know much more 

about the reporting requirements in other countries. 

 Question: Okay, okay. Again. Yeah, I totally understand because when I chose the topic and 

when I spoke to some experts of the field, they said it would be really difficult to gather 

research on all three like combined together and comparison. 

 Answer: I think what you might be able to find is the comparison of each local GAAP to 

IFRS. And then you kind of can try to compare through IFRS differences. So, it could be an 

option. 

 Question: Yeah, this could be definitely an option. The questions from my side are over. I 

thank you a lot still for the interview and now we stopped the recording. 

Appendix C. Estonian annual report 
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Resümee 

VÕRDLEV UURIMUS AASTARUANDLUSTAVADEST BALTI RIIKIDES 

Martin Petukhov 

 

Käesoleva bakalaureusetöö pealkiri on „Võrdlev uurimus aastaaruandlustavadest Balti 

riikides“ ning selle eesmärk on välja selgitada Balti riikide väikeettevõtete 

aastaaruandlustavade sarnasused ja erinevused investori vaatepunktist.  

Aruandlus on ettevõtluse lahutamatu osa ning see peab olema tehtud laitmatult selleks 

et majandus saaks püsivalt kasvuteel olla. Selleks, et tagada aruandluse kõrge kvaliteet on 

mitmed institutsioonid rajanud oma standardid, mida peaksid ettevõtted järgima ja nendel 

standarditel põhinevad ka paljud seadused mis puudutavad aruandlustavasid. Aastaaruanded 

sisaldavad üksikasjalikku teavet ettevõtte finantsseisundi, tulemuste ja rahavoogude kohta, 

mis võimaldab huvigruppidel, sealhulgas investoritel, võlausaldajatel, klientidel ja töötajatel, 

mõista paremini ettevõtte olukorda. Aastaaruannete koostamine on seadusega nõutud ning 

annab ka ettevõtetele võimaluse hinnata oma äritegevuse edukust, tuvastada probleeme ja 

planeerida tulevikku. 

Antud bakalaureusetöö teoreetilises pooles, uurimuse autor käsitleb aasta- ja 

finantsaruandluse olulisust ning selle eesmärke mida on püstitatud varasemas kirjanduses. 

Kuna seda tööd koostati investori vaatepunktist, siis teoreetilises pooles on välja toodud ka 

investori definitsioon koos varasema kirjanduse abil välja selgitatud investorite soovidest. 

See tähendab seda, et lugeja saab tuttavaks uurimuse esimeses pooles, mida investorid 

soovivad näha aastaaruannetes ja muid aspekte mis puudutavad investoreid finantside 

avalikustamise juures. 

Bakalaureusetöö empiirilises pooles autor võrdles omavahel Balti riikide aruandlus 

seaduseid uurides välja erineva ettevõtte suuruse juures ettevõtte kohustusi, viis läbi kaks 

intervjuud kahe kogenud audiitoriga ning võrdles kolme aastaaruannet kolmest Balti riigist 

omavahel selleks, et välja tuua nende omavahelised erinevused ja sarnasused, et selgitada 

välja parim keskkond investori jaoks. 

Seadusandlikus pooles tulid välja esimesed erinevused ettevõtete klassifitseerimises 

suuruse järgi. Seal ilmnes, et Eesti mikroettevõtted on tunduvalt väiksemad kui Läti ja Leedu 

omad. Samuti, kõigis kolmes riigis on väga erinevad auditi lävendid. Eestil on kõige 

põhjalikum auditi lävend see järel on Läti kellel on standardne lävend ning Leedul on kõige 

primitiivsem auditi lävend kõigest ühe lävendiga. 
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Intervjuude abil soovis autor lähemalt teada saada oma ala ekspertidelt igapäeva 

kokkupuudete kohta aastaaruannetega. Kuna audiitorid puutuvad kokku palju 

aastaaruannetega on neil olemas arusaam headest ja halbadest aruannetest ning mis peab ühes 

heas aruandes olemas olema. Peamiseks leiuks intervjuudest osutus see, et investorid 

soovivad näha rahavoogude aruandeid, kuid kuna seadus neid enam ei nõua väikeettevõtetelt, 

siis ei ole nad ka leitavad nende aastaaruannetest. 

Aastaaruannete võrdluses tulid esile aastaaruannete erinevad vormistused ning ka 

huvitavad lisad mida ühel või teisel aastaruandel polnud, kuid selle uurimuse üks peamistest 

avastustest oli see, et Lätis ega Leedus ei avalikustata tasuta ettevõtete aastaaruandeid. Kuigi 

mõlemal riigil on oma äriregister olemas, kus andmebaasis on kõik ettevõtted olemas, siis 

nende aastaaruandeid inimesed lugeda ei saa. Selleks, et omandada mõne ettevõtte aruanne 

tuleb küsida neilt seda kas otse või tuleb selle eest maksta kolmandale osapoolele. 

Kokkuvõtteks võib öelda, et kuigi aruandlustavade kvaliteet on Balti riikides kõrge, 

veel on kindlasti arengukohti, mis teeksid aastaaruannete tarbimise kõikidele osapooltele 

hõlpsamaks ja mugavamaks. Soovituste põlle pealt jagab autor neid ka oma töös, kuid võib 

välja tuua kindlasti Lätis ja Leedus võiks avada ligipääsu aastaaruannetele kõikidele 

soovijatele tariifivabalt ning samuti võiksid samad riigid kaaluda üleminekut elektrooniliselt 

koostatavatele aastaaruannetele kuna see aitab vältida segadust ning parandada nende 

omavahelist võrdlust. 
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