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D In current economic conditions, manipulation of financial data became one of the most essential threats to economic security of separate
enterprise and national security in the field of economics. Considering this, there is urgent necessity of investigation of the nature of this type of
fraud, determination of current format of its display and substantiation of ways of overcoming.

The article proves that the main goal of manipulation of financial data is «reporting management», which leads to its false perception by
users. At the same time it was determined that among main reasons of falsification of accounting data one can name: conditional increasing
of investment attractiveness and creditworthiness; receiving of competitive advantage; decrease of tax burden; counteraction to «unfriendly»
acquisition; hiding of fraud and corruption facts.

Continuous spread of cases of manipulation of reporting figures caused searching for the ways of prevention of this phenomenon. Tradition-
ally it is considered that an effective tool to combat distortion of financial information is an independent audit expertise. However, the article
proves falseness of such statement and grounds necessity of development of internal mechanisms of checking the reliability of financial
reporting. In particular, for early diagnostics of manipulation with financial indicators the author proposed to use the Card of standard devia-
tions of financial indicators of M. Benish. At the same time, in order to provide for multilevel system monitoring of reporting information it was
proposed to use this Card and to conduct evaluation of trustworthiness of accounting information by means of its comparison with unofficial
data, received as a result of usage of ways of competitive exploration. Implementation of proposed methodology of examination of trustwor-
thiness of accounting information into practical activity of modern companies will increase analytical possibilities of financial diagnostics and
will help to reduce informational risk for users of accounting data in conditions of growing role of financial reporting fraud.

D manipulation of reporting indicators; ways of overcoming of fraud; fraud of management; transparency of accounting information.
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eKkchepmusd, 00HaK y cmammi dogedeHo XUbHiCmb mako2o0 meepoxeHHs Ui 06rpyHMOoBAHoO HeobXiOHICMb PO3POOKU BHYMPIWHIX
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B c8A3u ¢ 3mum 803HUKAeM HACMOAME/bHAA He0OX00UMOCMb UCC/Ie008aMb NPUPOOY MAKO20 8UAA MOWEHHUYeCMad, onpedesums
cospemMeHHbili hopMam e2o nposseHuUs U 060CH08AMb CNOCOObI NPE0AOsIeHUS.

B cmameoe 00KazaHo: 21asHol Yesiblo MaHUNYIUpo8aHUA (PUHAHCOBLIMU OAHHLIMU S871AeMCA «ynpagieHue 0myemHoCMbio», YMo npu-
800UM K OWUGOYHOMY 80CNPUAMUIO €20 NOJTb308amenamu. [lpu 3Mom yCmaHo8s1eHo, 4Mo K OCHOBHLIM NPUYUHAM anbcugukayuu
omyemHbix OGHHbIX OMHOCIMCSA: YC/I08HOE NOBbILIEHUE UHBECMUYUOHHOU NpU8ekamebHoCMu u Kpedumocnoco6HOCMU; NoJTyyYeHue
KOHKYpeHMHbIX NpeuMywecms; CHUXeHuUe Has0208020 bpemeHu; npomugodelicmeue «HedpyKxecmaeHHOMY» N02/TOWeHUIO; YKpbimue
(hakmos koppynyuu u MoWweHHU4eCcmad.

Pacnpocmpaterue cy4daes MaHunynayut ¢ Nokazamensgmu om4yemHocmu 06yc108usio nouck nymet 018 npedomepaujeHus 0aHH020 8-
JnieHus. TpaduyuoHHO cyumaemcs, 4mo O0elicmeeHHbIM UHCMPYMeHMOM 60pb0bI C UCKaXXeHUAMU UHAHCOBOU UHGOpMayuu A8/19emcs He-
3a8ucuMas ayoumopckas 3Kkcnepmus3a, 00HaKo 8 CMamee 00KA3dHA OWUBOYHOCMb MAKO20 ymeep)oeHUs U 060CHOBAHA HEOOXOOUMOCMb
paspabomku 8HymMpeHHUX MexaHu3Mog npogepKu 00CMoB8epHOCMU (huHAHC080U omyemHocmu. B yacmHocmu, 0515 paHHezo duazHocmu-
POBAHUS MAHUNYNIAYUL € hUHAHCOBBIMU NOKA3AMeNAMU NPedsioxKeHo UCNob308ams Kapmy HOpMAmMUBHbIX OMKTOHeHUL pUHAHCOBbIX
uHOukamopos M. beHuwia, moz0a Kak 0115 0CywecmesieHus MHO20YPOB8He8020 CICMeMH020 MOHUMOpPUH2d 0myemHoU uHgopmayuu
yenecoobpasHo HapAdy € UCNOJb308aHUEM YKa3aHHOU Kapmel npo8odums oyeHKy 00CmogepHOCMU yyemHol UHopmMayuu nymem ee
CpasHeHUs ¢ Heo(UYUAIbHLIMU OAHHBIMU, NOSTYYeHHbLIMU 8 pe3yibmame UCnoIb308aHUS cNoco608 KOHKypeHmMHoU pa3sedku. BeedeHue
npeonoxeHHoOU MemoouKu nposepku 00CMo8epHOCMU y4emHol UHGOpMAayuu 8 npakmuyeckyio 0esmesibHOCMb 0Meyecma8eHHbIX KOM-
Naxuli Nogebicum aHaaumuyecKue 803MOXHOCMU PUHAHCOBOU dudzHOCMUKU U 6ydem cNOCOBCMB0OBAMb CHUXEHUIO UHPHOPMAYUOHHO20

pucka 0714 nosnb3osamereli y4emHolx OaHHbIX 8 ycsio8uAx 803pacmadus poJiu MoweHHU4ecmea c 47UHGHCOBO[] om4yemHoOCmMeoko.
d maHunynuposaHue omyemHbIMU NOKA3amenamu; cnocobwl npeoaoneHw? MoOWeHHU4Yecmaea, ynpasJjieH4yeckas (panbcuqbumuun;

Npo3payHoCcMs 0mMyemHoU UHPOPMayuu.

Problem statement and its connection with
important scientific or practical tasks

In conditions of global market during making eco-
nomic decisions, there is a need for comparative anal-
ysis and evaluation of financial condition of national
and transnational companies. For objective analysis,
one needs informational platform. In capacity of this
platform one can use financial reporting of these com-
panies. Its commonality is provided by convergence
of national and international standards of accounting
and financial reporting.

Formation of rational flow of reporting information
provides for compliance with next principles: objec-
tivity of recording of business processes, efficiency,
accuracy and reliability of figures provided. Failure
to follow these principles in order to distort financial
data leads to formation of informational risks of mak-
ing unreasonable economic decisions by management
of the company or by other groups of stakeholders.

Nowadays manipulation of financial data turned
into one of the most essential threats to economic
safety of separate company and the state where it func-
tions. Thus according to Worldwide review of eco-
nomic crimes in 2015 the part of economic crimes
connected with falsification of financial indicators is
more then 30% of all manifestations of economic crim-
inality, which even exceeded such traditional types of
crimes as illegal misappropriation of assets (23%) and
money laundry (21%) [1].

In support of this conclusion, it should be noted that
80% of CFOs of leading enterprises of Ukraine said

that they have to manipulate financial data in profes-
sional practice [2].

Analysis of recent research and publications
A significant amount of scientific publications in
Ukraine and abroad was devoted to research of the
economic nature of falsification of indicators of finan-
cial reporting. Among the most serious developments
in this field one should mention works of such schol-
ars as S. Holov [3], L. Sotnikova [4], M. Matius [5],
D. Aleksander [6], who formulated next points of view
on the essence of fraud with financial reporting:
 this is deliberate distortion or concealment of
essential facts of business activity that defraud
the user and encouraged to change decisions,
which are made on the basis of financial state-
ments [7];

 this is a deliberate actions or inaction, leading to
a significant distortion of indicators of finan-
cial reporting [8];

» abuse of methods and accounting principles in
order to achieve financial results that intention-
ally do not provide honest and fair view on the
real nature of the things [9];

» process of preparation of reports of the enter-
prise the way they could represent its work in
the most favorable form in eyes of sharehold-
ers, investors and other stakeholders [5].

To sum up all mentioned points of view on the

essence of falsifications with financial reporting, we
can mention that the main goal of making such fraud
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is «reporting management» that leads to its fallacious
perception by users. At the same time, by means of
manipulation of data of financial reporting, account-
ing personal, on the one hand, is aimed at acquiring
profits for the owner (management falsification), and,
from the other hand, — for himself (non-management
falsification). As it was provided by the M. Matius, the
main reason of appearance of non-management falsi-
fication of reporting is conflict between accountabil-
ity of management and the task of allocation of lim-
ited financial resources [5]. That is why executors of
such falsification are often financial analytics, chief
accountants, and auditors.

Previously unsolved parts of the general
problem

However, despite continuous expansion of manip-
ulations with financial indicators, in current develop-
ments of theory and methodology of informational
support for business-processes in Ukraine there are
no researches connected with justification of meth-
odological toolkit of management of this type of eco-
nomic criminality.

Formulation of the aim and the task of the
research

The aim of this article is to determine current
forms of manifestations of manipulations with finan-
cial reporting and development of the mechanism of
counteraction to their expansion in activity of domes-
tic business entities.

Presentation of the basic material of the research
with full justification of gained scientific results

Investigation of manifestations of manipulations
of financial indicators allows to make conclusion that
in current conditions:

 falsification of reporting is the means of solving
vast tasks for management and owners;

» users of fraudulent reporting are not sepa-
rate companies, but thousands and millions of
companies;

» falsification of financial reporting acquires more
complicated forms;

* in parallel with growing managerial falsification
of reporting, grows non-managerial falsification,
that is the model of behavior of management of
the company is steadily copied by employees.

According to the data of Association of independ-
ent certified accountants annually in the world loss
caused by counterfeit of financial reporting are equal
to 7% of companies’ turnover [10]. At the same time,

until 2008, counterfeit of reporting touched upon only
management of profit in the Statement on financial
results (Statement on total revenue) and tax declara-
tion on income tax and management of the structure of
assets and capital in the Balance Sheet (the report on
financial condition). Nowadays, counterfeit of data is
also used considering adjusting cash flows in the Cash
Flow Statement.

Generalization of cases of manifestation of fal-
sifications of indicators of financial reporting
at the enterprises of Ukraine allow to determine main
reasons of manipulation of accounting data, among
which are:

* demonstration of investment attractiveness.
Overestimating of the profit with further possi-
bility of distribution of higher dividends;

* conditional increasing of creditworthiness. Over-
estimating of profitability and understating of
volumes of liabilities in order to acquire higher
category of lender during involving credits;

* receiving of competitive advantages. Artifi-
cial improvement of indicators of profitability,
liquidity, financial firmness in order to increase
the ratio of financial reliability for potential part-
ners and obtaining more higher rating in the field
(region);

* reduction of tax burden. Overestimating of costs
that refer to basic during taxation of the profit;

* counteraction to «unfriendly» acquisition.
In order to create obstacle to unfriendly acqui-
sition, management purposely distort financial
reporting in order to formulate unjustified expec-
tations of investors;

*  hiding of facts of corruption and fraud. Employ-
ees of the company in order to gain additional
material welfare (misappropriation of assets) dis-
tort data of accounting and financial reporting.

In economic literature one consider different meth-
ods of counterfeit of accounting data, which can be
generalized into three main groups:

1) selection of accounting assessments and meth-
ods of accounting;

2) formal recording of business transactions inside
one financial industrial group;

3) choice of standards of accounting and financial
reporting.

Accounting assessments are used for profit man-
agement by means of reallocation of costs between
reporting periods. In practice with this goal one often
use overestimation of reserve of doubtful debts. Indic-
ative in this context is the situation with Ukrainian
energetic company SE NAEC «Energoatomy, which
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in order to minimize the profit on the January 1, 2008
calculated the amount of the reserve of doubtful debts
in the amount of 2,1 b. UAH, that was 42% of general
sum of costs of 2007 [3].

The existence of alternative in the choice of the
methodology of conduction of accounting is caused
by the existence of professional judgment. Accord-
ing to B. Elliot [11], counterfeit of accounting data is
often connected with loose interpretation of account-
ing statements in the field of accounting of costs and
inventories. In particular, inclusion of non-liquid
inventories, which must be written off, to assets, sub-
jectivism during determination of net realizable value
of inventories and rate of allocation of production
overhead costs.

Another manifestation of manipulation is conduc-
tion of formal operations between enterprises inside
financial industrial groups. It was widely spread in
domestic practice. In order to do that, owners estab-
lish a huge number of legal entities, which make trans-
actions with each other. This scheme allows financial
industrial group to manipulate the profit and to hide
significant debt obligations, and enterprises, that are
included in it, can look better in the eyes of potential
partners.

Integration of Ukrainian enterprises into interna-
tional economic space is connected with the appear-
ance of one more direction of counterfeit of account-
ing data, caused by usage of different methodological
approaches to accounting of separate transactions
according to national and international financial report-
ing standards. Indicative in this context is the situa-
tion with the transport corporation «Ukrzaliznytsiay,
which, according to international audit, had losses in
the amount of 3,5 b. UAH in 2007 instead of earlier
declared profit in the amount of 707 mln UAH. The
management of the corporation explained that the loss
was showed in financial reporting, which was prepared
according to international standards [3].

Thus, the usage of international financial report-
ing standards in the capacity of lever of increasing
the level of corporate transparency of Ukrainian enter-
prises has not lead to avoiding facts of counterfeit, but
also became one of the most favorite methods of «cre-
ative attitude» to formation of reporting indicators.

In general, one can separate three levels of corpo-
rate transparency during publication of financial data
by domestic enterprises.

The first level of transparency is typical for all
enterprises, which according to domestic legislation
must publish financial reporting. However, it is not a
secret, that the confidence of users to data, presented

Hnylytska L. V.

in the reporting, is rather low for a long time. More-
over, it is not important in which format it is given —
according to Ukrainian rules of conduction of account-
ing or international ones.

The second level of transparency is positioned by
companies, which publicly disclose their strategy of
development, amount of investments and level of prof-
itability. However, the practice shows that these indi-
cators in their financial reporting also do not have high
level of trustworthiness.

One should relate to reporting of large industrial
raw companies with huge caution as these companies
receive high profits and in order to avoid their tax-
ation they counterfeit taxation base. Above all, for-
eign investors are interested in raw companies, thus,
in order to increase the rating of attractiveness, one
counterfeits financial data. What is more, counterfeit
of reporting data can be done and as counteraction
to «unfriendly» acquisition in order to avoid raider
capture.

The third level of transparency is typical for
medium enterprises, which are more interested in
attraction of investments, and thus their management
consider it reasonable to give as much information
about its business as possible. Except this, considering
the small scale of such enterprises, serious violations in
their financial reporting can be easily determined. That
is why enterprises do not risk to counterfeit report-
ing data.

The level of corporate transparency can be tracked
also by the fields of the enterprises. In particular, the
highest level of transparency in Ukraine is demon-
strated by enterprises of telecommunications (59% of
transparency of information) and producers of juices
and milk production (52% of transparency of informa-
tion). At the same time, average indicator of transpar-
ency of financial reporting of Ukrainian enterprises is
lower than 25%. This is significantly lower than Euro-
pean standards.

Low level of transparency of disclosure of finan-
cial information and continuous spread of cases
of manipulations with reporting indicators caused
search for the ways of prevention to this phenom-
ena. Traditionally it is considered that the independ-
ent auditor must fight against distortions of finan-
cial information. However, data, gained as a result
of the research, conducted by American analyti-
cal company Weiss Ratings, confirm that connec-
tion between positive assessment of auditors and
real prospects of the company is rather conditional.
Thus, in 2008, one detected 42% of large compa-
nies that recognized themselves as bankrupt less than

9



The practical science edition Independent AUDITOR N°19(l) 2017

ISSN 2306-0050

Hnylytska L. V.

in a year after receiving a positive auditor’s conclu-
sion [12, p. 43]. At the same time, the most part of
these companies were examined by the auditors of
KPMG, Ernst&Young, PricewoterhouseCoopers,
Deloitte&Touche, which are included into top-four
worldwide known auditor's companies.

The same situation can be seen in Ukraine. Ukrain-
ian experience shows that almost all doubtful finan-
cial reporting of large companies had positive audi-
tor’s conclusions. In order to maximize their profit,
auditor firms often violate ethical and legal stand-
ards. In this context one should mention cases with
national banking system which gained publicity, when
auditor’s conclusions, which were given by external
auditors, included confirmation of doubtful financial
reporting, which significantly distorted real financial
state [13, p. 67].

Considering this, one can state that obligatory audi-
tor’s expertise of financial reporting is not panacea in
case of prevention of consequences of counterfeit of
financial indicators.

In our opinion, research perspective during solving
this problem must be directed into the plane of direct
users of information, which need to develop internal
mechanisms of audit of trustworthiness of financial
reporting.

For early diagnostication of manipulations with
financial indicators and prevention of consequences
of manifestation of this type of economic crimes M.
Benish proposed to use methods of financial analy-
sis and proposed the «Card of standard deviations of
financial indicators» [14, p. 35]. The basis of the card
is the list of financial indicators, which, in the author’s
opinion, allowed accurately assess the level of manip-
ulation of financial indicators and could be calculated
by means of the data of financial reporting.

Key financial indicators, which are used for deter-
mination of falsification of financial reporting, include:
growth of sale proceeds rate; rate of lowering of mar-
ginal income (gross income) in sale proceeds; rate
of growth of the quality of assets (part of noncurrent
assets in the structure of assets of the enterprise); rate
of change (sharp growth or fall) of turnover of receiv-
ables; rate of lowering of financial lever.

In case of detection in the reporting of the compa-
ny-contractor of sharp increase in sale proceeds rates
one should pay attention that this company must be in
group of increased risk, as increase in volumes of sales
needs attraction of additional financing.

The rate of lowering of the share of marginal
income in sales proceeds certifies that company rev-
enue performance decreases and, as a consequence,

worsen its perspectives in the market. At the same
time this indicator must be analyzed in comparison
with indicator «Rate of increasing of sales proceeds».
If the sales proceeds increase, and marginal income
in it decreases, it certifies about counterfeit of these
indicators.

If rates of quality of assets (noncurrent assets in
total amount of assets) increase, the company should
pay attention, that its ability to generate cash flows
in this case decreases. Increase of noncurrent assets
is not connected with increasing of fixed assets cer-
tifies about unjustified capitalization of costs, which
causes conditional overestimating of income of report-
ing period.

Sharp changes in term of turnover of receivables
is the reason for the statement of the fact of manipula-
tions with financial indicators, as in condition of stable
business and unchangeable contractual policy the indi-
cator of turnover of receivables will stay practically at
one level. Thus, in case of sharp growth of turnover
of receivables there is a huge probability of manipu-
lations with the amounts of sales proceeds. If the indi-
cator of turnover of receivables sharply decreased, it is
possible that the amount of receivables has been artifi-
cially overestimated in case of unchangeable amount
of sales proceeds.

The fact of fraud with reporting indicators can be
certified also by sharp decrease of financial lever,
which characterize credit risk of the company. As mar-
ket value of shares of the company depends on the
level of financial lever, its management can artificially
decrease the level of financial lever at the expense of
including of payables to the structure of costs.

However, even clear conduction of monitoring of
indicators of M. Benish with the goal of assessment of
the level of fraud with financial indicator in the opin-
ion of the author allows to detect only 50% of cases of
falsification of financial reporting [14, p. 36].

Thus there is the need for implementation of addi-
tional complex of measures, which, in our opinion,
touches upon firstly the activity in the system of safety
of the company, which would give the possibility to
detect other (other than financial) factors of risk of
counterfeit of reporting indicators.

These factors include:

1. System of corporate management. At the same
time, one should pay attention to often changes
of organizational structure, decentralized system
of management, absence of service of internal
control.

2. Cadre and reputation of company s management.
Indications of probable fraud in reporting can be
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often changes in top-management of the com-
pany, family or friendly connections between
them, and negative business reputation of man-
agers of the company.

3. Interaction with external auditors. Counter-
feit of reporting is usually done in companies,
which are characterized by often rotation of
external auditors, disposition of departments
in places that are difficult of access by auditors
(for example at the territory of closed territorial
formations).

In order to figure out these factors and to determine
the reliability of reporting data that come from exter-
nal sources (for avoiding consequences of manage-
ment falsification) and from accounting service inside
the enterprise (for exclusion of the manifestation of
non-management falsification) must be used in prac-
tical activity of specialists on safety ways of receiv-
ing alternative data.

Alternative information can be received from offi-
cial sources, among which the most common are: con-
clusions of independent auditor's companies; editions
of centralized and regional bodies of management and
statistics of Ukraine; edition of State commission of
securities and stock market, departmental collections,
which contain information about financial and eco-
nomic indicators; official sites of state structures, com-
mittees and ministers where annual financial report-
ing is published.

Except this, the reliability of given accounting
information can be evaluated by means of its compar-
ison with unofficial data, received as a result of usage
of methods of competitive exploration, in particular of
the method of confidential relations, method of per-
sonal search, method of specialized survey, method of
confidential observation.

Accounting information, which was properly exam-
ined, receive the ratio of trustworthiness, which shows
its influence on further consequences during making
management decisions concerning cooperation with
different partners basing on this information. The
order of ranking of accounting information depend-
ing on the level of its trustworthiness was disclosed in
[15, p. 145-146, 286-287].

Conclusions and perspectives of further research
in this direction

Conducted research gives the opportunity to for-
mulate the number of resumptive statement that
determine modern format of manifestation of mani-
festations with financial reporting and disclose ele-
ments of mechanism of counteraction of expansion

Hnylytska L. V.

of fraud with reporting in the activity of domestic
business entities.

1. Nowadays, manipulation of financial data
turned out one of the most significant threats
of economic safety of the separate company
and the state where it functions. In the capacity
of manipulation one understands purposely dis-
tortion or hiding of significant facts of business
activity, which defraud the user of the report-
ing and encouraged to change decisions that are
made basing on the financial reporting.

2. Among the main reasons of counterfeit of
reporting data one can name: conditional
increasing of investment attractiveness and
creditworthiness; receiving of competitive
advantages; decrease of tax burden; counter-
action to «unfriendly» acquisition; hiding of
facts of corruption and fraud.

3. Economic literature discloses different meth-
ods of counterfeit of accounting data, which
can be generalized into three main groups:
1) selection of accounting assessments and
accounting methods; 2) formal recording of
business transactions inside one financial and
industrial group; 3) selection of standards of
accounting and financial reporting.

4. Low level of transparency of disclosure of
financial information and continuous spread
of cases of manipulations with indicators of
reporting caused search for the ways of con-
tradiction to this phenomenon. Traditionally
it is considered that effective tool of struggle
with disfigurations of financial information
is independent auditor's expertise. However,
international experience proves the falsity of
the statement, as 42% of large companies,
which recognized themselves as bankrupts,
less than a year before had a positive audi-
tor’s conclusions.

5. Thus, the research aspect in solving of the
problem of fraud of reported data should be
sent to the plane of direct users of informa-
tion, who must develop internal mechanisms
of examination of reliability of financial
reporting. In particular, for early diagnosis of
manipulations with financial indicators, one
should use the «Card of standard deviations
of financial indicators», which is based on a
list of financial indicators that allow to assess
the level of manipulation of financial indica-
tors and can be calculated with the help of the
data of financial statements.
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6. In order to create a multi-level monitoring
system of reporting information one should
use the «Card of standard deviations of
financial indicators» and to assess the cred-
ibility of accounting information by means
of its comparison to unofficial data, obtained
as the result of usage of methods of com-
petitive examination. Implementation of

proposed methodology of research of trust-
worthiness of accounting information into
practical activity of domestic companies will
increase analytical possibilities of financial
diagnostics and will assist to decrease of
informational risk for users of accounting
data in conditions of growing role of fraud
with financial reporting.
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