UDK 657:620.9

Parkhomenko O. S., Ph.D.

Ukrainian Engineering Pedagogics Academy, Kharkiv
larmosh O. V., Ph.D.

Ukrainian Engineering Pedagogics Academy, Kharkiv
Yavorskyi P. R.

Ukrainian Engineering Pedagogics Academy, Kharkiv

FORMATION AND COMPLIANCE ASSESSMENT CONTROL SYSTEM OF
FINANCIAL STATEMENT CLOSING PROCESS IN ENERGY BUSINESS

This article discusses the possibility of applying for domestic power plants - public joint stock company
with some potential to enter international financial markets, financial reporting under Sarbanes-Oxey law
(SOX). According to this law for joint stock companies created a new regime of control and regulation of
financial activities and undergo significant changes in the management and disclosure. The article contains a
description of the main stages of the formation and implementation of assessment in the management process of
drafting internal financial reporting and its prospects for the use of domestic energy companies. There are seven
main control stages of Financial Statement Closing Process in energy business. These stages divide for two
largest logical groups (evaluating the control and evaluating review control) with goal to determine evaluation of
the effectiveness of the control. Application of SOX will also help streamline the work of financial services,
simp lify the management and financial resources flow and external audit procedures.
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©®OPMHUPOBAHUE U COBJIIOAEHUE CUCTEMbI OIEHKH YIIPABJIEHU S
MMPOLHECCAMU COCTABJIEHUA BHYTPEHHEU ®UHAHCOBOU
OTYETHOCTHU B DOHEPTETUKE

B ctathe paccMaTpHBAIOTCA BO3MOXHOCTH NPHMEHCHHS HAa OTCUECTBCHHBIX DJHEPTCTHUECKHX
MPeMIPUATHAX — MyOIMYHBIX aKIMOHEPHBIX OOIIECTBAX, MMEIOIUX OMPEACICHHBIN MOTCHIHAN BHIXOJA Ha
MEXAyHapoHble (PHMHAHCOBBIE PHIHKU, CHCTEMBI (PMHAHCOBOH OoTdeTHOCTH 10 3aKkoHy Capbeitnza-Oxkcmm (aHTIL
Sarbanes-Oxley Act, SOX). CTaTsst COOEPKUT XapaKTePHUCTHKY OCHOBHBIX 3 TAIIOB ()OPMHUPOBAHHUS ¥ BHEAP CHHUSI
CHCTEMBl OLIEHKH B 0O0NAcTH yNPaBIICHUS NPOLECCAMHU COCTABICHUS BHYTpEHHEH (PMHAHCOBOH OTYETHOCTH,
ONHCaHHE MEPCIeKTHB M OCHOBHBIX BBITOA OT €€ MNPUMEHEHHs [ OTeuec TBeHHBIX HYHEPreTHYeCKUX
TIpEMIPUATHH.

KmoueBsblie ciaoBa: 3akoH CapOeiinza-Okcim, MeXAyHapOaHbIe CTaHIAPTHl (UHAHCOBOW OTYETHOCTH,
MEXAyHapoHble CTaHAAp Thl Oy XraJlTepcKoTro ydeTa, CHCTeMa YINpaBlIeHUs (UHAHCOBON OTUETHOCTBIO, OIICHKA
ynpasieHHs, GMHAHCOBas OTYETHOCTb B YHEPTETHKE .

[apxomenko O.C., AApmour O.B., ABopcekuii [1.P.

®OPMYBAHHS TA JOTPUMAHHSI CHCTEMHY OLIHKHA Y ITPABJITHHA
IMPOLNECAMU CKJIAJAHHA BHYTPIIIHBOI ®IHAHCOBOI 3BITHOCTI B
EHEPI'ETHILI

VY cTarTi po3MIA A0 ThCs MOXKIMBOCTI 3aCTOCYBAaHHS Ha BITYM3HAHHUX CHEPTeTHYHHX IIiIPHEMCTBAX —
Iy OJYHNX aKIIOHEPHUX TOBApPHCTBAX, IO MAalOTh MEBHUH IMOTEHITiaJl 00 BUXOAy Ha MDKHApo Hi ¢iHaHCOBI
puHKH, cucTeMHu (piHAHCOBOI 3BITHOCTI 3TigHO i3 3akoHOM Capbeiinza-Oxcii (auri. Sarbanes-Oxley Act, SOX).
CtaTTd MICTHTh XapaKTePHCTUKY OCHOBHHX €TaliB ()OpPMYBaHHS i 3alpOBA/DKCHHS CHCTEMH OWIHKK y cdepi
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YIIpaBIiHHS MPOLIECAMHU CKJIaJaHHS BHY TPIIHBOT ()iHAHCOBOT 3BITHOCTI, OMUC MEPCIEKTHUB Ta OCHOBHUX BUTOJ]
BiJl 113aCTOCYBaHHS ISl BITAM3HIHUX € HEPTETHIHHU X iIPHUEMCTB.

Kmouosi cioBa: 3axon CapOeitnza-Okciii, MDKHApO HI CTaHJAp T (iHAHCOBOT 3BITHOCTI, MDKHAPOIHI
CTaHJApTH Oy XraJITepChbKOro OOJIKy, CHCTeMa YTpaBmiHHS (HiHAHCOBOIO 3BITHICTIO, OIIHKA YNPaBIiHHSA,
(iHaHCOBA 3BITHICTH B €HEPIETHIII.

Introduction. Financial reporting requirements come from a variety of sources and are
both complex, and ever-changing. Regulatory scrutiny has never been higher-especially as a
result of the Sarbanes-Oxley Act (SOX) in the United States and International Financial
Reporting Standards (IFRS 2005) in Europe.

Today, world community work due to Sarbanes-Oxley Act (SOX), referral to the
protection of the rights of investors [1,2]. Sarbanes-Oxley Act applies to all (for non-
American too) companies, whose stocks are presented at American stock market from June
2005. Nowadays, applying SOX is world-wide practice. A lot of companies, particularly
Ukrainian, accept SOX for increasing of investment attractiveness and for business
opportunity at international market. A SOX is a new method for risk prevention, which
produce a few very important requirements for internal control procedures, organization of
business processes, particularly for management accounting and budgeting.

Nowadays, the growing numbers of large Ukrainian companies come out to
international markets. Thus, State Enterprise “NEK “Ukrenergo” provided an auction about
Ukraine access to intergovernmental electric mains for electrical power export in year 2014
[3]. In this case, in national energy companies come into being necessity to keep accounting,
complete the financial statements, to provide valuation, audit and assurance according to
international prescriptions and rules.

International Financial Reporting Standards and International Accounting Standards
(jointly IFRS) is a most acceptable prescriptions and rules for Ukraine. IFRS 1 fixed general
ratios for preparation of reporting only (some main accounts, statement names, general
economic logic of statements, etc.), but doesn't fixed standard reporting form and full list of
accounts, as it is due to Ukrainian standards P(S)BU. Company can to add a few new
significant accounts to statements according to occupation and nature of business. Due to this
fact and according to IFRS 1, Financial Statement Closing Process has a creative character
and is a main accounting procedure in a company’s financial year.

The financial periods closing process (from end of the period to documents assignment),
consolidation and transformation of financial statements in most cases aren't well matched
and often require manual intervention. Special relevance of these processes for acquiring
Ukrainian companies entering to international markets.

Problem statement. The goal of the article consists in an adaptation of control
processes of Financial Statement Closing Process for the activity of the enterprises in the
energy market conditions.

Make a point, SOX applying to legislation, which has to regulate finance services work,
transparency of banking operations and independence of supervisors. Particularly noteworthy
are the following provisions of the SOX Act.

Chapter 302 requiring from chief operating and chief financial officers to include
owning reports to the audit protocols for verifies the correctness of the information contained
therein. 1t was made for hold managers responsible for information provided.

Chapter 404 requiring from every Public Joint Stock Companies to include “internal”
reports to year statements. This system fixed management responsibility for performance
procedures of internal control and budgeting. Too, rules include valuation of internal control
procedures from management side. In that time, departments, which realizing internal control,
must to include in Company's Year Report their valuation of management work according to
corporative control standards. This chapter of SOX Act is a most elaborate in application due
to the fact that early, most of PJSC has to managing of financial flows without detail
reporting. Companies must to include internal control systems, to evaluate their sensibilities,
to determine ways to test their effectiveness.



Chapter 409 limits the time for prepare reporting and require including to reporting
package information about changes in business according to determining list of items. List of
this items, presumptive, within some time will increasing, but almost all of them reflect the
events and information that cannot be reflected by the majority of systems (ERR for
example).

Main results of the research. The accounting closing process enables businesses to
verify the accuracy of performance data and ensure conformity with specific regulatory
guidelines. These include generally accepted accounting principles, or GAAP, and
international financial reporting standards, or IFRS. U.S. Securities and Exchange
Commission directives also dictate how companies must go about closing their books and
preparing financial statements.

The Financial Statement Close Process (FSCP) has two fundamental purposes:

1) to ensure all financial transactions were posted properly and

2) that financials were reported accurately.

Checklists for the process exist with 120+ detail items which cover a number of areas
including receivables, payables, inventory, etc.

With the typical public filing having grown from 10-15 pages to up to 75 the effort
required to manage and mitigate risks have risen dramatically.

Let us consider the Financial Statement Closing Process in energy business with
corresponding responsible bodies. Control stages are present at table 1.

For more understanding stages of Financial Statement Closing Process we have
examined above listed control stages in all for our opinion details. We have to divide stages
for two largest logical groups (evaluating the control and evaluating review control) with goal
to determine evaluation of the effectiveness of the control.

The main stages of evaluation for controls 1 — 7 are represented graphically in Figure 1.

As we can see evaluating the control provides the same procedures at all seven stages.
But basic components of evaluating review control at different stages have its peculiarities.

Controls 1, 5, 6 are performed by Chief Accountant.

Table 1
Control stages of Financial Statement Closing Process in energy business
Stage Essence Responsible body

Control 1 The Closing Entries Pack is reviewed in detail in combination Chief Financial Officer
with a review of a reconciliation file (Statutory with Group
reporting pack).

Control 2 Trial balance is compared with previous month to review all Chief Accountant
new amendments to the chart of accounts

Control 3 After procedure of General Ledger accounts closure is Chief Accountant
finalized Chief Accountant locks the accounting period in
General Ledger in accounting systemto prevent subsequent
postings.

Control 4 The subledgers are reconciled in accounting systemto the Chief Accountant
general ledger and reviewed by the Chief Accountant

Control 5 Financial reporting pack including input files is reviewed by Chief Financial Officer
the CFO prior to sending it for further review on the group
level

Control 6 Semi-annual validation checklist signed and dated as Chief Financial Officer
evidence of review by CFO

Control 7 The General Ledger is reviewed on a monthly basis Chief Accountant

For controls 1, 5 at the stage “Evaluation the control” we have evaluated whether the
data subjected to the control is complete and reliable with such action:

1. Group Reporting Pack is prepared by Deputy of CFO in some file and approved by
CFO.




2. Report contains consolidated data for company.

3. To confirm the completeness and accuracy of data presented in this report: to trace
data per Group Reporting Pack to Reconciliation Report (Statutory with IFRS) and
Standalone Statutory Report.

For controls 2, 3, 4, 7 at the stage “Evaluation the control” we have evaluated whether
the data subjected to the control is complete and reliable with such action:

1. To ensure that the accountant have no rights to make amendments to the closed
period: to try to add a new fixed asset in the closed period, enter all necessary attributes, but
the system must interrupted our actions by warning message “You have no rights for making
amendments in closed period”.

2. To obtain from IT department a report indicating the status of all periods, and verify
that all periods are closed.

For controls 6 at the stage “Evaluation the control” we have evaluated whether the data
subjected to the control is complete and reliable with such action:

1. To inquire the CFO how the Semi-annual validation checklist is completed and how
this covers that all commitments and contingencies are identified.

2. Checklist must prepare automatically, when deputy CFO uploads financial statements
via DCT into Hyperion.

3. Checklist is the list of questions with answers of closed type (e.g.: Balance sheet
totals  agree - Yes). CFO  erifies that there are no errors.
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Fig. 1. Basic elements of control logical groups of Financial Statement Closing Process
Similarly the data used to perform the control for control 6 is performed.
Controls 1, 5, 6 are performed by CFO, controls 2, 3, 4, 7 performed by Chief
Accountant.

The stage “Evaluating review control” provides some components.
As indicated at fig. 1 the data used to perform the control for controls 1, 5 (The Closing

Entries (hereafter — CE) Pack is reviewed in detail in combination with a review of a
reconciliation file (Statutory with Group reporting pack)) are CE pack, reconciliation report.

And so the following procedures have performed:
1. Group Reporting Pack is prepared by Deputy of CFO and approved by CFO.
2. Report contains consolidated data.

3. To confirm the completeness and accuracy of data presented in this report: to trace

data per Group Reporting Pack to Reconciliation Report (Statutory with IFRS) and
Standalone Statutory Report. No differences must be identified.

procedures:

The data used to perform the control for control 2, 4, 7 includes the following

1. To ensure that the accountant have no rights to make amendments to the closed

period: to tried to add a new fixed asset in the closed period, entered all necessary attributes,




but the system interrupted our actions by warning message “You have no rights for making
amendments in closed period”.

2. To obtain from I T department a report indicating the status of all periods, and verified
that all periods are closed.

Then to describing the nature of questions resulting from the review, the subsequent
follow-up and adjustments or changes Chief Accountant compares Trial balance to the one of
the previous period: he / she review all accounts line by line to check that no new accounts
appeared. If there is a necessity to create a new account, the CA prepares a special memo to
CFO with reasoning of it.

The natures of questions resulting from the review, the subsequent follow-up and
adjustments or changes are different for controls 1 — 7:

1?1 for control 1: the CFO reconciles totals, traces the amounts to the calculations
while the review of reconciliation file CFO checks IFRS adjustments for reasonability and
observes calculations;

2) for control 2: Chief Accountant compares Trial balance to the one of the previous
period: he / she review all accounts line by line to check that no new accounts appeared. If
there is a necessity to create a new account, the CA prepares a special memo to CFO with
reasoning of it:

3) for control 4: Chief Accountant reconciles the amount in GL to subledgers of
relevant accounts to check that the amounts in GL are correct;

4)  for control 5: during the review the CFO traces amount in fin pack to CE packs of
each entity of the group. He may also require deputy CFO for explanations of consolidation
adjustments;

5) for control 6: the checklist is automatically prepared while creating financial
reporting pack. The deputy CFO checks that all answers are correct and only then transfers
the checklist to CFO for his review;

6) for control 7: the Chief accountant checks all accounts for reasonability, compares
amounts to the previous period and in case of necessity requires functional accountant to
comment on changes.

For control 3, unfortunate IP/’ no data has available.

Control conclusion for all stages provides an evaluation the ability of the control to
prevent or detect and correct errors leading to a material misstatement of the financial
statement as it is reflected at fig. 1.

Conclusion. There are many software products to help with the close process. But,
despite the fact that companies may have spent millions of dollars on sophisticated Enterprise
Resource planning (ERP) systems, the use of Microsoft Office products throughout the
process is still prevalent [4].

A correct trial balance clears the way for accurate, complete financial statements. These
include a statement of financial position, a statement of profit and loss, a statement of
shareholders' equity and a statement of cash flows. Due to this, alight control system of
financial statement closing process opening up new vistas in Ukrainian energy business, first
of all for companies, who planto become full players in the international market.
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