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Abstract

The issue of disclosure continues to be a challenge for users of financial and non-financial reporting and the accounting standards community.
Financial disclosure standards aim to improve the qualitative characteristics, comparability, verifiability, timeliness and understandability of financial
statements. Enterprises that implement the principles of the ESG agenda face the problem of disclosing information about the results of socially respon-
sible activities in non-financial reporting. Such reporting is optional and standardized. This is due to the voluntary nature of socially responsible activity.
The quality of information disclosure is determined by professional ethical principles and internal audit.
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POJIb MPO®ECCUOHANBHON 3TUKU U BHYTPEHHEO AYAUTA
B PACKPbITUX NHOOPMALIMK O NPEANPUATUN

H. B. MoTanosga, U. B. Mpuitmauyk
Pedhepar
Bonpoc packpbiTiisi MHhopMaLmMK NpoaokaeT ocTaBaTbCsl Npobnemoit 4ns nonb3oBaTenei (MHaHCOBON N HeMHAHCOBON OTYETHOCTM M CO06-
LecTBa CTaHgapToB Byxrantepckoro yyeta. CTaHaapTbl packpbiTs (DUHAHCOBON MH(hOPMALMK HAMpaBMEHbI Ha YMyuLLIEHNE KAaYeCTBEHHbIX XapaKTe-
PUCTWK, COMOCTaBAMOCTM, MPOBEPSAEMOCTM, CBOEBPEMEHHOCTU W MOHATHOCTU (DMHAHCOBOM OTYETHOCTW. [peanpusTus, peanusytolme NpUHLMMG
ESG-noBecTku, cTankueatoTcs ¢ npobnemoit packpbITis MHcopMaLmm 0 pesynbTaTax CoLManbHO OTBETCTBEHHOM JEATENbHOCTY B HE(DMHAHCOBON OTYeT-
HocTW. Takasi OTYETHOCTb He SBNsieTC 00513aTeNbHOM U CTaHAAPTU3MPOBAHHOM. JTO CBA3AHO C JOOPOBONBHLIM XapaKTEPOM COLManbHO-0TBETCTBEHHON

AesATenbHOCTN. Kavectso pacKpbITHA MHd)OpMaHMM onpenenaeTca I'IpO(‘beCCMOHaI'IbeIMM ATUYECKNMM NPUHLMNAMWU U BHYTPEHHUM ayaUTOM.

KnroueBble cnoBa: packpbiTe MHpOpMaLK, PUHAHCOBAS 1 HE(DMHAHCOBAsH OTYETHOCTH, MPOECCHOHANbHAS STUKA, BHYTPEHHUIA ayauT, Byanu-

poBaHMe OTYETHOCTW.

Introduction

Disclosure based regulation sounds like an easy solution to a lot of
problems. For disclosure to work as a governance tool, quite a number of
elements (or incentives) need to be working together. The main tools are
the development of documents and legislative norms and standards.

Some disclosures can be effectively provided directly in the financial
statements, such as a provision for uncollectible receivables. Other
disclosures may be provided either directly in the financial statements or
in the notes. The possibility of using professional accounting judgments,
the ambiguous interpretation of the application of information disclosure
standards lead to the possibility of using financial reporting concealment
tools.

The main part

The most pressing problems in the disclosure of information about
the enterprise are the veiling of financial statements, incomparability and
"green" distortion of non-financial reporting indicators. The most signifi-
cant role in solving the problems of information disclosure belongs to the
ethical principles in the field of accounting and the internal audit system in
order to monitor their compliance.

The disclosure problem continues to pose a challenge to the ac-
counting standard setting community.

The veiling of financial statements is a deliberate action or inaction
with the aim of distorting financial statements or its individual indicators,
which causes certain harm to users of statements [1].

The concept of sustainable development has become widespread in
the practice of enterprises. ESG performance indicators are presented in
various non-financial reports.

Non-financial reporting is reporting that simultaneously covers the
economic, environmental and social aspects of the company's activities,
disclosing information about its non-financial initiatives and contribution to
the sustainable development of the surrounding world [2].

Due to the lack of mandatory standards for non-financial reporting,
the data provided by companies to reporting users can vary significantly
in content, which complicates the comparability and usefulness of these
data. One of the urgent problems is to reduce the risks of the so-called
"green" veiling ("green laundering") of non-financial reporting. At the
same time, increasing the reliability of non-financial reporting indicators
through standardization is also associated with certain business risks of
disclosing information about the activities of an enterprise.

Issues of form and style, determining required disclosures, common
challenges in preparing various disclosures, disclosures of financial and
non-financial performance, and disclosure risks are pressing issues for
the business community and professional accountants and auditors.

Financial data is reliable only because auditors check it first. They
are the first line of defence for shareholders and serve one of the most
valuable functions in a market economy. They provide assurances re-
garding the information on which almost all our economic decisions are
based. If the information is wrong, then the economic decisions we make
will also be wrong. In contrast to other professions the auditing profession
bears a special burden of being objective and independent.

Raising the quality of the audit and improving the independence of
the auditor will remain important challenges in the years to come.

One of the conditions for ensuring a quality audit is the observance of
ethical principles. The backbone of an effective disclosure audit is an
internal audit system.

The purpose of this study was to study the role and influence of the
requirements of the professional ethics of the auditor and the internal
audit system on the quality of disclosure of information about the activities
of the enterprise.

Understanding the importance of information technology and quality
information has already come. And today, the understanding that those
who own the world, who have the latest, high-quality information - the
needs of progress, no longer raises questions and doubts in anyone.
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No public, social life and its scientific manifestations are possible without
information, which acts as the locomotive of social, political, and technical
progress. The demand for knowledge, the ability to analyze and compare
all types of reporting are necessary for a modern leader at any level to
make informed and competent decisions.

Any information is important to correlate with the target content in re-
lation to the user. Users make management decisions based on statisti-
cal, social, non-financial, environmental, accounting and other reporting.
Public awareness for making competent decisions in the world communi-
ty is also a task of accountability, including for ensuring sustainable de-
velopment. Accounting and reporting practices are influenced by the
economic conditions of the functioning of organizations, the legal system,
and political factors. Accordingly, all of the above also affects the trans-
parency of reports.

The manipulation of financial information is not new and will never go
away. The reason is that accounting requires judgment [3].

This leads to the possibility of veiling financial statements and mis-
leading its users. Veiling can be achieved legally through accounting
policies and illegally through decreasing revenues and increasing ex-
penses.

With regard to non-financial reporting, the lack of uniform standards
and disclosure requirements leads to many risks. Concerted actions of
states, business and society are gradually solving these problems. The
issue of taking measures to introduce global standards for the disclosure
of non-financial information is being discussed.

Studies show significant non-compliance or understatement of
important information about socially responsible activities by enter-
prises. On average, firms listed with the US Securities and Exchange
Commission provided only about 18% of the information that the
Sustainable Development Accounting Standards Board (SASB) con-
siders material. These vary by industry and include environmental
performance, health and safety metrics (Grewal et al, 2020). Mean-
while, the volume and quality of disclosures have increased in coun-
tries with CSR reporting responsibilities, such as China, Denmark,
Malaysia and South Africa [4].

The main problems of disclosure of non-financial information are:
incomparability of data, difficulties in controlling the reliability of information,
which leads to the possibility of hiding "green crimes".

Green Crime is illegal activity that involves the environment, biodi-
versity, or natural resources. There are generally five types of major envi-
ronmental crime: illegal logging, fishing, and mining, and crimes that harm
wildlife and generate pollution [5].

Financial institutions and regulators are trying to focus on these
crimes and find solutions. However, it is very difficult to identify them
based on data from non-financial reports.

Thus, when disclosing information about the activities of an enter-
prise in financial and non-financial reporting, a system of professional
ethical principles in the field of accounting and auditing plays a significant
role.

For auditors of financial statements, ethical principles have been es-
tablished by the Code of Professional Conduct, commonly referred to as
the Code of Ethics. This code of ethics is divided into two sections: prin-
ciples and rules. The principles provide the basis for the decent behavior
expected in the performance of professional duties, while the rules pro-
vide more detailed guidance [6].

The fundamental principles include: honesty, objectivity, professional
competence and due care; confidentiality and professional conduct.

These principles are the basis for the professional ethics of an ac-
countant. The professional competence of an accountant includes the
formation of judgments on the disclosure of information in financial and
non-financial reporting. And it is especially important that this accountant
performs his functions not only professionally, but also in good
faith [7].

Independence and ethical principles are important not only for ac-
countants and auditors, but also for standards developers. Standards
developers should also be independent. Discussion is at the heart of
standards development, but standards developers are sometimes lobbied
to reduce disclosure.

The system of control over compliance with these ethical principles is
the internal audit system.

Internal auditing is an independent, objective assurance and
consulting activity designed to add value and improve an organiza-
tion’s operations. It helps an organization accomplish its objectives
by bringing a systematic, disciplined approach to evaluate and im-
prove the effectiveness of risk management, control and governance
processes [8].

To detect veiling at the operational level and at the level of formation
of accounting information, the most effective is to build an effective con-
trol system and constant monitoring of the company's operating environ-
ment, that is, prevention. And at the level of detection, as the statistics of
detection of cases of veiling show, the most effective method of uncover-
ing fraud with financial statements is to check the so-called analytical
symptoms of events that go beyond normal practice. In this case, it is
necessary to separate two objects of analysis:

- direct financial reporting

- non-financial information allowing to conclude about the violation.

In the first case, as a result of the analysis of financial information,
such analytical symptoms can be identified as:

+ significant unreasonable deviation of financial indicators in compari-
son with the previous period or other comparable data;

+ incomparable increase in income with a decrease in inventories;

+ increase in income with a decrease in the amount of cash receipts;

* an increase in inventories with a decrease in accounts payable;
increase in the number of sales with an increase in the price per unit
of production;

+ redundant purchases.

If the goal of performance analysis is to identify symptoms, strange
relationships, and unusual correlations of reporting performance, then it is
important to establish criteria before starting such an analysis, deviations
from which will be considered abnormal, given the specifics of the com-
pany.

Depending on the goals and established criteria, the following types
of analytical procedures can be distinguished:

1. Vertical (correlation) analysis, which allows you to analyze changes
in the share of a separate reporting item in a general indicator
(for example, in assets) and compare structural changes in the bal-
ance sheet, income statement, cash flow and capital changes com-
pared to previous periods or other relevant comparable data.

2. Horizontal analysis is a trend analysis, an analysis of the deviations
in the value of an individual item compared to the previous period.

3. Financial analysis of indicators or ratios (turnover, liquidity indicators,
financial leverage). It is also possible to combine all methods of com-
parative analysis in order to obtain confirmation of the unusualness
of facts or events.

The analysis of non-financial information can play a big role in reveal-
ing veiling.

Analytical symptoms that can help the user of financial statements to
identify the obscurity of financial statements include:

1.) internal:

+ relationship with the legal department: conducting large-scale litiga-
tion, frequent change of lawyers;

+ Relationships with managers: be high turnover among managers;
frequent change of leadership.

2.) external:

+ relations with auditors: frequent change of the external auditor; re-
fusal to provide or delay in the information required by the auditors;
lack of internal audit; the auditor's refusal to make a judgment about
the financial position of the company or disagreement with the data
of the presented financial documents;

+  relations with regulatory authorities and the tax service: revocation of
licenses; regular inspections by higher regulatory authorities; fre-
quent violations of tax laws, problems with regulatory authorities;

+ relations with banks and other financial institutions: significant liabili-
ties or violation of the limits of admissible debt; the inability of the
company to secure financing in the form of loans or credits;

+ relations with competitors: tough competitive environment, potential
takeovers; reorganization of the structure of relations between part-
ners;

+ relationships with customers and suppliers: a large number of new
customers or suppliers; lack of a counterparty verification system.
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The primary responsibility for detection of financial statement fraud
resides with company management. Prevention of fraud is most effective
with a strong team consisting of an audit committee comprising internal
and external auditors and a board of directors who set a tone for ethics at
the organization. Auditing standards establish that auditors have a re-
sponsibility to reach a reasonable assurance that financial statements are
clear of misstatement due to either error or fraud. The auditors’ responsi-
bilities are to appropriately identify, assess and respond to fraud risks,
using the many tools and techniques at their disposal.

The first and most important step is to institute strong internal ac-
counting controls. Key to this is segregation of duties, which involves
dividing responsibility for bookkeeping, deposits, reporting and auditing
between different people to reduce the temptation and opportunities to
commit fraud.

Companies should regularly test their financial statements for accu-
racy to make sure their internal controls are effectively preventing fraud.

Conclusions

Ethics require accounting professionals to comply with the laws and
regulations that govern their jurisdictions and their bodies of work. Avoid-
ing actions that could negatively affect the reputation of the profession is
a reasonable commitment that business partners and others should ex-
pect. Accounting ethics is an important topic because accountants are the
key personnel who access the financial information of individuals and
entities. Such power also involves the potential and possibilities for abuse
of information or manipulation of numbers to enhance company percep-
tions or enforce earnings management. Ethics is also absolutely required
in the course of an audit.
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