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MALYNOVSKA O., student
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Stavanger, Norway

METHODS OF MANIPULATING INDICATORS OF ACCOUNTING
(FINANCIAL) RECORDS

Management decisions by business entities in the context of informatization of
society and development of digital economy requires high-quality public accounting
(financial) records which will provide realistic assessment of financial condition,
transparency and investment attractiveness of companies. The main threat to the
quality of records, especially in the global economic and financial crisis, is its
falsification.

Falsification of accounting (financial) statements means intentional distortion
or omission of values and disclosure of information in financial statements or
concealment of theft of tangible assets. It should be noted that at the present stage
falsification of accounting (financial) statements has taken more complex form due to
expansion of falsification object. Unfortunately, spread of distortions in accounting
(financial) records contributes to different economic levels of countries, including the
degree of development of information technology, socio-cultural differences,
imperfections in accounting methodology, contradictions in the legislation.

The Association of Certified Fraud Examiners (ACFE) estimates that total
annual loss from falsification of accounting (financial) statements for global economy
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could reach about $ 1 trillion. The purpose of falsification of records is to achieve an
economic situation that meets interests of economic entities and thereby mislead
internal and external users of information. In general, the essence of intentional
distortions of records is in three main elements: pressure of external circumstances,
opportunity to commit fraud and self-justification. Of course, such approaches are
directed against the interests of the state and economic partners of the enterprise.

In world practice, the following main methods of intentional distortion of
accounting (financial) statements are pointed out most often:

- manipulation of the accounting system in order to provide the desired results
(assumptions when calculating depreciation, provisions for bad debts, untimely
reflection in the accounts of sellers' accounts, premature accounting of real sales). In
this case, transactions registered in the accounting are based on facts, even if reflected
in violation of the rules;

- introduction of incorrect or fictitious information into the accounting system
(fictitious sales, invented values of receivables, disguised entries in journals, false or
corrected documents, unaccounted transactions);

- reproduction by business entities financial statements according to data and
reports of any operating enterprise or according to fictitious contrived data.

A kind of deliberate distortion of accounting (financial) statements in addition
to manipulation is also the veiling of the balance sheet, i.e. deprivation of its
specificity and certainty, resulting in the possibility of obtaining conclusions that
contradict reality. The difference between veiling and falsification of recording is that
falsification provides financial performance of organization in more favourable
conditions by violating the requirements of regulations, and veiling occurs within the
limits allowed by regulations.

According to ISA240 International Standards on Auditing, methods of
manipulating accounting (financial) statements are overstatement of revenues,
understatement of expenses, incorrect valuation of assets or liabilities, other methods
(incorrect disclosure of information about liabilities or related parties, concealment of
information about events that occurred after the recording date, etc.).

Alternative legal methods of counteracting manipulation of accounting
(financial) indicators are to improve the quality, transparency and informativeness of
recording through the choice of accounting policy principles, choice of presentation
of recording elements, voluntary additional disclosure of information.

It should be noted that the degree of economic development, its digitalization,
as well as model of the accounting system form basis for the absence or presence of
manipulation manifestations of enterprise recording. As a rule, a low level of
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accounting distortion and integrated recording is present in the developed countries,
which are leaders in the index of global (digital) competitiveness (Switzerland,
Sweden, Denmark, the Netherlands, Singapore and Norway). These countries have a
high level of state support and better conditions for doing business. Main components
of the index of global (digital) competitiveness are indicators of assessing the state of
economy in the field of innovation; the level of digital technologies in the country;
government effectiveness in social policy; social cohesion and equal opportunities.

This interrelation can be clearly seen using the example of Norway. In 2021,
this country ranked 6th in the world among 64 countries in the index of global
(digital) competitiveness. Norway is characterized by a continental model of
accounting, which is characterized by conservatism, close ties of enterprises with
banks and the state, legal regulation of accounting and recording, focus of accounting
and recording on the interests of state regulation of taxation and macroeconomic
planning. In Norway, there is a high level of confidence in the national economic
policy, which leads to transparency of economic activity, high social responsibility of
business.

Thus, in modern conditions, management decisions should be based on real
estimates and reflection of financial results in accounting and recording which will
ensure transparency and investment attractiveness of organizations. Prevention of
manipulation of accounting (financial) statements can be ensured by applying
concept of security of personnel development of organization, conducting audits and
assessing risk factors of fraud, development of social responsibility and strengthening
corporate culture and values of companies.
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